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This experience remains fresh 
with you! 

Be our guest. And feel 

comfort that comes from 


attentive service. 


>» Biman 


Ý BANGL ADESH AIRLINES 
Your home in the air 




















The Hotel Royal Taipei. 
Contemporary refinement and 
sophistication that’s 
reminiscent of Old World charms. 
Along with uniquely 
personalized service that helps 
make a stay memorable. 
Experience it. 


hôtel royal taipei 


37-1, Section 2, Chung Shan North Road, Taipei, 
Taiwan, R.O.C. 
Tel,: 542-3266 Telex: 23915 Fax: 543-4897 


snikko hotels international 


For reservations, call your travel agent, 
the nearest Japan Airlines office, LRI office 
or Nikko Hotels International. 

Hong Kong 7394321, Tokyo 03-3281-4321, 
Toll free in U.S. and Canada 
1-800-NIKKO-US (645-5687), 
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LETTERS 


Protection from the US 
What persuades Warren Robinson [LET- 


| TERS, 21 Mar.] that Asians want US protec- 
| tion? As an Asian, I would put it to him 


that the very opposite is true: Asians gener- 
ally want to be protected from the US and 
the Europeans. After all is said and done, 
the horrors that Saddam Hussein inflicted 
on Kuwait are nothing compared to the 
predacious acts of the white man in Asia 
and Africa over the past 200 years. 
Indeed, after this display of white 
power in the Gulf, I find the nuclear arsenal 


_ of the Chinese and the nuclear capabilities 
_ of India and Pakistan rather comforting. I 


wish these Asian nations would get to- 
gether and provide for their collective sec- 


| urity against the emerging US-EC axis. 


As for Vietnam, my respect for the Viet- 


| mamese has risen several notches, as I now 
_ understand more fully the scale and mag- 


nificence of their victory in 1975. 
Taipei JOSHI BADHWAR 


It is sad that President Bush, with the full 
backing of the American people, decided to 
destroy a whole nation in order to punish 


| one man to whose rise they have hand- 


somely contributed. During the far more 


__ cruel invasion of Iran, the same US Govern- 


ment did not lift a finger. Instead, they ac- 
tively supported Saddam Hussein as a 


| shield against Shia revolution (which was, 


with Shiaism as a minor branch of Islam, 
totally uncalled for). Saddam was provided 
with all the lethal weapons by the same co- 
alition partners who are conducting their 
war of attrition. President Reagan threaten- 
ed to veto when Congress proposed a 
modest sanction against Iraq after Saddam 
had used chemical weapons against Kurds. 

And now suddenly he has become 


| another Hitler to be destroyed at all cost. 
| The enormous civilian casualties are 
| rationalised as “collateral damage.” And 
| yet, this was a once-in-a-liftetime opportun- 
| ity to roll back aggression without firing a 
| shot. Kuwait's value to Iraq lay in its oil. If 
_ Iraq could not export Kuwaiti oil, including 
| its own, Kuwait would have become a 
_ patch of desert wasteland sucking up Iraq's 
| own resources. This would have taken a 
_ couple of years — just a moment in the life 
| of a nation (we have waited for 40 years for 
| the liberation of Eastern Europe). 


But understandably, this was not 


_ Rambo enough. This would not have made 
| a hero out of Bush nor earned laurels for 


the military, and above all, it would not 
have made smart aircraft and bombs look 
indispensable when their continued justifi- 
cation, with the Soviets leaving the centre- 
stage of world conflict, looked increasingly 
questionable. So the missiles and bombs 
are brought to bear upon the innocent 
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population who were killed in their 
thousands and shrugged off as unavoida- 
ble “collateral damage.” 


Ottawa MAHMOOD ELAHI 





Maybe serving the truth 

Hurrah, the REVIEW, for at last using the 
phrase “purportedly communist-instigated 
coup” [Discreet Charms, 21 Mar.] in de- 
scribing those 1965 events in Indonesia, For 
many years now, had the world’s press 
noticed, research has shown that the 1965 
upheavals could not and should not be 
simplistically labelled. You do the continu- 
ing search for truth in this matter some ser- 
vice. 


Semarang, Indonesia WALTER SLAMER 





Arms and the junta 

It is hypocritical to read the reply of Robert 
Chua, the deputy director of Singapore's 
Foreign Affairs Department [LETTERS, 14 
Mar.] when all the world knows that they 
are the ones supplying arms to the junta in 
Burma. Meanwhile, too, the offspring of 
the junta continue their education in Singa- 
pore when all the universities are closed in 
Burma. Burmese people do not expect any 
sympathy from a country whose economic 
considerations far outweigh the humanita- 
rian. 


Burma KANBAWZA WIN 





Just a few rumours 

With the transfer of the Asian Develop- 
ment Bank (ADB) to its new headquarters in 
Pasig, Metro-Manila, rumours and gossip 
abound among staff as to what they think 
of their new building. The headline on the 
story by John McBeth screamed House of 
horrors [REVIEW, 21 Mar.] was substan- 
tiated by grumbles of too much grandeur, 
elevators that malfunction and air-condi- 
tioning that doesn’t work. 

Grumbles, grumbles, grumbles, “isn’t 
that typical of the petty mindedness of ADB 
staff,” says one recently appointed staff 
member. Few of these people have ever 
been involved in a similar transfer. Settled 
in their ways, they react negatively to 
changes. Although delayed, I think it is a 
credit to the organisers, designers and con- 
structors. As staff numbering some 600 pro- 
fessionals and 2,000 non-professionals have 
variously transferred, a first priority has 
been too familiarise themselves with their 
surroundings. 

When I first came to the ADB, I was hor- 
rified at the pokey little warrens and dark _ 
narrow corridors of the old headquarters. 
But if they had to arrive again and were 
asked to choose between the old and the 
new I am sure the differences are so 
marked that not one person would choose 
the old building. 

. For the large contingent of Filipino sup- 
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port staff there is hardly a grumble. “It’s 
wonderful compared with the cramped 
conditions we worked under,” says 
one. 

The mark of successful businesses and 
their ability to do things right is measured 
by appearance. 

Impressions are important. Banks and 
their people are assessed by their record 
and what they look like. The best people 
tend. to. work for organisations that are 

, successful and which offer the best condi- 
» tions. 

“The ADB may not have all the right 
_ people but in terms of amenities and work- 
ing conditions the ADB management has 
come up with a building which will induce 
the right changes. ‘STAFF MEMBER’ 
Manila ADB 








female companion of mine was subjected | 


to by a horde of Korean businessmen on a | 


Seoul street. 

It is obvious to me, if not to the writer 
Susumu Awanochara, that many Korean 
immigrants to the US are simply bring- 


ing their primitive preconceptions with | 


them. 


with Black community leaders while 


callously professing “no interest” in Black | 
culture (like the immigrant quoted in your | 


article), Korean. Americans should reflect 
on. the number of Black soldiers who died 
in the defence of their freedom during the 
Korean War, and ask themselves if this 
alone does not entitle African Americans to 
a little common courtesy. 


Alexandria, Virginia BRIAN REYNOLDS 





Compromise on airport 
Your cartoon on Chek Lap Kok Airport 
[21 Mar.] appears to be a double-edged 
sword. On the one hand, it satirises Lu 
-Ping’s demand for retention of a sum for 
_ the special administrative region (SAR) fund 
safter 1997, 
~-On the other hand, if we put the tail of 
‘the aircraft back onto the fuselage in the 
cartoon, we shall have a whole aircraft, but 
-=the money for the SAR as marked on the tail 
will be gone! 

It would signify that the construction 
-of Chek Lap Kok Airport would use up 
all the money with little left for the SAR 

- fund. That is what Lu Ping feared. If the 
_ airport project is meant to ensure stability 
and. prosperity for Hongkong, a lack of 
funds for the SAR would seem to defeat the 
- “very purpose for which the project has 
been launched. 

Perhaps a solution can be found in a 
compromise? 


Hongkong CHIH-KANG LAN 





Primitive Korean attitudes 

As one who has lived in Korea, I find out- 

rageous your magazine's assertion {All in 
‘the family, 14 Mar.] that Korean prejudice 
“against Blacks is based solely on bad ex- 
` periences with Blacks both in Korea and in 
American cities. This is not only an insult to 
the Black servicemen safeguarding the free- 
dom of South Korea, but also demonstrates 
an astounding ignorance of Korean culture, 
which is characterised by what is perhaps 
the fiercest ethnocentricity. in northeast 
Asia. 

_.. Koreans who have never even seen 
“Black people up close will refer to them as 
komdungi (niggers) without batting an 
eyelash, and appear startled when Western 
guests take offence. 

As a student of Korean literature, I have 
been appalled at the almost universal de- 
piction of Blacks as subhuman rapists. I will 
also never forget the abuse that a Black 
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One-party propaganda 
It is sad, but your aptly titled article, Esprit 


de core [7 Feb.], does accurately reveal | 


motives 
“shared 


the Singapore Government's 
in introducing the so-called 
values.” 

While something such as the family 
as the basic unit of society can be sup- 
ported by Christians, for example, one 
wonders what is so important about con- 
sensus that it has to be elevated to a na- 
tional value. 

As for the Maintenance of Religious 
Harmony Act, which you also touched on, 
a better name for it would probably be the 
Maintenance of Political Dominance Act, 
as its main focus is on offences against 
the government and not offences against 
people of a particular faith. 

The REviEW should also be aware of 
a continuing patriotic/propaganda songs 
campaign. The chorus of one runs: “One 
people, one nation, one Singapore,” and 
says that “Every creed and every race/Has 
its role and has its place.” 

In the light of the introduction of the 
PAP’s five commandments plus the reli- 
gious harmony law, a rewording of the 
chorus is thus sadly necessary: 


Every creed and every race 
Had better know its place 


One party, one Singapore 
Is that the way for ever more? 


Singapore ‘SHARED SUSPICIONS’ 





Correction 


In Credit to the chaebol [21 Mar.], it was 
stated that South Korea's top 10 business groups 
accounted for 70% of total bank credit 
outstanding. The figure should have been 
13.85%. 


Pseudonyms are accepted, but letters intended for 
publication in these columns must bear the 
writer's signature and address. 
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new proposal by Japan to help bring 
peace to Cambodia. The Tokyo initiative 
calls for new measures to ensure the 
disarming of the four warring Cambodian 
factions after a ceasefire, penalising any 
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Rouge are prevented from returning to 
their “genocidal” tactics. Washington 
thinks Tokyo's plan constitutes too much 
interference in the draft Cambodian peace 
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diplomats he also rejects the Tokyo 
initiative because there should be a 
“status quo” among the armed 
Cambodian factions. By that, he meant 
ensuring the Khmer Rouge were 
deprived of military power, while the 
forces of the Vietnamese-backed Phnom 
Penh government retained their armed 
strength, at least until an election was 
conducted. 


New Lease of Life 

The Tokyo stockmarket could receive a 
major boost to sentiment if, as expected, 
Japanese life assurance companies receive 
official permission to translate capital 
gains into higher payouts for policy 
holders. The life companies — among the 
biggest players in the Tokyo stockmarket 
— currently have to transfer capital gains 
from share dealing to a special reserve, 
but are soon likely to be allowed to pay 
out 20-30% of these gains to holders of 
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Provincial autonomy is one of the most 
sensitive issues facing the Peking 
government. For some in the leadership, 
it implies a betrayal of the central concept 
of a strong and united China — a rallying 
cry during the various revolutions that 
have marked the country’s history over 
the past century — while for others it 
represents an opportunity to move 
country towards greater economic 
independence and growth. Whichever 
view prevails, the task of balancing the 
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geographical or economic advantage 
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both long and fraught. Peking bureau 
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relationship between the centre and the 
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begun demanding their own 
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savings-linked policies. This would give a 
major boost to insurance companies’ 
funds, which have seen a substantial 
portion of the ¥123 trillion (US$900 
billion) of such outstanding policies 
redeemed as policyholders seek higher 
returns in money-market certificates. The 
insurance companies would then have a 
strong incentive to plough funds back 
into the stockmarket. 


Marketing the Masses 

Peking has proposed sending Chinese 
workers to Japan to make up for the loss 
of remittances earned by its nationals in 
the Middle East. China will send a 
fact-finding mission to Japan early this 
month to assess the demand for workers, 
ranging from the unskilled to 
technicians and engineers. Peking also 
plans to set up training centres and 
Japanese language centres if Tokyo 
agrees to the Chinese proposal. 
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Question of Loyalty 
Burma's ruling 
military has secretly 
asked ‘the National 
League for 

Democracy (NLD) to 

repudiate its 

chairman Tun U and 
general secretary 

Aung San Suu Kyi, 

who have been 

detained since July 

1989, It is uncertain, however, who is 

going to make that decision since all 
0 prominent NLD leaders are currently in 

fail. At the same time, candidates elected 
to the national assembly have received 
documents containing 300 “top secret’ 
"questions regarding their political views. 

The assembly, which was elected on 27 

May 1990, has not yet been convened, but 

the questionnaires now being circulated 

indicate the military may be preparing to 


WARO NYDYON 





Aung San Suu Kyi. 
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reached a critical phase in the expansion 
of his synthetic-textile empire. His 
blueprint for creating a big petrochemical 
and engineering group offers potentially 
huge profits. It will, however, require 
large infusions of capital from 
shareholders and the presence of a 
malleable government. But, as New Delhi 
correspondent Hamish McDonald 
reports, several obstacles lie in Ambani’s 
path: a chaotic political scene has 
deprived him of dependable high-level 
support; a rancorous feud with a rival 
magnate persists; and some elements of 
the government are irked at his 
parsimonious contributions to the public 
purse 42 
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in a stand-off over the size of the reserves 
to be inherited by the post-1997 
administration. To the unsophisticated 
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leaders, however, have done little to allay 
such misapprehensions 46 
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meet the elected candidates. The demand 
to repudiate the NLD’s popular top leaders 
appears aimed at crippling the league, 
which won a landslide victory at the last 
election. 


Smoke Signals 


Indonesia plans to sharply raise the price 
of clove-blended kretek cigarettes, industry 
sources say. One official said the 
government will raise the minimum price 
to Rps 60 (3 US cents) for each machine- 
rolled kretek produced by the four main 
Cigarette companies. The minimum price 
for all other producers will be Rps 40 per 
cigarette. The changes, which may be 
introduced by mid-April, will double the 
price of many kretek brands. The 
proposed price increase, which will 
favour smaller cigarette companies 
making hand-rolled kretek, come two 
months after President Suharto’s 
youngest son Tommy was granted an 
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Malaysia : Companies 
Several corporate revamps 
way, and plans involving 
share swaps are awaiting 
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exclusive licence by the Trade Ministry to 
buy and sell cloves. Industry sources 
suspect the recent rise in clove prices is 
behind the planned increase in cigarette 
prices. 


Basket Case 
Visiting officials from the IMF recently told 
the Bank of Thailand and Ministry of 
Finance that the baht was undervalued 
and needed strengthening. Loosely tied 
to the US dollar, the baht has oot about — 
2% against the US unit in the first quarter. 
However, over the past year it lost about © 
13% against sterling and 11% against the 
Deutschemark. Senior Thai officials say 
the currency basket against which the 
baht is weighed. accurately. reflects tra 
patterns and settlement currencies. On 
senior official insisted that as the | 
still has a sizable current-account’ defici 
and a net debtor position, the 
know what they are talking about 
























By Tai Ming Cheung in Peking 
he lack of direction in the Chinese 
Government's current policies was 
amply underlined when Premier 
Li Peng presented a 32,000-word 
blueprint for the country’s development 
over the next decade at the annual session 
of the National People’s Congress (NPC), 
the country’s parliament. While the plan 
emphasised the need for continuing re- 
forms and opening up to the outside 
world, little was said about how these 
would be implemented or, more pressing, 
how the government would tackle a host of 
worsening economic problems that 
threaten to undermine national stability. 
Li's presentation of the much disputed 
nd delayed Eighth Five-Year Plan and 10- 
year development strategy is intended to 
chart China’s path of development to 2000. 
arious general targets are set, including 
quadrupling the country’s 1980 GNP by the 
end of the decade through an average an- 
nual growth rate of 6%, and ensuring a “re- 
latively comfortable” standard of living. 
_ Li offered only vague suggestions on 
_how to achieve this, indicating that top 
-leaders were still divided over the direction 
_and pace of reforms. For the sake of public 
_ unity, therefore, the contending factions in 
the leadership have papered over their dif- 
ferences by issuing a general non-commit- 
_ tal statement that defies implementation 
into concrete policies. 
__ The overall tone of the plan is conser- 
vative, though by no means hardline. Li 
tressed the need to firmly adhere to the 
‘creativeness of Marxist ideology” in pur- 
suing the country’s modemisation objec- 
ives. This emphasis is intended to prevent 
any repetition of the mass political protests 
f 1989 which shocked communist leaders, 
and which conservatives blamed on the 


























the since disgraced party chief Zhao Ziyang 
during the 1980s. 
__ Li's speech also advocated political re- 
_ forms, though in reality these measures 
are little more than window-dressing, espe- 
cially given that the dominance of the com- 
nunist party remains the central tenet of 
Chinese politics. Token political reforms in- 
ude providing more supervisory power to 
local rubber-stamp people’s congresses and 
the country’s handful of powerless non- 
communist parties. 2 
On the question of human rights, Li 





i Peng’s NPC address concedes national problems 


hort on solutions 


excessive focus on economic reforms by - 


maintained that China’s record was dig- 
nified and correct, and chastised a handful 
of unnamed foreign countries for interfer- 
ing in China’s internal affairs. This ap- 
peared to be aimed at Westem efforts to en- 
sure fair trials of dissidents arrested for par- 
ticipating in the student protests in: 1989, 
many of whom were tried by Chinese 
courts in recent months. 

There were few positive references by Li 
to the need for the types of radical reforms 
implemented in the 1980s, and to the ideas 
being advocated again by pro-reform eco- 
nomists in recent months, such as price 
reforms. Nonetheless, some diplomats de- 
tect that this year’s work report is a little 
less conservative in tone than Li's NPC pre- 
sentation last year, when he had harped on 
the need for a continuing retrenchment of 
the economy. 

Li did acknowledge the need for 
piecemeal reforms, including continuing 
experimentation with the selling of shares 
in state enterprises, but the essential thrust 
of his reform proposals called for improv- 
ing the performance of the state sector 
through better management and the intro- 
duction of new technology rather than ex- 
panding the role of private initiative. 

Diplomats said that the NPC proceedings 
showed that Li was clearly playing a central 
role in shaping policy decisions, which 



















probably reflected the current balance of- 
forces in the central leadership. This is obvi- 
ously a major achievement for the premier 
who appeared to be under pressure last 
year with widespread rumours of his immi- 
nent demise when the economy was on the 
rocks. 

Although Li offered few concrete pro- 
posals in deepening reforms, he was more 
than frank in admitting the government's 
failure to deal with many of the fundamen- 
tal economic problems. “Excessive con- 
sumption in production, inferior quality, 
enormous waste in construction, slow cap- 
ital turnover and low labour productivity 
and serious enterprise losses are to be 
found everywhere,” Li confessed. 

Diplomats say that by illustrating how 
poorly the economy is doing, the govern- 
ment is perhaps justifying to provinces, 
ministries, factories and other organisations 
which are heavily dependent on state sub- ` 
sidies that they should not continue to rely 
so excessively on the central government 
for growing allocations of resources to ` 
boost their development. The government 
is increasingly cash-strapped with a rapidly 
widening budgetary deficit. As a result, the 
government is being forced to cut back on 
projects. 

According to Finance Minister Wang 
Binggian, the official deficit for 1990 is 





THAILAND 


The third stage of Thai performance artist 
Surapol Panyavajira’s work I was born . . . 
I am man at the National Gallery was 
based on a simple image. Wearing a hel- 
met and flak-jacket, he clumsily but force- 
fully manipulated a handful of traditional 
leather shadow puppets. The work, per- 
formed recently to an appreciative audi- 
ence, gave lie to a myth-in-the-making: 
that all Thais fully support the 23 February 
coup that ousted the elected government 
of prime minister Chatichai Choonhavan. 
Amid the cheers of bureaucrats and 
businessmen, there are still many Thais 
who resent the military's action. They are 
certainly a minority, but not necessarily a 
small one. A combination of apathy born 





Oblique references 


of four years of economic boom, cynicism 
and fear has kept these people from voic- 
ing their dissent. 

The coup supporters’ conventional ar- 
gument is that Thais have not completely 
accepted democratic fundamentals. They: 
say this and previous coups are an ac- 
cepted method of political change, and 
the non-violent nature of the latest over- 
throw underscores its validity among the 
great majority of the country’s people. 

Dissenters say this argument is merely 
a convenient excuse for not letting demo- 
cracy run its own course. As one mid- 
level corporate official noted; while Chati- 
chai’s government was corrupt and inef- 
fective, the people should have been 
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estimated to be a record Rmb 15 billion 
(US$2. billion), an Rmb 6.5 billion jump 
over the 1989 figure, and almost twice as 
much as the Finance Ministry had planned 
for. Using more conventional accounting 
methods, which exclude foreign loans and 
domestic bond issues, the real deficit would 
be close to Rmb 50 billion. Nearly one-third 
of the government's revenue is being used 
¿to prop up loss-making state enterprises. 


i admitted budgetary deficits were 

there to stay because of the central 
government's inability to signi- 

: ficantly expand its revenues. He 
pointed out this is largely due to Peking’s 
failure to get provinces to agree on an over- 
haul of the present tax system in which the 
lion’s share of locally collected taxes goes 
into provincial rather than central coffers. 
Peking tried hard last autumn to re-adjust 
this system in a series of meetings with 
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local leaders, who strongly opposed the 
moves. Although the central authorities 
have admitted defeat for the duration of the 
Eighth Five-Year Plan, they remain deter- 
mined to eventually establish a revenue- 
sharing arrangement. 

According to the finance minister, the 
central authorities will in the meantime go 
ahead with experimentation of the rev- 
enue-sharing system to have it ready for 
implementation “on a large scale when 
conditions are ripe.” 

Some minor tinkering of the centre-local 
fiscal relationship will be carried out, how- 
ever, in the coming months to ease the fi- 
nancial crunch and boost Peking’s control 
on the economy. Price subsidies and tax re- 
funds on exports previously covered by the 
central authorities will in future be paid by 
the local authorities. In addition, Peking 
is demanding higher contribution quotas 
from a number of relatively prosperous 


provinces who have managed to profit con- 
siderably from the present system. 

At the top of the provinces targeted is. 
Guangdong. While Guangdong has annual: 
revenues of more than Rmb 10 billion, it is. 
only obliged to remit Rmb 1 billion to cen- 
tral coffers, while Shanghai has to hand 
over Rmb 10.5 billion | to the 











enues. Many other relativ y 
vinces such as Jiangsu and Usain 
the central authorities on average between 
40-60% of their revenues, though part of 
this is later returned to them. 
Despite the cash crunch, the People’s 
Liberation Army (PLA) has again ponte 
with a hefty increase in its share of the ni 
tional budget. The 1991 defence bud 









posted a 12% gain to Rmb 32. ion, com: 
pared to an overall 5% increase in govern- 
ment spending. 




















This represents the second straight i 
crease in defence appropriations since the 
PLA put down the street protests in Peking 
in June 1989. Diplomats say that military 
chiefs have been promised a similar doubl 
digit annual increase until the end of the 
five-year plan in 1995. 

NPC officials have hinted at the possibi: 
lity of some personnel changes being made, 
though this is unlikely to affect the delicate 
political balance at the centre. Vice-Premier 
Yao Yilin, who is rumoured to be in poor 
health, is being mentioned as a possible. 
candidate for retirement, with the head of 
the State Planning Commission Zou Jiahua. 
a leading contender for promotion. Ana- 
lysts do not expect any major personnel res 
shuffles, at least until the next communist 
party congress. This is not officially sche- 
duled until late 1992, though there ‘have: 
been reports that this may be held as early: 
as in the latter half of this year. a 





given the responsibility to change it. 
Unlike previous coups, the junta has 
offered little fuel to ignite widespread re- 
sistance against its actions. There have 
been no mass arrests, no overt press cen- 
sorship and the economy has been left in 
the hands of a respected civilian interim 
government. Nevertheless, the junta’s op- 
ponents are still uncomfortable at expres- 
sing their feelings openly. 
The constant threat of martial law 
„edicts — which include a ban on political 
gatherings of more than five people — has 
left student activists wary, particularly fol- 
~ lowing the arrest of 15 students for pro- 
testing shortly after the coup. Well-known 
social activists and academics have been 
warmed directly and indirectly not to stir 
up trouble, while others have been called 
in by police for lengthy “talks.” 
<: However, opponents of the junta are 


now beginning to explore means of re- 
sistance, albeit tentatively. An ostensibly 


academic conference at Thammasat Uni- 
versity, for example, turned into a barely 
veiled critical review of the junta. Speak- 
ers at the 20-21 March seminar, entitled 
Looking Back and Glancing Forward at Thai 
Society, and a lively crowd of 500 took di- 
rect and indirect pokes at the ruling cabal. 

Several speakers criticised the junta’s 
given reasons for the coup and attacked 
the planned redrafting of the constitution 
by a military-dominated interim parlia- 
ment. Publicly, at least, the coup leaders 
have chosen to ignore these jibes. 

Opposition is not just limited to the 
campus. A senior civil servant complained 
that the mildly paranoid atmosphere in 
his ministry under the new regime is no 
improvement over the bureaucrats’ tenu- 
ous relationship with the venal politicians 
of the Chatichai government. Co-workers 
are afraid to discuss the political situation 
with each other, and many believe their 
telephones are tapped. 


ity Party MPs Sutham Saengprathum || 
and Chamnij Sakseth over their plans to 
draft an alternative constitution, despite 
civilian interim Prime Minister Anand 


Junta chairman Gen. Sunthorn Kong- | 
sompong has also warned former Solidar- 


















Panyarachun’s statement that all sugges- 
tions for the constitution would be useful. 
In addition to fears over martial law, a. 
lack of organisation has played a major 
part in forcing opponents of the junta to 
adopt a low profile. He 
Thai student activists, for example, 
said most of their colleagues oppose the 
junta, but the coup came at the end of 
examinations and before a term break 
which left the campuses empty. Further, 
the past four years or so have been domi- 
nated by materialistic rather than ideolog- . 
ical values, while many student groups 
have been sharply divided and often 
manipulated by external political interests 
m Paul Handiay ; 
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The EC statement, presented to the 
_ Geneva-based UN Commission on Human 
Rights on 27 February, accused Indonesia 
of, among other things, torture and wide- 
spread killings in East Timor — a territory 
nnexed by Indonesia in 1976. The UN still 
_ Tecognises Portugal as the “administrating 
_ power” in East Timor, and while many 
countries accept its integration into In- 
_donesia, others — including the US ~ 
` argue that an “act of self-determination” 
has not yet taken place there. 
— One Indonesian diplomat said the EC 
-Statement reflected either ignorance about 
_ conditions in East Timor or a willingness 
by EC members to allow a “Portuguese-in- 
spired” statement pass without analysis. 
___ Diplomatic sources in Jakarta say For- 
_ eign Minister Ali Alatas called in the Dutch 
dor — Luxembourg currently 
olds the EC presidency but is represented 
by the Netherlands in Indonesia — and the 
C's resident representative for an explana- 
_ tion of the statement. Indonesian and Euro- 
- pean sources say a number of EC member 
missions in Jakarta have backed away from 
-the statement since it was released. 
Many Indonesian officials say they are 
confused by: Portugal's attitude towards 
East Timor. Under the auspices of the UN 
-secretary-general’s office, Jakarta and Lis- 
bon have held a dialogue on East Timor 
since 1983. One Indonesian official com- 
. plained that “whenever the two sides make 
_ progress, the Portuguese always pull back.” 
= This official said Portugal's renewed ef- 
fort to drum up EC support for its position 
‘on East Timor would only delay a final set- 
tlement of the problem. Indonesia expects 
Portugal to raise East Timor at the EC- 
Asean meeting scheduled for late April in 
‘Luxembourg, an attempt Indonesia says it 
will contest. Indonesia also expects Por- 
tugal to make further efforts to get Euro- 
-~ pean backing on East Timor when it as- 
_ sumes the EC presidency next year. 
: Indonesian officials have been stung by 
criticism of its human-rights record. In- 
_ donesia joined the UN Commission on 
<" Human Rights in January, and has pledged 
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Jakarta refutes EC charge on Timor human rights 


sore 


to respect international standards of human 
ights 


Some outside observers give Indonesia 
credit for a more accommodating stance to- 
wards Timorese insurgents. These obser- 
vers say recent policies in the province are a 
clear improvement over the military's pre- 
vious approach in East Timor. Neverthe- 
less, while most diplomats and aid workers 
agree the EC statement was exaggerated, 
Many say abuses continue. The sources 
say, for example, that students in East 
Timor’s capital Dili were rounded up at 
random and beaten last October follow- 
ing demonstrations calling for indepen- 
dence. 

In late 1990, the military stepped up its 
campaign to rout rebels fighting for inde- 
pendence at the eastern edge of the pro- 
vince. Sources say up to 20 civilians may 
have died in the fighting. Diplomatic and 
military sources concede that beatings and 


other abuses continue in East Timor, but 
deny any activity which could be called tor- 
ture. These sources point out that since the 
province was annexed by Indonesia, 
Jakarta has spent some US$60 million to im- 
prove facilities in East Timor. They contrast 
this with Portugal's almost complete neg-. 
lect of East Timor during centuries of rule. 
As a further irritant to Jakarta-Lisbon 
ties, Portugal on 22 February filed charges — 
in the International Court of Justice against _ 
Australia for signing a treaty with In- 
donesia to jointly exploit hydrocarbon re- 
sources in the seas near East Timor. Por- 
tugal claims the Timor Gap treaty, signed in 
December, causes “serious legal and moral | 
damage to the people of East Timor.” Aus- 
tralian Prime Minister Bob Hawke said 
Canberra would fight the charges, but oil 
industry sources say the suit could delay 
exploration efforts, 
Indonesian officials say recent Por- 
tuguese actions make it less likely that Lis- 
bon will soon send a parliamentary delega- 
tion to visit East Timor, a prospect which 
seemed to be drawing closer in late 1990. A 
member of Indonesia's parliament said all 
the preliminary work for a Portuguese visit 
had been completed and Indonesia’s invita- 
tion remains open. “But it doesn’t seem like 
they want to come,” he said. a 





MALAYSIA 


Cool to 
Canberra 


In the first public admission that Malay- 
sian-Australian relations are less than 
smooth — as observers had suspected 
for at least the past six months — newly 
appointed Malaysian Foreign Minister 
Datuk Abdullah Ahmad Badawi said 
that Malaysia “did not want to per- 
petuate this situation” and would like 
“to see if we can normalise relations, al- 
though this depends on a lot of factors.” 

Abdullah did not elaborate, but the 
“situation” is believed to have arisen 
after Australian television ran a series 
entitled Embassy — set in the fictitious 
country of Ragaan south of Thailand 
and north of Singapore — from August 
to November 1990. The Malaysians took 
offence to some aspects of the series and 
raised objections with Canberra, which 
disclaimed responsibility for the Austra- 
lian media. 

Kuala Lumpur was already dis- 
pleased with the Australian media, 
which a few years ago had screened a 
documentary on the arrest of 106 Malay- 
sians under the Internal Security Act in 
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October 1987. Malaysia's TV3, a net- 
work owned by its ruling party, coun- 
tered with a documentary depicting 
Australia’s treatment of its aborigines, at 
the same time criticising foreign press 
coverage of Malaysia. 

The coolness in bilateral ties has 
manifested itself in a deferral of official |. 
visits, and according to an Australian 
Broadcasting Corp. report, a Malaysian 
cabinet decision last October to suspend 
all non-essential cooperative projects 
with Australia. Kuala Lumpur has can- 
celled a few bilateral activities and con- 
tacts, such as the proposed visit of Aus- 
tralian Foreign Affairs Department head 
Richard Woolcott late last year. A few 
previously scheduled visits by Malay- 
sian officials have also not taken place. 

At home, Malaysian authorities have 
been reticent on the subject. Govemn- 
ment censors delayed circulation of the 
21 November 1990 issue of The Asian 
Wall Street Journal, which carried an arti- 
cle from Canberra describing the televi- 
sion series. There is, however, no seri- 
ous danger to bilateral relations. Austra- 
lia remains part of the Five-Power De- 
fence Arrangement, committed to de- 
fending Malaysia. But some fence- 
mending is clearly necessary. As an 
Australian High Commission official in 
Kuala Lumpur put it: “Basically bilateral | 
relations are good but this is a bumpy 
period.” - ‘@ Suhaini Aznam | 
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KOREA 


US appoints southern general to armustice talks 


Opening doors 





By Shim Jae Hoon and Yang Sung Chul 
in Seoul 


he US-led UN Command, a legacy 

from the Korean War that still pro- 

vides the legal basis for the con- 
tinued presence of 42,000 US troops in 
South Korea, has taken a major initiative to- 
wards North Korea by appointing a South 
Korean army general as chief delegate at 
the military armistice commission talks at 
Panmunjom. 

The appointment of Maj.-Gen. Hwang 
Won Tak, 53, as senior delegate at the ar- 
mistice talks marks an important transition 
in the US policy of transferring more au- 
thority and responsibility in the defence of 
South Korea against the North. Analysts 
point out that the move coincides with a 
need for North Korea to rethink its dip- 
lomatic and defence posture. The Gulf War 
dealt a severe blow to Pyongyang’s morale 
by exposing the weakness of Soviet 
weapons against modern Western arms. 

North Korean duty officers at Panmun- 
jom refused to accept Hwang's credentials 
on 25 March, echoing the official Pyong- 
yang line that a South Korean military dele- 
gate cannot represent the UN Command as 
Seoul refused to sign the 1953 armistice 
agreement. The US, however, argues that 
anyone appointed by the UN Command 
can represent it. 

Whether the North will stick to its posi- 
tion and abort the armistice talks remains to 
be seen, though Northern civilian officials 
have privately hinted that a Southern gen- 
eral would eventually be accepted. If the 
North does accept Hwang, the door could 
open for significant contacts dealing with 
bilateral military matters — including the 
issue of arms control on the Korean penin- 
sula. 

Hwang will take over from US air force 
Gen. James Record, who was only ap- 
pointed senior delegate in February. On the 
surface, Record’s appointment came in re- 
sponse to North Korea’s stated opposition 
to discussing armistice matters with a 
South Korean general. North Korean Presi- 
dent Kim Il Sung still consistently calls 
South Korea an American puppet. 

The timing of the switch seems to have 
taken the North by surprise. The US and 
South Korea apparently waited for the end 
of the annual joint Team Spirit military 
exercise to announce their decision. The 
move also comes in the wake of the recent 
coaltion victory in the Gulf War, with its 
grim lessons for North Korea. 
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Record at Panmunjom: eurpries switch. 


Over the past four decades North Korea 
has relied heavily on the Soviet Union for 
most of its sophisticated arms. But key 
weapon systems, such as Scud surface-to- 
surface missiles and Soviet-built combat air- 
craft, proved no match for the arsenal de- 
ployed by the US and its coalition partners. 
The Gulf War also underscored a global 
abhorrence for the use of chemical and 
biological weapons, which North Korea 


Big win, 
low vote 


The first local council elections in 30 
years, held on 26 March, left many 
South Korean voters confused, even 
apathetic. While President Roh Tae Woo 
could take pride in implementing his 
1987 electoral pledge to revive demo- 
cracy, stringent control on campaigning 
kept many voters from appreciating the 
significance of the exercise. 

Nationwide voter turnout averaged 
55%, the lowest in history. (The voting 
rate in the last general elections in 1988 
was 75.8%.) The voting pattern showed 
apathy in urban areas and enthusiasm 
in rural districts, with the highest turn- 

— 70.3% — recorded in rural North 
Kyongsang province where Roh’s gov- 
ernment is very popular. 

Although political parties were not 
allowed to field official candidates, pro- 
government candidates swept many 
areas including Seoul, winning an esti- 
mated 68% of all seats, mostly in conser- 
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is believed to be holding in large quantities. 

One of the Gulf War's most significant 
lessons to North Korea, however, could be 
the realisation that a professional, well- 
trained army equipped with modern wea- 
pons can overwhelm conscripted forces 
that rely primarily on mass rather than 
technology to defeat their enemy. Kim's 
four point military doctrine 
rests on the psychology of 
guerilla warfare. Since 1962, 
Kim has constantly urged 
North Koreans to fortify the 
entire country, constantly 
train for combat and produce 
soldiers capable of seizing 
the tactical initiative on 
the battlefield. These princi- 
ples, while still broadly 
applicable in a limited defen- 
sive war, would be seriously 
challenged in the face of the 
level of force the US brought 
to bear in the Gulf against 


Partly because of these 
factors, analysts are confident North Korea 
will eventually accept Hwang and return to 
the armistice table — which provides the 
only channel for regular consultation on the 
volatile military situation in the peninsula. 
Another inducement might be the North’s 
recent change in its external posture, as it 
now seems anxious to maintain the im- 
petus of diplomatic contacts with the US, 
which are continuing in Peking. s 


vative farming regions. Kim Dae Jung's 
main opposition Party for Peace and 
Democracy overwhelmed South Cholla 
province but took only about 12% of the 
seats nationwide. The rest went to 
minor opposition groups. 

Much of the voter apathy stemmed 
from stringent application of rules pre- 


seats on 260 bodies in municipal districts 
and rural counties. Council functions in- 
dude reviewing local administrative 
budgets which handle at least 10 differ- 
Oe ea can cian ae 


tion by filing 
dence motions against local 
over four years. m Shim Jae Hoon 
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Singapore army successfully 
ends aircraft hijacking 

> Singapore army special forces 
successfully stormed a hijacked Singapore 
Airlines (SIA) aircraft on 27 March, killing 
four Pakistani hijackers and rescuing all 
Passengers and crew. The SIA Airbus, on 
a flight from Kuala Lumpur to Singapore 
on 26 March, was seized over Malaysian 
airspace by hijackers armed with grenades 
and knives. After landing in Singapore, 
they demanded the release of people 
detained in Pakistan and for the aircraft to 
be flown to Australia. Earlier, the hijackers 
had identified themselves as members of 
former Pakistani prime minister Benazir 
Bhutto's Pakistan People’s Party (PPP). One 
of the people whose release they had 
demanded was Bhutto's husband, Asif Ali 
Zardari, but PPP sources in Pakistan have 
denied any link with the hijackers. 


Wanted Thai general 

said to be in Germany 

> Fugitive Maj.-Gen. Manoon 
Roopkachorn, a close aide to ousted Thai 
prime minister Chatichai Choonhavan, is 
reported to have fled to Germany. 
Members of the National Peacekeeping 
Council, the military junta which 
overthrew the Chatichai government on 23 
February, are checking the reports and 
have said they want Manoon returned to 
Thailand. Manoon, who was one of the 
leaders of two failed coups in 1981 and 
1985, is accused of involvement in an 
assassination plot in 1982 which allegedly 
targeted national leaders. 


Thai army resumes 
anti-communist drive 

> Thai troops have launched their first 
operation in recent years in northern 
Thailand to hunt armed remnants of the 
Communist Party of Thailand (cpt). One 
soldier lost a leg to a trap as the 300 
troops moved through thick forest in 
remote Nan province near the Lao border. 
Northern and northeastern Thailand were 
once the main strongholds of the CPT, 
which has since been reduced to less than 
200 fighters — mostly in southern Thailand 
— through mass defections in the 1980s. 


Indonesia sentences Irian Jaya 


separatist leader to life 

> Indonesia has sentenced a leader of the 
main Irian Jaya separatist movement to life 
imprisonment. The district court in 
Jayapura, Irian Jaya, had charged 
Melkianus Salossa with subversion, which 
carries a maximum penalty of death. 
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Salossa, a leader of the Free Papua 
Movement, was found guilty of the 1988 
killing of a soldier and 14 civilians who had 
been resettled in Irian Jaya from Java and 
of trying to undermine Pancasila — 
Indonesia's state ideology. Salossa was 
arrested in Papua New Guinea in May 
1990 and later deported to Indonesia. He 
has appealed the verdict. 


Union poll confirms 

support for Nepali Congress 

> Candidates supported by the Nepali 
Congress made a clean sweep in the 1991 
polls for the leadership of Nepal University 
Teachers Association, a body that 
represents the country’s intelligensia and is 
considered a guiding force in moulding 
public opinion. Suprabha Ghimere, 
general secretary of the Nepal Womens’ 
Association, defeated her closest 
contender, leftist-backed Kamal 

Krishna Joshi, by 400 votes. The result has 
boosted the morale of the Nepali Congress, 
which is preparing to contest elections on 
12 May for the 205-seat lower house of 
parliament. The defeat of leftist candidates 
has dealt a severe blow to Nepal’s 
communists in their parliamentary 
campaign. 


Social indicators 
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Ramos expected to announce 
bid for Philippine presidency 
> Philippine Defence Secretary Fidel 
Ramos has joined the ruling Lakas ng 
Demokratikong Pilipinas (LDP), in a move 
which is expected to lead to a formal 
announcement of his candidacy for the 
May 1992 presidential elections. House of 
Representatives Speaker Ramon Mitra is 
already campaigning for the nomination of 
the LDP, which will decide on its candidate 
at an informal national council meeting on 
25 May. Supporters say if Ramos is not 
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chosen, he will still contest the election at 
the head of the newly launched United 
People Power Movement. 


Dalai Lama withdraws 
autonomy proposal 

> The Dalai Lama, 
Tibet's spiritual 
leader, said he was 
withdrawing his 
proposal made in 
1988 for a form of 
association between 
Tibet and China, 
whereby Lhasa 
would have full 
autonomy in its 
domestic affairs with Peking retaining 
authority in defence and foreign affairs. In 
interviews in late March, the Dalai Lama 
said his proposal had drawn no serious 
response from China, which wanted 

prior acceptance that Tibet was a part of 
China rather than a sovereign party to 
negotiations. In addition, the proposal had 
been criticised as too conciliatory by many 
Tibetans, with some saying they had been 
let down by the Dalai Lama. 





Dow Jones withdraws appeal in 
Singapore; Lee Kuan Yew 
drops all related cases 


> On 6 February, Karen Elliott House, 
vice-president/international of Dow Jones 
& Co., wrote to Lee Kuan Yew, former 
prime minister of Singapore, to say that 
Dow Jones was willing to withdraw the 
appeal of the Far Eastern Economic Review 
against the judgment in favour of Mr Lee, 
but for the fact that Mr Lee had cross- 
appealed. 

Mr Lee replied on 20 February that if 
the Review withdrew its appeal, he would 

his cross-appeal. 
me Lee also iy three libel actions 
pending in the courts of Singapore and 
Malaysia against The Asian Wall Street 
Journal and the Far Eastern Economic Review. 
Both publications are published by Dow 
Jones. These libel actions stemmed from a 
statement, issued in late 1989 by Peter R. 
Kann, president of Dow Jones, after the 
judgment in Singapore against which the 
Review appealed. Mr Lee agreed to 
withdraw his three libel actions after Mr 
Kann stated: 

“Our 1989 statement expressed our 
view that the judgment in the Review libel 
case was unwarranted, but we never 
intended to defame Mr Lee in any way or 
imply that Mr Lee had improperly 
influenced the trial judge.” 

Dow Jones will pay Mr Lee’s full legal 
costs in all these cases. 
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The NCR System 3000 Family of Scalable Processors. 
Microprocessor technology has reduced the cost of 
processing as much as 100 umes compared to conventional 
computing architectures. In the near future, that cost 

_ advantage will grow to more than 300 times. 

The NCR System 3000 brings this step-change in tech- 
nology to a complete family of scalable platforms, running 
open operating systems like UNIX? OS/2 and MS-DOS. 
To give you the widest range of open computing options 
in the industry. 

From desktops and large servers to future massively 
parallel models offering more than 100,000 MIPS, our new 
System 3000 family will provide the power you need, when 
and where you need it. 

The NCR System 3000 takes advantage of the 
Intel® x86 chipset series~the most powerful microproces- 
sors available -to provide you flexibility in design and 
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Open, Cooperative Computing. 
The Strategy For Managing Change. 
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integration, and an extensive set of existing applications, oe 
tools and peripherals. In fact, this system will be among the 
first to use Intel’s new 50MHz i486® microprocessor ina 
multiprocessing design. 

The System 3000 offers total scalability of hardware and a 
software, and complete object code compatibility, to give 
you access to an enormous application software suite. Three _ 
levels are now released for sale - offering performance from. ae 
7.5 to 320 MIPS. And support for the computing needs of 
one to hundreds of users. 

The System 3000 is designed to connect to your current 
computing environment. So customers with large invest- 
ments in proprietary systems can preserve that investment, — 
while moving toward a more flexible, open environment. 

NCR’s System 3000 can help raise your organization 
to new levels of performance. Call your local NCR 
representative for details. 


We're Alcatel Alsthom. One of the world’s 
leading players in the fields that make up our 
core businesses: communications, energy 
and transport. One way we stay ahead is by 
looking ahead. We plan for the future 





- yours and ours - by investing massively 

in research and development: over $2 billion 
per year. By co-ordinating our research efforts 
we not only boost cross-fertilization between 
our three different core businesses... we also 


In this 0.3 mm diameter 
wire there are one million 
superconducting filaments. 


get more out of our research investment. 

A considerable advantage when you're 
advancing the state of the art in communi- 
cations, energy and transport, not just for 
tomorrow - but for the day after, too. 


Alcatel Alsthom 54, rue La Boétie 75008 Paris, France 











_One-of the distinct advantages of 
having a Standard Chartered Foreign 
-Currency Depositaccountis you directly 
benefit from our international presence, 
Through our global network, our 
- pioneering work in. the Asian Dollar 
market and the valuable connections 
we've made over the last 130 years, we've 
established an intimate understanding 
--of many foreign currencies. (Even to the 
extent of knowing their nick-names.) 
—- This means we can offer important 

-advice and competitive interest rates 
ion a wide range of foreign currencies. 
Also, because of our network's size, we 
can provide assistance in more countries 
than most other banks. In addition, we're 
totally committed to providing privacy 
and confidentiality. 

Just as important is Singapore's 
stability. It's one of the world’s mast 
economically and politically sound 
countries, 
















‘Looney’ 


Canadian Dollar 


‘Greenback’ 


Visit our Personal Financial Centres in Sin 
Centre ¢ Shenton Way: 4 Shenton Wa 


‘Kiwt’ 


New Zealand Dollar 


U.S. Dollar 


To opena Foreign Currency Deposit 
account, call (65) 530 3232 or (65) 530 3087 
or for Singapore Dollar deposits, call 
(65) 530.3594, Alternatively, visit any 
of our branches in Singapore or the 
region. After all, we understand the 
language of making money for you. 












RATES* UP TO 


(é-month deposit) 





CURRENCY 


ESP 10,000,000 12.125% p.a. 
£ 50,000 11.25% p.a, 


NZS 5000 





























US 5000 


4.6875% p.a. 
* Above rates are valid at press time. 
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gapore at: Battery Road: 6 Battery Road © Selegie: 1 Sophia Road, #01-01/08 Peace 
y, #01-06/08 Shing Kwan House. 
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‘Quid’ 


me British Pound 


In the world of foreign 
currency deposits, we speal 
the right languages. 


“Buck-a-roo 


Australian Dollar 








Yes, I'm interested in investing in 
Cl Singapore Dollars L] Other Currencies: 
Please send me details on how to open 
an account. 
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Designation: ___ 


Send ta: 
Standard Chartered Bank, 
Foreign Currency Deposit Centre, 


1 6 Battery Road, Singapore 0104, 
| Republic of Singapore. 
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US accused of inconsistent policy on arms exports 


Unguided missile 





By Susumu Awanohara in Washington 
he US administration claims to see 
no inconsistency in calling for arms 
control in a post-Gulf War Middle 
East and boosting arms sales to its Middle 
Eastern allies in the war with Iraq. 

But critics say that unless this contradic- 
tion is convincingly resolved, the biggest 
arms exporters to the region — who are 
also the five permanent members of the 
UN Security Council — will not take seri- 
ously any US proposal for a regional sec- 
urity arrangement restraining further 
militarisation of the Middle East. 

Shortly after the allied victory, President 
George Bush said it would be tragic if a 
new arms race were to develop in the Mid- 
dle East, and called for action to control the 
proliferation of weapons of mass destruc- 
tion — chemical, biological and nuclear 
weapons. 

Secretary of State James Baker told Con- 
gress he would mount a major non-prolif- 
eration effort, calling for “very, very intru- 
sive measures of inspection and verifica- 
tion.” 

At the same time, the administration an- 
nounced tightened rules to curb the spread 
of weapons of mass destruction, vastly in- 
creasing the number of materials which 
cannot be shipped overseas without a li- 
cence. 

Assistant Secretary of State for East 
Asian and Pacific Affairs Richard Solomon, 
in China recently to deliver Baker's mes- 
sage, called for “some multilateral me- 
chanism to control the flow of this 
weaponry [to the Middle East].” 

Solomon also told the Chinese of US 
concern about North Korea’s sales of Scud 
missiles and other weapons in the Middle 
East. According to Sen. John McCain, 
North Korea imported US$3 billion worth 
of arms in the last decade, mostly from the 
Soviet Union, becoming at the same time 
one of the world’s 10 largest arms export- 
e 





rs. 

During 1982-89, Iraq received US$45.7 
billion worth of arms transfers, of which 
US$22 billion came from the Soviets, 
US$4.2 billion from China and US$6.1 bil- 
lion from other communist states, princi- 
pally North Korea, McCain says. Similarly, 
Iran received some US$15 billion of arms 
during 1982-89, of which US$3.3 billion 
came from China and US$4.8 billion from 
other communist states, mainly North 
Korea. 

Administration officials said that North 
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Korea delivered about 
two dozen modified, long- 
range Scud missiles and 
20 mobile launchers to 
Syria after the Gulf War 
— a further proliferation of 
the rockets in the volatile re- 
gion. This augments the Sy- 
rian arsenal , which includes 
an unknown number of 


Soviet-made Scuds and 
launchers. 
But even as Solomon was 


touring Asia, Defence Sec- 
retary Richard Cheney in- 
sisted that the first order 
of business in the Gulf 
is ensuring the security of 
Saudi Arabia, Kuwait and 
other friendly Arab states 
and enabling the US to withdraw its forces. 
With Bush’s full support, Cheney express- 
ed the administration's determination to 
bolster the arsenals of Arab allies which re- 
mained vulnerable to external attack. 

Among other things, the administration 
has already asked Congress to approve a 
US$1.6 billion sale of F16 warplanes to 
Egypt — a fraction of the US$18 billion in 
arms that it plans to sell to the Middle East 
in the coming year. Defending the adminis- 
tration policy, a spokesman said: “We are 
not talking about cutting off all arms sales. 
We're talking about a balance and stability 
in the region.” 

The reasons for the administration’s 
contradiction are quite mundane. On the 
one hand, the Gulf War highlighted the 
dangers of arming someone like Iraqi 
President Saddam Hussein to the teeth. 


Weapons proliferation in Asia 
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On the other hand, Middle East nations 
are clamouring for some of the powerful 
hi-tech weapons that won the Gulf 
War and US vendors of these weapons, fac- 
ing sharp cuts in defence spending and 
possible shutdown of their production 
lines, are only too eager to find a market 


overseas. 


Along with the Asia- 
Pacific region the Middle 
East is a promising 
where defence spending is 
growing. What is more, un- 
like some Asia-Pacific coun- 
tries, Middle Eastern coun- 
tries are ideal customers 
who simply buy weapons 
off the shelf without de- 
manding co-production or 
co-development arrange- 
ments. Many congressional 
Democrats are critical of the 
administration's willingness 
to keep open the Middle 
East “arms bazaar.” But the 
Democrats are vulnerable to 
attack from the Republicans 
for having opposed a suc- 
cessful war. 

Clearly, top State Department officials 
would like the US to set an example by ris- 
ing above the desire to subsidise the 
domestic arms industry by exporting. “Be- 
cause, [otherwise,] one country can say, 
‘well, you are trying to constrain us but you 
are going ahead and selling arms your- 
self,” as Solomon put it in Peking. The 
Chinese, in fact, were not slow to point this 
out at a meeting in Japan. 


Anthony Rowley reports from Tokyo: Stung by 
foreign criticism over its reluctance to get 
involved directly in the Gulf War, Japan has 
seized the chance presented by missile-con- 
trol talks in Tokyo to prove that its commit- 
ment to non-aggression is not just expe- 
diency. 

Japan’s chairing of a meeting in Tokyo 
on 19 March of the Missile Technology 
Control Regime (MTCR) — a 16-nation body, 
comprising mainly western industrial coun- 
tries which aims to control the global proli- 
feration of missile systems — was described 
by foreign diplomats as determined and 
successful. 

In the light of “growing concern” over 
missile proliferation, the forum issued a 
joint appeal to all states to restrain exports 
of missile systems, components and 
technology even where they are not mem- 
bers of the control forum. However, at- 
tempts to persuade China and other Asian 
arms exporters to accept MICR guidelines 
appear to have been unproductive. 

A day after the MTCR talks, a i 
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Solomon: arms message. 


meeting — 
took place between senior officials of the Ja- _ 


panese and Chinese foreign ministries at 
which the question of arms exports was 
raise d. 
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_ The Chinese response to Japanese urg- 
ings for restraint was apparently frosty, 
_ with Peking officials saying that they would 
participate in UN talks on the issue but 
pointing the finger at what they called “big 
arms exporters” such as the US. 

The core members of the MTCR when it 
was founded in 1987 — the US, Canada, 
Japan, Britain, France, Germany and Italy 
=- have since been joined by Australia, 
New Zealand, Austria, Norway, Belgium, 
~ Denmark, the Netherlands, Luxembourg 
- „and Spain. But still on the outside are major 
exporters of missile systems and other 
weapons such as the Soviet Union and 
China 


Before these can be brought in, the MTCR 
"has to make sure that Moscow and Peking 
-are willing to follow the group’s guidelines 

on refraining from exporting missile sys- 
tems and sub-systems. 


NORTH KOREA 


By Sophie Quinn-Judge in Moscow _ 


3 ecent revelations about the activities 
‘Fy of North Korean security police on 
Soviet soil will not make it easier 
-for Moscow to maintain its “separate but 
equal” policy towards the two Koreas any 
easier. The 17 March edition of the weekly 
Moscow News has printed an account 
worthy of a Cold War spy thriller, describ- 
ing how Pyongyang tracked down a run- 
away North Korean “guest worker” who 
escaped from a logging camp north of 
-Khabarovsk in 1989. 
¿<+ Han Chung Gil decided to flee the 
guarded camp after learning by letter that 
= his parents and siblings had been arrest- 
ed and executed, seemingly as a reprisal 
_ against his own criticsms of the North Ko- 
rean Government. He survived to tell his 
story because, as he was being hustled onto 
a plane for Pyongyang last October, badly 
beaten, he was rescued by the Soviet 
: militia. 
This is apparently a new turn of events 
-— with a few exceptions, North Korean 
¿security agents had previously been given a 
_ free hand to deal with their politically in- 
_ subordinate citizens living in the Soviet 
~ Union. 
a An anonymous Korean defector, resi- 
-= dent in the Soviet Union for over 20 years, 
told Moscow News that Pyongyang’s secret 
police is also able to operate in Moscow. 
Their first major operation took place in 
= 1956, when Korean students in Moscow 
i began to denounce the personality cult 
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What concerns the MTCR most is the pro- 
liferation of missile systems which they 
cannot readily keep track of, except 
through intelligence reports. This explains 
the anxiety to bring countries like the 
Soviet Union and China into the agree- 
ment. 

Within Asia, it is not only China that has 
the potential to aid the proliferation of mis- 
sile systems. India and Pakistan, and possi- 
bly North Korea, are believed to have a sys- 
tems capability. Also mentioned as possible 
suppliers of parts and components are 
South Korea, Taiwan, Malaysia and In- 
donesia. 

In the MTCR effort to persuade non- 
members of the dangers of missile prolifer- 
ation, Japan is a natural agent in the Asia- 
Pacific region. The chance to play a mean- 
ingful role in helping to prevent arms pro- 
liferation has struck a sympathetic chord in 





Pyongyang’s police said to operate in Soviet Union 


No longer welcome 


being erected around President Kim Il 
Sung. Many of them were rounded up and 
taken home by “diplomatic couriers,” this 
source alleged. 

One of the students caused a diplomatic 
incident by escaping to the Soviet militia as 
he was being carried out of his dormitory 
on a stretcher, beaten and drugged. The 
Soviet Foreign Ministry interceded on his 
behalf, and he was apparently allowed to 
remain in the country. Such incidents 
rarely ocurred during the Brezhnev era, the 
source said, presumably because there 
were far fewer Koreans studying in the 
Soviet Union. 

However, in the Khabarovsk region — 
where there are around 11,000 North Ko- 
rean workers — Pyongyang’s agents ap- 
pear to be left to their own devices. Han 
said that after his arrest by the authorities, 
following more than a year of hiding in 
Korean communities throughout the Soviet 
Union, he was kidnapped by Korean 
agents and taken to a special prison within 
the Korean-run Chegdomyn lumber camp 
north of Khabarovsk city. 

The prison has enough small cells to 
hold 10-15 people, a Russian fire warden 
who once strayed into its compound said. 
Han added that there is also a smaller cell 
for prisoners who have been condemned to 
death. The anonymous Korean defector 
also claimed prisoners were tortured and 
even executed in the camp, and said bodies 
of Koreans have been found in a nearby 
river. 


Local KGB chief, Maj.-Gen. Vitaly Piro- 
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Japan, not only with politicans but with 


the general public, according to Foreign 
Ministry sources. Japan’s role as a major aid 
donor also means that it has the capacity to 
put pressure on the region’s arms export- 
ers. 

A white paper on aid published last year. 
by the Japanese Government stressed that 
those countries which do not spend heavily 
on arms imports are most likely to receive 
Japanese aid in future. The climate of opin- 
ion within the Foreign Ministry at least now 
favours imposing a similar criterion on 
arms exports. 

Foreign Mini sources say that 
neither Japan nor any other MICR member 
favours actual sanctions against countries 
which will not accept MTCR guidelines. But 
official aid is likely to be more forthcoming 
from Japan when export restraint is ac- 
cepted. s 


zhnyak, characterised his relationship with 
Pyongyang’s security police as “good 
neighbourly,” and said they maintain 
“constant contacts,” Moscow News reported. 
There is thought to be an understanding 
between the two countries security agen- 
cies that forbids either from employing 
each other's nationals. 

However, the North Koreans are be- 
lieved to have a well-developed network of 
informers among the Soviet Union’s Ko- 
rean population. 

They were able to obtain photographs of 
Han in his various hiding places, and 
tracked down his address in the Ukraine 
where he was living until he returned to 
Khabarovsk. The Soviet militia has gener- 
ally seemed to have collaborated with 
them, for example by helping round up Ko- 
rean “deserters.” 

However, in the Soviet Far East public 
feeling has swung against the North Ko- 
rean presence. Local people are mobilising 
against the extension of an inter-govern- 
ment agreement, due to be signed shortly, 
which would give the Koreans rights to cut 
timber over large areas of the region. Popu- 
lar objections are not based on the Koreans’ 
treatment of each other, rather they reflect 
local anger over their habit of cleaning out 
the wildlife in their forest enclaves. 

Growing antipathy towards the North 
Koreans may force Moscow to play a firmer 
role in ting their activities in the 
Soviet Union. It could also give the Chinese 
the edge when it comes to bidding for fu- 
ture Soviet construction projects. Neverthe- 
less, official Soviet determination to main- 
tain an even-handed policy towards the 
two Koreas remains. strong. President 
Mikhail Gorbachov may well demonstrate 
this concern later in the year by combining 
visits to Seoul and Pyongyang into one trip, 
rather than adding a Seoul stopover to his 
forthcoming to Japan as had earlier been 
thought likely. a 
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Cathay Pacific Airways Limited 


0 Final Results 


Audited consolidated results. The profit attributable 
to shareholders for the year ended 31st December 
1990 was US$384 million, as compared with US$426 
million for the previous year. This represents a 
decrease of 9.8%. 


Year ended 
31st December 
1990 1989 

USSM USSM 


2,451 2,215 


Operating profit 464 505 
Net finance charges 21 19 





Turnover 


Net operating profit 486 
Share of profits of 


associated companies 


Profit before taxation 
Taxation 


Profit after taxation 
Minority interest 


Profit attributable 
to shareholders 





Earnings per share 





Dividend per share: 
interim 
final, recommended 





Net assets per share: 


Exchange rate used: US$1 = HK$7.8 


Results. Despite difficulties in the air transportation 
industry, performance was good in 1990. Demand 
slowed from early in the year. Rising operating costs, 
particularly fuel as a result of the invasion of Kuwait, 
adversely affected profit margins. 

Profit attributable to shareholders decreased by 9.8% 
compared to 1989. 

Operations. Five aircraft were purchased to meet 


expected long-term traffic demand; three Boeing 747- 
400 passenger, one Boeing 747-200 freighter and one 





Lockheed 1011 TriStar. At the end of the year, the fleet 
comprised 41 wide-bodied aircraft; 23 B747s and 18 
TriStars. 


The revenue load factor for 1990 was 74.3% compared 
with 75.6% for 1989. Passenger load factor was 
75.9%, 1.7 percentage points lower than last year. 
Total passenger capacity increased by 13.1%. 


Financing. Net borrowings at 31st December 1990 
stood at US$571 million, compared with US$374 
million a year earlier. This reflects the heavy capital 
expenditure during the year for the additional five 
aircraft. The weakening of the Hong Kong dollar 
towards the end of the year increased borrowings 
when expressed in Hong Kong dollar terms. Long- 
term unrealised exchange losses on foreign 
currency financing increased from US$350 million 
at 31st December 1989 to US$396 million at 

31st December 1990. 


Final dividend. Fina! dividend to be recommended 
at the Annual General Meeting on 29th May 199 
amounts to HK31.5¢ for the year ended 31st December 
1990 which together with the interim dividend of 
HK10.5¢ per share paid on 3rd October 1990, makes a 
total dividend for the year of HK42.0¢ per share. This 

represents a total distribution for the year of HK$1,203 
million (US$154 million). 


Share register will be closed frorn 20th May 1991 to 
24th May 1991, both dates inclusive, and dividend 
will be payable on 5th June 1991 to shareholders 
registered on 24th May 1991. 


Prospects. Clearly 1991 will be an extremely difficult 
year. The global business slowdown and residual 
effects of the Middie East conflict create a negative 
business environment. Capacity increases will be small 
but some new routes will be introduced. 


High costs will affect margins. 
in the absence of an early and significant improvement in 
traffic, it is difficult to be optimistic about profits in 1991. 


At the endof 1990 we had commitments to acquire 10 
Boeing 747-400 aircraft (including two freighters) and 
10 Airbus A330-300's. 

In the second quarter of 1991 a decision will be made 


on whether to convert all or some options for four 
Boeing 747-400s into firm orders. 


The Annual Report for 1990 will be sent to shareholders on 
3rd May 1991 





D.A. Gledhill 
Chairman 


Hong Kong, 25th March 1991 
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ed off a remarkable coup in hammer- 
ing out a political solution to an old 
and intractable national problem. He has 
prevailed upon the country’s four squab- 
bling provinces — the dispute is at least 70 
~ years old — to agree on sharing the waters 
‘of the Indus River. 
me The Indus, flowing north-south through 
<> the length of the country, is the lifeline of 
_ Pakistan. Without the mighty river and its 
Many tributaries, the region might well 
have been a vast desert. The province of 
Sindh takes its name from the river's an- 
Gent name Sindhu, which the Greeks later 
christened Indus — probably in the third 
century BC. 
-For more than 4,000 years, since the 
Indus Valley civilisation, the ample waters 
‘had been shared by the people irrigating 
the lands through inundation canals along 
the rivers. But the intrusion of modern 
technology created major diversion canals 
and dams, mainly in Punjab. While tech- 
nology better harnessed the rivers, bringing 
» More water to more people, it also created 
inequity. 
< With the bulk of the irrigation works lo- 
_ cated in upper riparian Punjab, the people 
of Sindh realised they were not receiving 
their full share. Owing to the demands of 
the growing population and industry, the 
grievances had become a full-blown dis- 
-pute by the 1920s. 
What started as an economic dispute in- 
evitably got entangled in the politics of pro- 
vinces, with successive compromise plans 
_ being aborted. The recent agreement stems 
_ from an unexpected trade-off between Pun- 
jab and Sindh: Punjab has agreed to give 
up. its demand for a multi-purpo: 
dam at Kalabagh on the Indus and Sindh, 
the downriver province, will forego its ear- 
lier claim on Pubjab’s share. 
< According to Sharif, the dispute has cost 
the country Rs 400 billion (US$ 17.8 billion) 
in lost income in the past 20 years alone. He 
claimed the recent agreement has cleared 
the way to irrigate 50 million acres of dry 
land, which will add 2 million tonnes annu- 
_». ally to Pakistan's wheat production and 
“create new jobs in the countryside. 
a Political observers agree that the agree- 
ment would not have been possible with- 
out a Punjabi at the helm of affairs in Is- 
_lamabad. Sharif is a Punjabi. While Sindh 
had charged that Punjab had been taking 
more than its share, Punjab had been 


P rime Minister Nawaz Sharif has pull- 
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claiming that its survival depended on 
building a dam at Kalabagh. 

Sindh was supported in its opposition 
by the other two provinces — Baluchistan 
and the North-West Frontier Province 
(NWEP) — which too added their claims. All 
the three, ganging up on Punjab, had de- 
clared their opposition to Kalabagh as non- 
negotiable. 

The dispute has been festering for all 
these years because of the inflexibility of 
rival claims and the dissatisfaction over 
some of the earlier awards on the dispute. 
Although the Indus basin now boasts of 
three high dams, 14 barrages and 64,000 
km of canals, there just is not enough water 
to meet growing expectations. 

The first abortive attempt to solve the 
dispute was made by the British in 1935, 
though there was no question of any politi- 
cal rights under the colonial administration. 


indus River Basin 


All subsequent attempts by engineers, ad- 
ministrators and judges both during British 
rule and after independence in 1947 were of 
no avail. 

Even during the authoritarian days of 
president Zia-ul Haq, the government did 
not find it politically convenient to imple- 
ment a judicial award — known as Justice 
Haleem’s Report — made in 1985. Efforts 
by prime minister Benazir Bhutto during 
her brief regime in 1988-90 to base a solu- 
tion on various past reports were also 
stillborn as her government was dismissed 
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well before the end of its elected term. 

The dismay of Pakistani leaders over the 
Indus issue was aptly described by 
Mahbubul Haq, who was finance minister 
under Zia. Haq said that during his tenure 
at the Finance Ministry he found that 
though the differences among the four pro- 
vincial positions were rather small, the chief 
ministers were not strong enough to accept 
the political give-and-take for a settlement. 

Haq advocated that the matter should 
be referred to the Supreme Court as the 
chief ministers were prepared to use that 
option. 

In the event, yet another judicial review 
was unnecessary. The large share of credit 
for the recent political agreement should go 
to Sharif’s Finance Minister Sartaj Aziz, 
who headed a committee comprising repre- 
sentatives of the four provinces. The com- 
mittee did the preparatory work for the 
final document, which the four chief minis- 
ters endorsed at the 21 March meeting of 
the Council of Common Interests presided 
over by Sharif. 

The council is a constitutional body 
meant to resolve disputes among provinces 
and between the federal government and 
the provinces, but had rarely been used be- 
fore. 

The settlement was made possible also 
because all the four current chief ministers 
are from Sharif’s own party, which in tum 
is either in coalition or alliance with several 
political groups that could have obstructed 
the deal on parochial grounds. The prime 
minister's goodwill, combined with the for- 
tuitous political circumstances, pulled off 
the historic accord. 

The accord lays down the volume of 
Indus water each province can use annu- 
ally in units of million-acre-feet (MAF): Pun- 
jab 55.94 Mar, Sindh 48.76 MAF, NWFP 8.78 
MaF and Baluchistan 3.87 MAF. Henceforth 
all provinces are free to take up any river 
project within their agreed share of water. 
A newly formed Indus River System Au- 
thority to be headquartered at Lahore, cap- 
ital of Punjab, is to supervise the imple- 
mentation of the agreement. 

However, the accord has left one issue 
to be decided later: the optimum quantity 
of water to be reserved for draining into the 
sea off Sindh so as to check the intrusion 
of sea water into the river. Sindh’s Chief 
Minister Jam Sadiq Ali wants that figure to 
be pegged at 10 MaF, while other parties 
have their own lower estimates. The issue 
is to be settled after further studies. 

Another important legacy of the accord 
is that it has cleared the way for resolving 
other inter-provincial disputes, such as roy- 
alty for natural gas and power generation 
and the provincial shares in federal taxes. 
Sharif seems well on his way to settling 
these problems as well, as he has hinted at 
reducing the federal domain and passing 
on.a major chunk of current federal func- 
tions to the provinces. a 
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Avoid the 1Sth coup 


had been accomplished under 


he 23 February coup in Thailand 
? | lhes severely undermined all that 
; the banner of socalled Thai-style 


| democracy, where a pluralistic political sys- 
tem precariously accommodated the. in- 
| stitutional interests of the military, an 


elected assembly, the monarchy, a pro- 


- liferating middle class and the business 
` community. 


Moreover, the country has been cata- 


- pulted back into the familiar cycle, whereby 
<an elected civilian government enjoys a 
_ brief post-election honeymoon but eventu- 


ally proves itself incompetent, prompting 
a military coup. This is still the mirror 
through which Thai politics can be viewed. 
Nevertheless, the justifications laid out by 
the National Peacekeeping Council (NPC) 
should not mislead anyone. 

_ It is common knowledge in Thailand 
that many generals are hardly less corrupt 
than politicians. While corruption has never 
been alien to Thai politics, the issue has 
always been the manageability of corrup- 
tion. The warm reception for the coup 
by the Thai people does suggest that cor- 
ruption had perhaps become unmanage- 


able. Still, this should not have been the 
_ overriding justification for a coup. Other 
avenues could have been pursued to 
_ ameliorate the situation. For example, the 
Military could have requested Chatichai 


Choonhavan’s resignation and the dissolu- 
tion of parliament, which would have au- 


_tomatically cleared the way for new elec- 
tions. 


The NPC also used the alleged 1982 as- 


sassination plot against former prime min- 
_ ister Prem Tinsulanond, former army com- 


mander Arthit Kamlang-ek and Queen 


‘Sirikit to gain public approval. No hard 
“evidence exists to show that Chatichai 
‘was indeed trying to shield his close 


aide, Manoon Roopkachorn, from the 


investigation. The televised confessions 


by a Manoon associate, Bunsak Phocha- 
roen, were too tightly controlled by Police 


Lieut-Gen. Boonchu Wangkanond to be 
credible. 


Because this case has been dormant for 


‘nine years, the sudden activity over it has 
| aroused some suspicion, especially since 
+ Boonchu, like the NPC's Gen. Suchinda 
_ | Kraprayoon, Gen. Issarapong Noonpakdi 
_| and Air Chief Marshal Kaset Rojananin, is 
_| from Chulachomklao Military Academy's 
Class 5. Since the Thai public will not toler- 


ate any destabilising effort against the 


| throne, one can hardly help but wonder 
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By J. Thitinan Pongssudhirak 


whether the NPC has not used this ploy 
purely to justify its coup. 

Clearly, the paramount catalyst for the 
coup was the erosion of power of the mili- 
tary, particularly among Class 5 officers. Be- 
fore the coup, Chatichai had contemplat- 
ed replacing Suchinda and Supreme Com- 
mander Gen. Sunthorn Kongsompong 
with other generals more attuned to gov- 
ernment policies and initiatives. This plan 
certainly infuriated the military chiefs. And 
because Manoon comes from a mili 
faction that has long been at odds with 
Suchinda and his cohorts, the situation was 
exacerbated by ‘Manoon’s elevation and 
growing prominence under Chatichai’s 
wing. Suchinda also acted 
to help Boonchu who was 
relegated to a humble po- 
lice posting by Chatichai 
after failing to gain con- 
trol of the Crime Suppres- 


EAI 
To achieve 


tial law immediately. The ruling junta could 
also reduce its current omnipotence to give 
Anand Panyarachun’s transitional adminis- 
tration more manoeuvrability to tackle the 
country’s problems. In addition, the NPC 


should reinstate Seri, a straight forward law | 


enforcer, as head of the Crime Suppression 
Division. 

> Democracy and Thai culture. For many 
years, there has been a persistent argument 
that the Thai political culture is not condu- 
cive to democracy. Unlike the Western lib- 
eral tradition, Thai history is rife with au- 





thoritarian rule. To achieve the grand objec- | 


tives of democracy, the Thai people, espe- 
cally the younger generation, must find al- 
ternative mechanisms for 
changing governments. 

> Tasks for the next gov- 
ernment. The next elected 
government needs to pon- 
der the: relocation -of major 


sion Division, which was the grand military units out of 
placed under the command " Bangkok... This coup, for 
of Police Maj.Gen. Sei Objectives of example, gave the govern- 
Themiyavej. ment no reaction time. If 
While the coup has vali- democracy, Chatichai had a few hours | 
dated Mao's dictum that æ before the coup succeeded, 
power grows out of the bar- the Thai he could have let public 
rel of a gun, it is now time to opinion manifest itself or 
pick up the pieces and make people... sought backing from the 
constructive demands for a A palace. 
better future for Thailand: must find The premier-elect should 
> Constitutional reforms. A z launch a two-pronged effort 
concrete first step is to enact alternative to divide and co-opt the 
constitutional reforms to s military. This could be done 
eliminate the traditionally mechanisms by actively soliciting the 
rampant vote-buying durin a loyalty and respect of offi- | 
Sections Of SAE. cone for changing ond Tra pees a key re- 
cannot be divorced from giments. They have always 
Thai politics. But if the state governments _ been the most important in- 


were to fund the elections, 
the role of money would de- 
finitely be reduced. And if members of par- 
liament cannot hold cabinet posts — the 
notorious road to graft — there will be less 
incentive for politicians to buy their way 
into parliament. 

The constitution must pave the way for 
a sounder party system by focusing on 
party platforms and structures while dilut- 
ing the role of personal wealth and influ- 
ence wielded by certain candidates in the 
past. And the constitution must not allow 
serving generals and bureaucrats to hold 
cabinet posts. 
> Immediate gestures of sincerity. The 
NPC needs to show more sincerity about 
guiding the country towards a viable demo- 
cratic system. It could do so by lifting mar- 
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struments. of coup-making. 

For a start, the new premier 

could invite these commanders over to 

his residence for a weekly meal and 

discussions. (Chatichai did the oppo- 

site, courting the generals and neglecting 
the colonels.) 

Meanwhile, the new prime minister 


should make the Defence Ministry the mili- | 


tary’s exclusive domain. The most prestigi- 
ous posts in the Defence Ministry could be | 
alloted solely to active generals, and a small | 
number of top generals could become ad- | 


visers attached to the prime minister's of- | 


fice. ll 


J. Thitinan Pongssudhirak is affiliated with the | 


Johns Hopkins School of Advanced International 


Studies in Washington D.C. 


ACAPRIL- 1994 








MANDARIN ORIENTAL 





THE HOTEL GROUP 


-10.3% 
-10.3% 


» Profit after taxation 

e Earnings per share 

* Dividends maintained 
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* Non-Hong Kong hotels contribution continues to rise 
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* Stock exchange listings obtained in London, Australia and Singapore 
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advantage of any opportunities that mi se. While 1991 will be a 
challenging year, the long-term outlook remains promising.” 





SIMON KESWICK, Chairman 
19th March 1991 
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receive United States Dollars. The Hong Kong Dollar equivalent of the 
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Year ended 31st December 
1990 1989 
USS million US$ million 
Turnover 124.0 127.8 
Operating profit 37.1 49.6 
Share of profits of associates 14.7 ILB 
Profit before taxation 51.8 G14 
Taxation 
- Company and subsidiary 
undertakings (2.3) 
- Associates (4.3) 
Profit after taxation 45.2 50.4 
Minority interests - 7 
Profit after taxation and minority interes 45.2 30.4 
Extraordinary items 19.5 < 
Profit attributable to Shareholders 64.7 50.4 
Dividends (33.8) (33.8) 
Transfer to reserves 30.9 | 16.6 
Use Use 
Earnings per share 6.68 7.44 
Dividends per share 5.00 5.00 





For purposes of comparison, the 1989 figures have been restated to 
reflect ta) the adoption by the Company of International Accounting 
Standards; and (b) the adoption of United States Dollars as the 
Company’s reporting currency. 


Note: 
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Traveller’s Tales 


Lucy Meyer addressed to a jour- 
nalist about to go to Bangladesh 
“Unless you're a fish/Why would you 
-wish/To go to Bangladish?” 24 Jan.). Now 
-Tm glad to run a charming rhymed riposte 
from the pen of Bartholomew Prottush 
‘Shaha of Dhaka, incorporating a few of 
what I hope he will agree are improve- 
ements: 
If you wish your soul to refresh 
Then come hot-foot to Bangladesh. 
With every setting sun 
You'll feel you've done 
Something great in life 
Well worth all your strife. 
--Or you can find a cause 
_ Worth a struggle without pause. 
Here you won't find acid rain 
Or consumer pain, 
< Here both men and maids 
Can think green thoughts in green shades. 
A land productive of real smiles 
- And people willing 
-Simply to walk with you for miles, 
-People filled with joy and pride, 
People who will with justice side. 


et’s begin with a little light verse. 
| Recently I reproduced a ditty by 


Many would question that last line in view 
_of Saddam Hussein’s recent popularity in 
‘Bangladesh and the rest of the Subcon- 
tinent. Perhaps they feel that the greater in- 
justice of the bombardment of Iraq takes 
precedence over a lesser,.the invasion of 
Kuwait. But enough of such serious mat- 
‘ters. The updated version of the Lord’s 
-Prayer for intoning by the people of Hong- 
_kong (“Our leaders who art in Peking etc. 
REVIEW, 17 Jan.) reminded John Curran 
_of Singapore (yes, we still have many faith- 
ful readers there!) of another version espe- 
cially produced for London bus drivers. 
Apologies to those who don’t know the city 
well; 
-Our Father, who art in Hendon, 

Harrow Road by Thy name. 

Thy Kingston come 

Thy Wimbledon 
In Erith as it is in Hendon. 

Give us this day our Berkhamstead 
“=. And forgive us our Westminster 
As we forgive them who Westminster 
; against us. 
For Thine is the Kingston 
The Purley and the Crowley 
|For lvor and Ivor, 
Crouch End. 


Some years ago (it was in the REVIEW of 27 
‘March 1986 in fact) I told the (true) story of 
“a senior New Zealand official who, after a 
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pretty heavy party the night before, took 
his young sons for a Sunday visit to a safari 
park in his brand-new BMW. They stopped 
in the middle of a herd of giraffe and an ex- 
cited young son in the back of the car 
wound down one of the powered rear win- 
dows, where upon a giraffe stuck his head 
inside and started licking the young lad’s 
knee. Panicking, the boy pressed the “up” 
button, catching the giraffe just above the 
Adams apple. The animal panicked in turn 
and began bucking and kicking, ripping 
lots of paintwork off the new car and break- 
ing the rear light, and then vomited — 
sending a whole giraffe-neckful of partly di- 
gested foliage into the car interior. Finally, 
the “down” button was located despite the 
arboreal salad filling the car. The window 
opened freeing the giraffe which trotted 
away apparently none the worse for 
wear. 

Disconsolately wiping themselves down, 
the family turned for home. On the way 
back they came upon the scene of an acci- 
dent, and the man stopped to see if he 
could help, but just then the police arrived. 
As he prepared to drive away, a policeman 
approached and asked how the man had 
been involved in the road accident. “I 
wasn’t involved,” the man said. “Then 
how do you explain all this damage to your 
car?” the copper asked. “Oh,” said the man 
innocently, “that was done by a giraffe.” “I 
see, sir,” said the policeman, “would you 
breathe into this breathaliser?” The man 
proved to have enough alcohol inside him 
from the party the night before that he was 
done for driving under the influence and 
banned from the roads for two years. 


l'm sorry to repeat the anecdote (though se- 
cretly I believe it's worth another run 
through, however break-neck), but it so 
tickled Ted Rule down in New South 
Wales, Australia, that he sent me a story 
which capped it. Ted’s letter has only resur- 
faced, having spent the last five years hid- 
den in a wrong file (apologies). His story is 
worth resuscitating because it also features 
aspects of tragi-comic inevitability, and also 
happens to be true (it must be: it appeared 
about 20 years ago in the columns of The 
Canberra Times): 

A young married couple were out shop- 
ping and when the time came to go home, 
their car would not start. The husband 
suggested that his wife return by bus, while 
he called the local automobile association 
for help. By the time the wife got back, she 
found their car already in the driveway, 
with a pair of legs sticking out from under- 
neath it. As she walked passed, she bent 
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down and in the coy words of the Canberra 
newspaper “touched him in an intimate 
place.” Inside the house, however, she 
found her husband waiting. “But who was 
that under the car?” she asked. “That was 
the man from the automobile association,” 
he said. 

She confessed what she had done and, 
embarrassed, they both went outside, only 
to find the automobile association man 
unconscious. under the car. He had been 
so taken aback by the unexpected caress 
that he had spasmed, and knocked himself 
out on the chassis. An ambulance arrived” 
and the patient was put on a stretcher. 
By this time he had recovered conscious- | 
ness. As they were carrying him out, the |- 
ambulance men asked him what had hap- |. 
pened. He explained. The ambulance men 
were so convulsed by the story that they 
dropped the stretcher, breaking the pa- 
tient’s leg. 





Another story I told about a Brit driving in 
the US who was stopped for speeding but 
who was allowed to go free of fines because | 
the policeman concluded he was a very fine. 
driver because of the number of endorse- 
ments in the back of his licence — re- 
minded Ted Rule of yet another true story. | 

A friend of his who {he remarks, not I) 
had the misfortune of being born in 
Hobart, Tasmania, was driving through the 
desert landscape of Arizona when he was 
pulled up by the local constabulary and ac- 
cused of exceeding the speed limit. He pro- |. 
duced his Tasmanian driver's licence which 
the cop examined with deliberate care. Fi- 
nally, the policeman. said: “If you don't 
mind my asking, sir, how is it that you 
speak English so well?” Although Austra- 
lians are not often credited with this, the 
man was quick enough on his feet to say 
that, at an early age, he had been fortunate | 
enough to have been taken in and raised by 
a family of generous missionaries. The 
policeman, touched, took pity on him ‘and 
allowed him to proceed. 

It would of course be otiose to remark 
that, if the Tasmanian had been black and 
had been apprehended by the Los Angeles 
Police Department, he could have ended 
up being very severely beaten. My own ex- 
perience in Hawaii has been impressive. 
Stopped a couple of times for edging over 
the 45-km-an-hour limit on Hawaii's joy- 
ously misnamed. Interstate Highway, I 
have produced my Hongkong driving li- 
cence.. Although bilingual, the Chinese 
characters on it promise sufficient complica- 
tions in the filling in of forms, that I have 
been so far waved on. oam 
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Centre’s hold weakened by provincial autonomy 

















By Robert Delfs in Peking 
rw he emergence of the provinces as 
increasingly autonomous — and 
self-willed — entities has become 
: a crucial theme in China’s national 
development over the past year, edging out 
even the continuing efforts of Peking’s 
“leaders to live down the aftermath of the 
June 1989 massacre. 
cco Provindal power has been demon- 
strated in vetoes on a series of attempts by 
‘central leaders to roll back economic re- 
forms introduced in the pre-1989 liberalis- 
ing era. At a more basic level the provinces 
have succeeded in blocking efforts by the 
«centre to rewrite the country’s fiscal code to 
give the centre a larger share of tax rev- 
enue. 

A negative aspect of growing regional 
power has been the sudden surge of local 
trade protectionism over the past two 
years. Inter-regional economic blockades 
are nothing new, but during the high 
growth 1980s provincial trade barriers 
mainly focused on raw materials. 

Under the recessionary conditions of 
1989-90 local governments have shifted to 
protecting markets for manufactured goods 
ranging from beer, tobacco and textiles to 
washing machines and motor vehicles. Pe- 
king has frequently inveighed against this 
but its protests have little effect; in fact the 

¿level at which trade barriers are imposed 
has begun to extend downwards from pro- 
~ vinces to individual counties. 
< The success with which local leaders are 
managing to block, or elude, guidance from 
the centre has reached the point where 
some senior officials, particularly those con- 
cerned with finance, are getting seriously 
worried. Writing in China Youth News on 2 
January, Chen Yuan, the son of elder 
statesman Chen Yun and vice-governor of 
the Bank of China claimed that restoration 
‘o of stronger central power is necessary to 
- avoid “social and political disintegration of 
the country.” 
> Yet there is still no sign that the leader- 
ship is in any position to launch a counter-at- 
tack on provinces that insist on going 
their.own way. This became apparent in 
< two recent cases where a coalition of pro- 
_ vincial governors and other senior figures 
- from coastal provinces (the main be- 
neficiaries of the pre-1989 reforms) suc- 
ceeded in vetoing proposals to re-estab- 
lish central control over the economy after 





Jaying no to Peking 





On other pages 


Lop-sided growth: 24. Centrifugal 
forces: 26. Politics of grain: 26. 

Landlocked loser: 28. Battle of the 
bourses: 29. Uncertain loyalties: 29. 


they had been published in draft form by 
Peking. 

A major success for the provinces was 
the reversal last year of policies intended to 
scale back dynamic rural industries and 
bring them under tighter planning control. 
More recently provincial leaders have dem- 
onstrated their strength in tussles over mar- 
ket-oriented reforms. 

The original drafts of the party’s pro- 
posals for the next five- and 10-year plans 
contained strong ideological criticisms of 
virtually all the market reforms im- 
plemented after 1984 under then premier 
Zhao Ziyang. 

The apparent intent, linked to a simul- 
taneous propaganda campaign extolling 
so-called “Chen Yun Thought,” was to roll 
back any measures which conservative 
leaders now ascendant in Peking believed 
inconsistent with socialist planning princi- 
ples. However, almost none of those criti- 
cisms survived in the final document tabled 
at the central committee plenum last De- 
cember. 

“The earlier drafts said the reforms up to 
1984 were good but the reforms after 1984 
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were bad,” one provincial offidal e expl 
“But local leaders insisted that the do 
ment affirm all of the 10 years of reform. In 
the end the centre accepted this. It was a 
big change. We cannot go back to the old 
forms. The people will not allow it” =) 
Less humiliating, but probably a good 
deal more costly than its defeat over policy 
reforms, was the centre's failure to 
the system under which tax reven 
shared between the central governr 
and the regions. The thorny. issue of 
relations reportedly came to the surface < 
meeting of provincial governors last 
tember. : 
The proceedings of that meeting remain 
secret, but reports suggest that various pro- 
vincial leaders, including Guangdong Go 
ernor Ye Xuanping, succesfully challenged 
the central government's plans to radically . 
revise the present system of fixed reven 
contracts between the provinces and 
king in the latter's favour. : 
If adopted the plan would have substi 
tuted separate central and local taxes for the 
current system under which a number of 
fast growing provinces are allowed to retain 
all tax surpluses after remitting a fixed sum 
to the centre. This has been extremely be- _ 
neficial to Guangdong which keeps about 
90% of its tax revenue but far less so: for 
Shanghai which hands over nearly three- 
quarters of its revenue to the centre. 
The struggle over tax distribution illus- 
trated a crucial aspect of regional power- 
play: the extent to which a strong local _ 
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leader is often crucial to such efforts, re- 
gardless of whether or not that leader actu- 
ally holds an appropriate position in the 
government or party. The strong central 
military connections of the Guangdong 
governor's father — late Marshal Ye Jian- 
ying — have undoubtedly helped to main- 
tain the preferential treatment which 
Guangdong has enjoyed since the start of 
the 1980s. In much the same way the late 
Gen. Xu Shiyou was able to shield Jiangsu 
province from the worst excesses of the 
Cultural Revolution. 

Analysing regionalism in China is com- 
plicated by the opacity and highly per- 
sonalised nature of contemporary Chinese 
politics. At present, a dual political leader- 
ship still pertains in most regions which in 
essence replicates the current system of 
power relations at the national level. In the 
foreground are the “first line” leaders, 
mostly men in their 50s and 60s, who oc- 
cupy the top party, government and mili- 
tary posts in the provinces. 

Behind them are the so-called “second 
line” leaders, consisting of retired or semi- 
retired former provincial leaders. Most of 
these are now in their 70s and many are 
veterans of the pre-1949 revolutionary 
struggles. They may hold no official post 
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but are far more powerful than those who 
do. Many second line leaders originally ar- 
rived in the areas they now control as 
members of the field armies which estab- 
lished provisional local administrations in 
various areas of China in the early days of 
the communist revolution. 

The personal relationships which these 
retired officials maintain with powerful el- 
ders active in national-level politics — often 
based on common field army associations 
before 1949 — play an important role in 
their influence. Such informal links be- 
tween national and local elders may eclipse 
in importance the normal channels of offi- 
cial communication. 


his was almost certainly the case 

during the confrontation between 

central and provincial leaders over 

fiscal restructuring and reforms 

late last year. Ultimately, sources say, it was 

the local party elders who played the deci- 

sive role in forcing the central government 

to back down. As one official put it, “[Pre- 

mier] Li Peng can issue orders to a gover- 

nor or local party secretary, but when an 

old cadre who fought along with Mao talks, 
he has to listen.” 

This informal dual system is highly 
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transitional and may already be beginning 
to disappear in some parts of the country. 
Jiangxi province, for example, was until re- 
cently dominated by the so-called Fang, 
Yang and Bai factions headed, respectively, 
by Fang Zhichun, a veteran of the Jiangxi 
guerilla wars of the 1930s, Yang Shangkui 
who had close personal ties with President 
Li Xiannian and Bai Dongcai, a younger 
leader who built a powerful patronage sys- 
tem in the bureaucracy in the 1930s. 

Now all this is changing. Yang’s faction 
collapsed following his death a few years 
ago while Fang is 80 and seriously ill. Only 
Bai, while formally retired, remains politi- 
cally active. The departure of such men, 
though, may only slow the trend towards 
local autonomy. Ultimately the shift reflects 
economic trends — including polarisation 
between richer and poorer regions and the 
strong public inclination to hold onto the 
benefits of liberalisation. 

How far will regional autonomy in 
China go? Will China eventually break up 
into independent republics, as appears to 
be happening in the Soviet Union? If so, 
could such developments lead to a return 
to warlordism and civil war? 

Alternatively, is it possible that growing 
trade and investment links between coastal 
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regions and the outside world will gradu- 
ally pull some of the more economically 
_ dynamic provinces out of Peking’s orbit? 
_ Such a process may already be under way 
in Fujian, whose economy is becoming 
--ever more closely intertwined with that of 
Taiwan, and in Guangdong where the 
Hongkong-Macau-Pearl River Delta region 
increasingly operates as a single economic 
unit. 
< A- similar course of development also 
seems possible in the northeastern pro- 
vinces of Liaoning, Jilin and Heilongjiang, 
where Japanese investment and trade links 
are strongest. Following the Japanese 
example, South Korea could be starting to 
exercise a centrifugal pull through its in- 
“vestment and trade links with the Shan- 
dong peninsula. In all these areas local 
_ leaders are becoming far more confident 
about the success of their own recipes for 
- growth and far less willing to accept Pe- 
-king's fiat. 
China's leaders strongly deny specula- 
_ tion that the country will break apart as its 
economy develops. Yet the system clearly 
has its weak points. Both Tibet and at least 
parts of Xinjiang may be expected to try to 
bolt, as they have in the past whenever the 
military power of the central government 
_ becomes sufficiently weakened. 


Within most of China proper serious re- 
gional political fragmentation remains 
unlikely in the foreseeable future. One of 
the main reasons for this is that regions do 
not need to secede in order to enjoy a high 
degree of economic independence. Autar- 
kic markets and regional economic au- 
tonomy have always been the rule rather 
than the exception, both under the empire 
and under the recent communist republic. 
So far none of these economic freedoms 
have been fundamentally inconsistent with 
centralised political rule. 


second argument against the 

theory of regional breakaway is 

that political cohesion within the 

regions is surprisingly weak. 

Urban residents throughout the country 

primarily view themselves as members of a 

national urban class. Rural peasants’ sense 

of political identity, on the other hand, is 

more likely to be invested in the smaller vil- 

lage or township or, in some southeastem 

coastal areas, the area in which a common 

sub-dialect is spoken. This means that poli- 

tical consciousness seldom has much to do 

with what is going on at the provincial level 

or even at the level of an economic sub-re- 
gion including several provinces. 

Wide differences of status between 


urban residents and rural peasants under- 





mine any latent sense of common regional 
identity. This tendency has been strongly 
reinforced by extensive urban welfare pro- 
grammes implemented under the com- 
munist government. Since 1949, China has © 
remained in essence a mosaic of rigidly 
separate local economies, each containing 
within itself a relatively autonomous hierar- 
chy of local markets and producers, each 
striving for a maximum degree of self-suffi- 
ciency. 

The irony is that periods of national 
crisis have often coincided with even more 
freedom for the regions. In practice, the 
centre has been frequently forced to rely 
on normative propaganda-based appeals 
rather than explicit directives in order to im- 
plement new policies. Meanwhile pro- 
vinces have successfully used a variety of - 
means and subterfuges to circumvent cen- 
tral policies and initiatives. ee 

The amount of freedom enjoyed by am- 
bitious or cunning local leaders may decline | 
over the next year or two as some leading ` 
practitioners of eluding Peking’s directives 
leave the scene. But the provinces them- 
selves as institutions will probably be able 
to hang on to much of the autonomy they 
won during the last decade of turbulent 
change. a 








CHINA 2 


| A central element of recent conservative 
critiques of the 1980s reforms in China 

_ has been the intensification of income 
inequalities within individual com- 
munities and between regions. Foreign 
trade and investment reforms that 
favoured coastal provinces at the expense 
of poor interior provinces and the pre- 

` 1949 industrial centres of Shanghai, Tian- 
jin and the northeast could, the hardlin- 
ers say, threaten socialism. 

Regional industrial growth rates pro- 
vide the most telling contrasts. Between 
1984-89, industrial output in the four 

_ coastal provinces of Guangdong, Fujian, 
Zhejiang and Jiangsu increased more 
than 140% in real terms, four times faster 
than the slowest growing provinces and 
regions. For Guangdong and Fujian, pre- 
ferential policies and proximity to Hong- 
kong, Macau and Taiwan were key factors 
for creating high growth. For Jiangsu and 
Zhejiang, the main factor appears to have 

the expansion of industry in towns 
and villages. 

How badly have China’s interior pro- 

_. | vinces really been hurt relative to coastal 

< provinces during the 1980s? Some ana- 








Lop-sided growth 


greater regional equality of economic per- 
formance since the reforms. However, 
the problem with studies showing less 
disparity is that much of the narrowing is 
actually a statistical anomaly created by 
the relative decline of the industrial 
centres of Shanghai, Tianjin and the 
northeastern provinces. While this has 
reduced the apparent dispersion of out- 
put among all provinces and muni- 
Cipalities, differentials between coastal 
and interior provinces still increased. 

Measured in terms of regional per 
capita income relative to the national 
average, poor interior provinces such as 
Sichuan, Henan, Hunan and Jiangxi ex- 
perienced a one-time relative gain over 
1979-83 after rural reforms were intro- 
duced and agricultural procurement 
prices increased, but since then there has 
been almost no change in the relative 
position of these provinces. 

In a conventional economy, such in- 
come differentials would be eased by 
internal migration as the interior’s un- 
employed moved to the coast in search of 
work. In China, however, such mobility 


“ 


on a considerable scale. As many as 2 
million mainly rural Sichuanese are now 
working outside the province — most of 
them illicitly — in the coastal areas. Si- 
chuan officials privately say they no 
longer attempt to control this flow, and 
could not do so even if they tried. 

However, the crucial income differen- 
tials are not inter-regional, but between 
city and countryside. On average, town || 
dwellers’ per capita income in 1989 was 
Rmb 1,404, or 2.7 times higher than that 
of rural residents, almost exactly the 
same ratio as during the late 1950s. 

An urban factory worker, bureaucrat 
or school teacher in Sichuan or Jiangxi, 
for example, receives exactly the same 
wage and subsidies as his urban counter- 
part in Jiangsu or Peking. Rural income 
and consumption levels, by contrast, 
vary widely from province to province, 
ranging from near-urban average levels 
in the developed coastal regions to less 
than 25% of urban levels in the poorest 
provinces. 

This artificially maintained. inter-re- 
gional equality of urban incomes is a key 
reason why separatist tendencies in 
China are so weak. The cities have been 
bought off. Since urban residents do not 
experience significant region-based rela- 
tive deprivation, they are unlikely to take 
the lead in expressing regional dissatis- 


| 
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of labour is officially banned — though in factions through political means. 
lysts maintain there has actually been reality illicit internal migration takes place m Robert Delfs 
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CHINA 3 


Peking’s bid to raise funds fuels provinces’ resentment 


Centrifugal forces 


decade of reforms aimed at decen- 

tralising large segments of the eco- 

nomy has seen the pendulum of eco- 
nomic power swing to the provinces. Con- 
cerned at their eroding authority, conserva- 
tive central leaders have recently sought to 
reassert their influence, sparking frictions 
with provincial chiefs. 

Peking’s policy differences with the pro- 
vinces focus on the division of fiscal spoils. 
The central government has faced a wor- 
sening budget deficit in recent years, by 
some estimates totalling as much as 10-14% 
of total revenue. With the sagging effi- 
ciency of state enterprises limiting their 
ability to contribute more, the centre 
has turned to the provinces — who re- 
ceive more than they provide to central cof- 
fers, by nearly Rmb 12 billion (US$2.3 bil- 
lion) in 1989, or 4% of total central rev- 
enues. 

Peking wants to change the present cen- 
tral-local fixed contracting quota to a profit- 
sharing arrangement. Under the present 
scheme, begun in 1988, a number of fast- 
growing provinces were permitted to retain 
all tax surpluses after remitting a fixed sum 
agreed with the central government. In- 
cluded in the arrangement were Jiangsu, 
Zhejiang, Liaoning, Hebei, Peking, Tianjin, 
Shanghai and Guangdong. The levels of re- 
mittances vary considerably with an addi- 
tional annual increase tied to the province's 
economic growth, and are negotiated for 
three to five year terms. Shanghai, for 
example, has to give Rmb 10.5 billion annu- 
ally to the centre — which accounts for al- 
most 75% of its revenue — while Guang- 
dong remits only Rmb 1 billion, even 
though its annual revenues are more than 
Rmb 10 billion. 

The proposal to abolish the contract sys- 
tem was included in drafts for the 1991-95 
Eighth Five-Year Plan. It was then floated 
by central leaders at a series of conferences 
with provincial chiefs late last year. The 
provincial officials strongly opposed the 
proposal, with Guangdong Governor Ye 
Xuanping — whose province would lose 
most from the changes — reportedly lead- 
ing a successful move to block Peking’s bid. 

Despite this, differences between the 
provinces and Peking may not be that in- 
tractable. Provincial officials acknowledge 
Peking’s budgetary plight and accept, 
though not without complaint, their own 
responsibilities to provide the central gov- 
ernment with sufficient funds to manage 
national priorities. A short-term compro- 
mise satisfying all parties appears, there- 


fore, to have been hammered out in prind- 
ple. According to Lu Baifu, a specialist in 
centre-province relations at the State Coun- 
cil’s Economic Development Centre, pro- 
vinces are being allowed to keep their cur- 
rent share of revenues — though the direct 
tax collection base is being widened and a 
greater proportion of this additional income 
will be remitted to Peking. 

As China is generally undertaxed — 
while numerous taxes exist, few generate 
substantial revenues — economists say this 
appears to be an ideal solution. One dip- 
lomat estimated that more than 80% of the 
taxes derived from enterprises is provided 


some 3,000 firms, with enterprise taxes 
Soe ea E arene 
tral revenues. 

However, a chronically inefficient tax 
system — which sees huge amounts of 
earnings go unassessed or taxes uncol- 
lected — means this new arrangement will 
“only contribute a small increase in rev- 
enues” Lu said, and is not enough to meet 
the budget deficit. 

Peking would also like to see a clearer 
distribution in taxes than the present com- 
plicated system. Currently, most taxes are 
collected by the local authorities and then 
split with the centre. In Jiangsu, for exam- 
ple, the province retains 70% of taxes col- 
lected from the use of cultivated land, while 
it has to give up 70% of energy and trans- 
port taxes to Peking. The central govern- 
ment would, therefore, like to designate 
specific taxes that they can collect directly, 
such as enterprise turnover taxes, while 
other taxes would go to the provinces. 

m Tai Ming Cheung 
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State policies raise uncomfortable questions 


Politics of grain 


key political objective of state sub- 

sidies for grain, housing and jobs 

is to eliminate regional differentials 
among city dwellers. The subsidies provide 
the basis for a kind of political solidarity 
among urban residents all over China 
which cuts across and diminishes what — 
in a context of strict controls on population 
movement — would otherwise be de- 
stabilising inter-regional disparities. 

What is less widely recognised, how- 
ever, is the extent to which this urban wel- 
fare system distorts inter-regional commo- 
dity markets and impairs regional economic 
growth, largely at the expense of the rural 
poor of interior provinces. 

Subsidies needed to maintain urban in- 
comes at a consistent national level come 
from local revenues which are almost en- 
tirely generated by profits and taxes paid by 
locally controlled, state-owned industry. 
The relative burden of these welfare costs is 
therefore higher in less industrialised pro- 
vinces. 

This welfare burden, however, is ironi- 
cally also the main reason why local gov- 
ernments are in the main committed to 
maintaining autarkic regional markets and 
policies of economic separatism which per- 
petuate and even intensify inter-regional 
differences. At the core of this problem is 
the mandatory state purchase of grain at ar- 
tificially depressed prices. 


The provinces of Jiangxi and Hunan — 
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with a total population of about 97 million, 
80% of it rural — are China's two biggest 
rice producers, accounting for 23% of na- 
tional production. They are also two-time 
losers: not located far enough inland to 
benefit from Mao's programme to develop 
industry in the interior during the 1950s 
and 1960s, they also missed out during 
Zhao Ziyang’s coastal development dec- 
ade. 

About two-thirds of Jiangxi’s grain, or 10 
million tonnes, is consumed locally. Of the 
marketable grain surplus (5.5 million ton- 
nes), 35% is bought directly by the state at 
low procurement prices and the rest at 
slightly higher negotiated prices. Urban re- 
sidents of Jiangxi receive a monthly ration 
of 14 kg per head at even lower prices. The 
rest is transferred to the central government 
for distribution to urban residents in grain- 
deficit provinces. 

Somewhat irrationally, nearby Guang- 
dong maintains self-sufficiency in grain, 
producing almost as much rice as Jiangxi. 
Guangdong would benefit if more of its 
own rice acreage were diverted to produc- 
ing higher-value export and speciality crops 
for urban consumption, while relying on 
Jiangxi and Hunan for additional grain, 
even if this grain were purchased at near- 
international prices. 

Selling more grain to Guangdong at 
higher prices would dramatically boost 
rural incomes in Jiangxi and Hunan, raising 
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Local officials are evasive as to why their 
governments support the central govern- 
ment's policy of extracting grain from their 
tural population at minimum prices, argu- 
ing that the idea of freeing inter-provinc 
grain trade is contrary to maintaining “poli- 


residents, which challenge the official 
ideologies of worker-peasant solidarity and 

Raising Hunan and Jiangxi grain prices 
to international levels would more than 
double the cost of providing subsidised ra- 
tion grain to the minority urban residents. 
In theory, a portion of the increase in rural 
incomes could be captured in the form of 
taxes, to be used to partially offset the 





CHINA 5 


Sichuan looks south for salvation 


Landlocked loser 


can be divided clearly into winners 

or losers from the process of de- 

centralisation and increased regional au- 

- Mountain-ringed Sichuan in the 
southwest has been both. 

The ince was the scene of the secret 
introduction of rural decollectivisation under 
Zhao Ziyang in the 1970s. Here, as in 
Anhui province under Wan Li, the policy 
was implemented, in theory at least, by 

inc leaders who acted on their own 
but were able to limit their efforts to specific 
regions thereby i ing the chances of 
success. They could do this because of the 
cellular nature of the Chinese economy and 
the weak market linkages between different 
areas. 
As a pioneer in rural decollectivisation, 
Sichuan has strong reformist traditions, but 
ial officials unquestionably resent 
the preferential trade, investment and for- 
eign-exchange incentives granted to coastal 
Guangdong and Fujian in the 1980s, which 
they believe merely compounded Sichuan’s 
natural disadvantages. This is why the pro- 
vince sees itself as one of the losers from 
decentralisation. E 

The per capita industrial output 
Sichuan, with 107 milion people, is only 
Rmb 620 (US$119) — barely more than half 
the national average — and per capita con- 
sumption is only Rmb 527 per year, among 
the bottom fifth of all provinces and 


. s a general rule China's provinces 


- municipalities. Despite its relative poverty, 


Sichuan has provided slightly more than 
Rmb 1 billion in annual revenues to the 
central government since 1986, approxi- 
mately the same as Guangdong, whose in- 
dustrial output — the only relevant indi- 
cator of actual revenue generating capacity 
— is 57% higher than Sichuan’s in gross 
terms and nearly twice as high in per capita 
terms. 

Dependent on the central government 


for much of its raw materials and invest- 
ment, and wanting to expand commercial 
integration with the rest of China, Si- 
chuan’s leaders are not really seeking 
more autonomy. “What we really need are 
standards to clarify what the centre should 
do and what we should do, clear lines of 
demarcation regarding power, responsi- 
bility and interests,” one official said. 

Sichuan’s trade with other provinces is 
miniscule, relative to its size and population 
— primarily because of poor transportation 
links. Only three railway lines link it with 
the outside world. The northern link to 
Baoji and Xian in Shaanxi province is the 
most important, providing the only rela- 
tively direct route to eastern China. 

To the south, two railways wind their 
way from Chengdu to Kunming in Yun- 
nan and from Chongqing to Guiyang in 
Guizhou. Capacity on the Kunming line is 


Hemmed with mountains 
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ice, however, most local governments 
depend entirely on local state-owned in- 
dustry for revenues and have no means to 
The result is that though incomes of 
the majority rural population would rise if 
grain prices were freed, local governments 
would no longer be able to maintain their 
urban residents’ incomes at parity with 
other urban centres. This is a political risk 
that no provincial government is as yet will- 
ing to take. m Robert Delfs 


8 million tonnes per year, on the Guiyan 
line even less. Shallow-draft steamers a 
another 4 million tonnes the 
Yangtze Gorges to and from Chongqing. 
Road links out of the province aie 
Sichuan’s trade relations with elsewhere 
in China exhibit classic symptoms of under- 
development. Aside from electric power 
generation equipment, the province sells al- 
most no manufactured goods outside its 
own borders, relying almost entirely on pri- 
mary products such as pork (250,000 ton- 
nes per year), oranges (58,000 tonnes) and 
raw silk (4,000 tonnes) for external earn- 
ings. 
Half of all the consumer goods sold in 
Sichuan, on the other hand, come from 
outside, and the province is highly depen- 
dent on external sources for energy. 
Although self-sufficient in grain for 
human consumption, Sichuan buys about 
1.8 million tonnes of feed corn a year to 
maintain its pig production, all at mar- 
ket prices, and 100,000 tonnes of cotton 
from Xinjiang to support local textile indus- 
try, of which 58% is covered by the state 
lan 


No statistics on the value of domestic ex- 
ternal trade are compiled, but provincial of- 
ficials say that their “imports” from the rest 
of China far outweigh Sichuan’s domestic 
“exports,” and they believe this imbalance 
cannot be corrected without a major and 
costly expansion in the province's external 

links. 


Two key plans are an as yet unapprov- 
ed extension of an existing railway from 
Chongqing northward to in Shaan- 
xi and a second line southwards from Yibin 
to Kunming in Yunnan. Officials attach the 
highest priority, however, to a project well 
outside their own borders. A new railway 
line from Kunming to Nanning in Guangxi 
province would provide Sichuan, Yunnan 
and Guizhou with relatively direct, cheap 
access to the ocean port of Beihai, which is 
already linked by rail to Nanning. 

Sichuan tas as Yanan in lobbying 
for central funding for the rail link to Nan- 
ning. Officials hope this will make it possi- 
Ble bor lanadlordund letanets bs boost be Bo 
eign exports, which were a di low 
US$247 million last year, less than 0.4% of 
the national total. m Robert Delfs 
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Big cities want their own stockmarkets 


Battle of the bourses 








: By Ed Paisley in Hongkong 
5 -egional rivalries in China surface 
even in the quest to set up stock- 
J G markets. Private shareholding is 
very much at the heart of the battle be- 
tween. the nation’s reformists and conserva- 
tives, but provincial leaders also see:a thriv- 
ing bourse as a means of gaining greater 
autonomy from Peking. 
Authorities in Peking insist that eco- 
nomic development under the Eighth Five- 
< Year Plan for 1991-95 will focus on eastern 
‘China at the expense of southern China, 
which enjoyed explosive growth under 
the reform programme initiated by Deng 
Xiaoping and disgraced former premier 
-Zhao Ziyang in the 1980s. Shanghai and its 
“mew stock exchange are at the centre of this 
policy shift, where Peking hopes it can re- 
strict experiments in private shareholding. 
But local authorities in Guangdong and 
Fujian provinces, in the special economic 





zones of Shenzhen and Zhuhai, and even _ 


in provinces of the west and northeast 
are pressing ahead with plans to develop 
full-fledged bourses of their own — in di- 
rect contravention to Peking’s wishes. In 
late February, Canton vice-mayor Li Ziliu 
unveiled a reform programme that in- 
cluded vague plans to convert some state- 
owned firms into shareholding entities and 
then set up a Canton bourse within the 
year. Local Chinese press reports say that 
Xiamen mayor Zou Erjun plans to develop 
a bourse in his city too. Even Nanning, in 


distant Guangxi province, is talking about - 


y an exchange. 
-This bold talk is very much related to the 
Shenzhen Stock Exchange's survival when 
-Peking was trying to create the only official 
„exchange in Shanghai, say sources close 
to the Shenzhen market. On 18 December 
- 1990, the Shenzhen bourse shifted from an 
over-the-counter (OTC) market to an open 
exchange without official Peking approval 
“= one day before the Shanghai bourse’s 
« debut. Shenzhen officials then marched to 
_ Peking to plead their case. Since then, cen- 
- tral bank authorities have acknowledged 
“that Shenzhen will be included with Shang- 
< hai on the nation’s new automated trading 
_ system for bonds and equities — the Sec- 
_ urities Trading Automated Quotation Sys- 
_ tem — though as yet no official blessing has 

been given to the exchange. 

"co Shenzhen’s apparent success encour- 
_ aged Canton to prepare an OTC market of 
its own; according to banking sources in 
contact with city authorities. Canton is now 
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in the process of establishing shareholding 
structures among its state-owned firms — 
the first step before an unofficial OTC mar- 
ket can be established. 

The People’s Bank of China (psc, the 
central bank), exercises ultimate authority 
over any new listings on the Shanghai or 
Shenzhen exchanges. But the local heads of 
PBC offices are more often than not at the 
beck and call of local authorities rather than 
their superiors in Peking. 

Direct foreign investment, though, is 
another matter. Peking exercises full control 
over this decision, and has said that Shang- 
hai will be given the go-ahead to list for- 
eign-currency denominated shares of some 
sort. But the decision has been delayed. 


CHINA 7 


Peking vigilant for signs of military restiveness 
Uncertain loyalties. 





By Tai Ming Cheung in Peking 


f all the strands in the centre-pro- 

vince relationship, Peking guards its 

grip on the military most jealously. 
A tightly managed system of checks and 
balances, to prevent local military chiefs 
from amassing power or abusing their po- 
sitions, has been imposed since the com- 
munists came to power in 1949, 

Overseeing the whole structure is the 
communist party's Central Military Com- 
mission (CMC). As the CMC is essentially a 

policymaking body, it delegates daily man- 
agement to the general headquarters de- 
partments of the People’s Liberation Army 
(PLA) — in particular the General Staff De- 
partment which is in charge of combat 
forces throughout the country. 

Given China's geography, the PLa’s 
huge size and limited communications, the 
administration of local military affairs is fur- 
ther divided among a number of military 
regions. These regions represent the rem- 
nants of communist field armies that fought 
in the wars of liberation in the 1930s and 
1940s. Peking also tries to limit the 
tenures of local field commanders. Last 
year, almost all regional commanders and 
their political commissars were either ro- 
tated or retired after serving on average be- 
tween three and five years. 
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Shanghai is extremely anxious for 
central authorites to give the final oka 
their plans for direct foreign i 
the city’s exchange. And Shen 
fident it too will then be allowed 
foreign scrip. But Peking is wary of 
control of the approval process an 
purse strings if they okay direct portfol 
vestment in Shanghai. Other cities wi 
clamour for similar treatment while pri 
or provincial companies charted their 
course with the aid of foreign cash. 
The stock brokerage Hoare Govett 
believes that it is just this threat that is | 
ing Peking’s hands. “Conservative strategy 
favours China’s industrial heartland ov 
the ‘wasteful’ southern provinces,” says the 
brokerage in a recent report. “{Peking’: 
focus in the 1990s will be in places 
Shanghai, where they hope to map ou 
velopment in an orderly fashion, ra 
than repeat the experiment of the 1! 
Guangdong, where development 
their mind, chaotic [ie., too rapid, ou! 
central control and: beyond the party's 
view].” 

























































The number of military regions has fluc 
tuated over the years, depending on. the 
country’s perceived security priorities and 
the PLA’s importance in politics. During the 
1960s and 1970s there were 11 giona, n 


the number a pias regions has been 
pared to seven. 

The most important and powerful i is Pe 
king, which, with six of the PLA’s 24 group _ 
armies, is responsible for the defence of the 
capital and three surrounding provinces. 
Next comes Shenyang region with five 
armies. The Shenyang region covers north- 
east China and is the front line against a 
Soviet threat. It is also home to much of 
country’s heavy industry. The other mili- 
tary regions, in order of importance, are 
Jinan, Nanjing, Canton, Chengdu and Li 
zhou. : 

Military region commanders are ni 
primarily bureaucrats responsible 
among other things, coordinating. t 

es and meeting the logi 
needs of military units. They are ; 
overall charge of local People’s Armed 
lice, reserve and militia units. Subordi- 
nate province-level military districts ; 
responsible for the daily managemen 















of local armed police, reserve and militia 
units, as well as looking after PLA con- 
“scription and resettlement of demobilised 
soldiers. 
The commanders have only limited op- 

erational control of locally based group 
armies, which report directly to Peking. 
More significantly, however, they are re- 
sponsible for the promotion of officers up 
to the rank of deputy divisional command- 
-er, which could provide them with consid- 
erable ability to place their own supporters 
into key operational posts. 
°° The appointment of regional command- 
ers, which is decided by the CMc, is an 
intensely political process. Analysts say 
tough bargaining by various factions de- 
layed last year’s regional reshuffle by sev- 
eral months. Although their political in- 
fluence has waned considerably, regional 
commanders still retain substantial weight 
in national and local affairs and the PLa’s 
top commanders are traditionally selected 
from their ranks. 

In local politics, these officers hold 
senior party and government positions, 
often ranking in status next to governors 
and party secretaries. Military district com- 
anders and commissars serve on provin- 
dal and municipal party and government 
standing committees. 
In peripheral provinces such as Yunnan, 
Heilongjiang, Xinjiang and Tibet, where 


the army — rather than local party cells — 
has historically been the principal arm of 
Peking’s authority, military influence still 
appears to be significant. This also seems to 
be the case in provinces that host the mili- 
tary region’s headquarters, such as Liao- 
ning, Shandong, Sichuan and Jiangsu. For- 
eign residents in Shenyang, the capital of 
Liaoning, say the constraining influence of 
military conservatives has slowed efforts by 
provincial officials to rapidly open up the 
province to foreign investment. 


Te problem of local commanders be- 


coming too powerful is at its most 
threatening, however, when the 
centre is preoccupied or weak because of 
internal political crises. The most recent 
example was the 1989 political upheaval. 
When the central leadership ordered mili- 
tary units from around the country into Pe- 
king to put down the pro-democracy pro- 
tests, there were rumours that a number of 
commanders hesitated, waiting instead to 
see how the crisis turned out before obey- 
ing the instructions. While some com- 
manders may have been less than en- 
thusiastic than others, analysts said the 
overall coordination between the high com- 
mand and the military regions was rela- 
tively smooth. i 
While local military commands are in 
general loyal to Peking in military and poli- 





tical terms, they are not immune to thë im- 
pact of the growing decentralisation of eco- 
nomic authority to the provinces. In the 
past decade, the PLA has seen its share of 
national revenue shrink. One consequence 
is that service chiefs have told their local 
subordinates to do more to ensure their 
own upkeep, which has led military units 
to become increasingly involved in eco- 
nomic ventures ranging from consumer 
goods to construction. 

This greater financial independence has 
inevitably been translated into weaker lines 
of command, as well as less adherence to 
military regulations. Corruption at all levels 
of the PLA has become a major problem, 
while training and other military activities 
have been ignored in some units, according 
to official Chinese accounts. 

An increasing emphasis by defence 
planners on orientating the army to fight 
local rather than all-compassing “peoples’ 
wars” may add further tensions to the 
chain of command. Analysts said that to be 
effectively prepared for these conflicts, the 
central military authorities may have to give 
local commanders greater operational au- 
thority over combat forces. They point out 
that such concepts as strategic zones have 
appeared in military journals in recent 
years, and may indicate military region 
commanders have been given additional 
powers over their regular units. a 





o e 
BANGLADESH 


The new Bangladesh cabinet bears the 
-= distinct imprimatur of Acting President 
Shahabuddin Ahmed as well as Prime 
Minister Khaleda Zia. Under the current 
presidential system, the president heads 
the council of ministers, who serve at his 
pleasure, though the popularly elected 
prime minister has a lot of influence as 
the leader of the ruling party. 
In addition to the prime minister, 
Ahmed appointed 11 cabinet ministers 
and 20 ministers of state all from the rul- 
ing Bangladesh Nationalist Party (BNP) 
“which triumphed in the 27 February elec- 
tions, bagging 139 of the 299 seats. Most 
of the ministers are BNP loyalists who 
have been with the party almost since its 
inception in the late 1970s. A couple of 
- seasoned bureaucrats who ran under the 
BNP banner also found ministerial slots. 
Khaleda herself retained the informa- 
tion, establishment, and energy and min- 
eral-resources portfolios. Sources told the 
© -REVIEW that she also wanted to control 
- the important Home Ministry, but the 

president prevailed upon her shortly be- 
` fore the swearing-in ceremony. As a-re- 








The president’s men 


sult, the president will directly handle the 
home as well as defence ministries. The 
president appears to have made the point 
that though the prime minister may have 
the people’s mandate, he has the final 
authority in the affairs of state. Observers 
say that the president also proved the 
point that being a neutral person he is be- 
holden to no political party. 

Leading the party heavyweights in 
the cabinet is Mirza Gholam Hafiz who 
becomes the minister of law and justice. 
Hafiz was the parliamentary speaker 
until the house was dissolved in a blood- 
less coup in March 1982 by the then army 
chief — later president — H. M. Ershad. 
Education Minister Badruddoza Chow- 
dhury, a veteran physician, was a deputy 
prime minister in the late 1970s under 
then president Ziaur Rahman, the assas- 
sinated husband of the current prime 
minister. 

Another BNP leading light is the new 
Foreign Minister A. S. M. Mustafizur 
Rahman — a long-retired lieutenant col- 
onel, and early supporter of Zia — who 
had served as home minister under Zia. 


Other senior cabinet slots given to party 
stalwarts went to: Majedul Hug (agricul- 
ture and irrigation); Abdus Salam Taluk- 
dar (local government), a barrister who is 
concurrently the BNP secretary-general; 
Oli Ahmed (communications); Shamsul 
Islam Khan (industry); and Chowdhury. 
Kamal Ibne Yusuf (health and family 
planning). oe 

The crucial finance portfolio went to 
Saifur Rahman, a chartered accountant 
who also held the finance slot under Zia. 
Two top retired civil servants — Keramat 
Ali and M. K. Anwar — were given the 
commerce and shipping ministries in the 
new line-up. 

When the new parliament convenes 
on 5 April, the BNP will get its chance to 
consolidate its hold. In addition to the 300 
popularly elected seats, 30 seats reserved 
for women are chosen by the MPs. The 
BNP has come to an understanding with 
the fundamentalist Jamaat-e-Islami. that 
the latter will be given two of the 30 re- 
served seats and the BNP will keep the 
other 28. This move will give the BNP a 
total of 167 seats in a house of 330, a 
simple parliamentary majority. Sheikh 
Hasina Wajed, the leader of the Awami 
League as well as the opposition in par- 
liament, has announced that she will not 
field any candidates for the reserved 
seats. @ S. Kamaluddin 
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VIETNAMESE WRITERS 


Lionised at home, denounced abroad 


Prophets without honour 


By C. K. Nguyen in Hanoi 
ven in a faded blue Mao jacket and 
sporting a greying beard, Phung 
Quan exudes a certain youthful 
charm. He is talkative, and his en- 
thusiasm is infectious. Hoang Cam joins in, 
and even Tran Dan, frail and aged beyond 
his years, manages a faint smile now and 
then 


These three elder Vietnamese poets, col- 
leagues since the early days of the war 
against the French, still get together from 
time to time. Rarely, though, do they enjoy 
an audience any more. So the , at 
one recent informal gathering, of an admir- 
ing circle of younger writers made Phung 
Quan wax nostalgic. 

“In 1953 when we heard that Stalin was 
dead, we broke down crying. I even wrote 
a poem mourning him,” he recalls. But it 
was in the immediate post-Stalin years of 
1955-57 that Quan, Cam and Dan really 
made their mark as leading lights in an 
abortive literary movement that arguably 
marks the only interlude of intellectual 
questioning that North Vietnam has ever 
known 


The Aesthetic Humanism movement 
(Nhan Van Giai Pham, named after two 
prominent dissenting journals), involved 
some of the most prominent intellectuals of 
the day. Most Vietnamese thinkers now ac- 
knowledge it as a watershed in the coun- 
try’s intellectual life. But beyond that it is 
hard to arrive at a consensus on how to 
view the three elder poets, their dissident 
contem ies or their modern successors. 
Since 1986, the advent of doi moi (Hanoi’s 
version of glasnost) has resurrected Aesthe- 
tic Humanism as a topic of intellectual con- 
troversy. Views tend to divide along geo- 
graphical and generational lines. Older in- 
tellectuals blame Quan, Cam and Dan for 
being too outspoken and bringing on a 30- 
a reign of cultural repression prior to doi 


i writers who grew up during 
the anti-US war pride themselves on being 
more outspoken and sophisticated than the 
mid-1950s dissidents. They point out that 
Aesthetic Humanism collapsed virtually as 
soon as the communist government de- 
cided to it. This is a worrisome 
precedent now that Hanoi leaders, mind- 
ful of the turmoil in Eastern Europe and 
the Soviet Union, have begun back-pedal- 
ling on the latest round of intellectual 
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liberalisation in the country. 

ee overseas Vietnamese, the view 
is just the opposite. The luminaries of 
Aesthetic Humanism are now lionised as 
“true intellectuals,” men who were willing 
to stand up for what they believed. By con- 
trast, young writers inside Vietnam are re- 
garded among the exiles as hopelessly com- 
promised by the sheer fact of their function- 
ing under a communist regime. 

Anti-communist Vietnamese were not 
always so enamoured of Aesthetic Hu- 
manism. After all, the movement's origins 
can be traced back to a trip in the 1950s 
by Tran Dan to the Maoist Mecca of Pe- 
king. There, he came under the influence 
of Hu Feng, a leftist literary critic who advo- 
cated the cause of artistic freedom. 

Tran Dan came home 
impatient with the two- 
dimensional literature of 
Socialist By early 
1955, he was already ask- 
ing, “Why does no one 
write about government 
offices, for instance? Or 
about love? Why restrict 
characters . . . to individu- 
als from a worker or pea- 


sant background? Realism 


hundred schools” attests 
to the pervasiveness of 
Chinese influence on Viet- 
nam. But the fact that Tran 
Dan invoked the phrase 
fully a year before Pe- 
king launched its Hundred 
Flowers campaign bes- 
peaks the relative intellectual vitality of 
Hanoi at that time. Intellectual discontent 
found expression in a feverish proliferation 
of journals and ines. The most in- 
fluential among them were the two jour- 
nals which gave the movement its name: 
Giai Pham (Aesthetic Works) and Nhan Van 
(Humanism). 

These publications first appeared against 
the backdrop of a heady year for the com- 
munist world: 1956 saw de-Stalinisation in 
the Soviet Union, China’s Hundred Flow- 
ers, and anti-Soviet uprisings (albeit quick- 
ly squelched) in Poland and Hungary. It 
was a momentuous time, too, for north 
Vietnam as the struggles for national 
reunification and land reform intensified. 
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Phung Quan: nostaigia. 


The dissident journals took up such ex- 
plosive themes as rampant corruption, the 
social dislocations of land reform and the 
lack of legality in daily life. Not that the 
Aesthetic Humanists ever aimed to aban- 
don socialism. Rather, they sought to ex- 
pose and eliminate the hypocrisies of the 
system, but they never denied the primary 
importance of national goals. 

And in the name of national goals, 
under the guise of a state of emergency, the 
government moved to crush the move- 
ment. In the summer of 1957, some 476 in- 
tellectuals were compelled to undergo rec- 
tification sessions. The last hard blow 
came in 1960 when, abruptly, five Aesthe- 
tic Humanism leaders were charged with 
crimes and sentenced to jail terms ranging 
> from five-to-15 years. Tran 
Dan attempted suicide 


whole generation of Viet- 
namese intellectuals who 
had come of age in an era 
of rousing nationalism and 
of hope for a new world. 
For northerners, the affair 
signalled the start of nearly 
three decades of total sub- 
servience to state control. 
For intellectuals in the 
south, Aesthetic Human- 
ism provided some mea- 
sure of inspiration for their 
own struggle against offi- 
cial censorship. 

The dilemma of post-doi moi intellectu- 
als today bears some striking resemblances 
to that of the Aesthetic Humanists. Once 
again, previously taboo issues have been 
tackled in works like Nguyen Huy Thiep’s 
refreshingly revisionist historical fiction or 
Duong Thu Huong’s novelistic reassess- 
ment of the human costs of land reform. 

Once again, literary conferences openly 
discuss these controversial writings and the 
appropriate role for intellectuals. And once 
again, social convulsions elsewhere in the 
communist world have made the Hanoi re- 
gime nervous about overly rapid cultural 
liberalisation. 

Reactions to doi moi have been mixed 
among Vietnamese abroad. A couple of 
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overseas Vietnamese to the new writers 
and the livelier debate back home. A small 
-handful of US-based Vietnamese intellectu- 
als are likewise sympathetic to Hanoi’s 
_ liberalisation efforts, but most Vietnamese 
in the US remain deeply distrustful of the 
© communist regime. — 
One well-known US-based writer, Nhat 
_ Tien, recently went back to Vietnam for a 
visit in order to review the home-country 
situation at first hand. Upon returning from 
Hanoi, he pronounced that dissident litera- 
ture is indeed alive and well there. He also 
urged Washington to lift its trade embargo 
on Vietnam, which, he said, only hurts the 
general population. 
These statements earned him loud con- 

- demnation from some overseas Vietnam- 
_ ese journals in the US. In the eyes of the 
- overseas Vietnamese rightwing, Tien and 
his ilk are either covert communists or 

naive dupes. A few advocates of US-Viet- 
_ Nam rapprochement have already been as- 
Sassinated. 


o the anti-communists in the over- 
seas Vietnamese community, the 
clinching argument against accept- 
L. . ing doi moi at face value is that the 
call for renovation comes from the top. As 
far as the rightists are concerned, the 
new writers are mere window-dressing for 
Hanoi’s bid to boost its international credi- 
bility. 
To underscore their case, the anti-com- 
munist critics in the US ask why the post- 
_ doi moi writers have been able to publish in 
state-controlled media and have not been 
hauled. off to jail? The question. patently 
- contrasts the case of the new writers with 
that of the Aesthetic Humanists more than 
three decades ago. 
_ The compiler of a 1956 anthology of 
-Aesthetic Humanist works published in 
_ Saigon warned his readers to be careful not 
to be taken in by the “crafty” communists. 
Why trust self-described intellectuals, the 
_ anthologist asks, who profess loyalty to the 
Socialist system and choose to stay in the 
‘North? But he answers his own rhetorical 
question by giving the Aesthetic Humanists 
the benefit of the doubt: “In life there is 
something that is just and righteous to 
_ propel people anywhere to resist a brutal 
system.” 
= The same could be said in defense of doi 
-moi writers, but many US-based critics re- 
‘main dubious. Young Hanoi writers, on 
‘the other hand, are coming around to a 
‘new appreciation of their Aesthetic Hu- 
manist predecessors, whose plight 30-odd 
years ago resonates so poignantly with that 
_ of today’s intellectuals. As Thiep predicted, 
in an original poem that he recited at the 
recent gathering of Aesthetic Humanism 
veterans: = 
-And this battle, too, history will record; But, 
once again, record wrongly. a 
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BOOKS 





by Andrew Freris. Routledge, London. 
£40.00 (US$74.10). 





long been a need for someone to give a 
clear, simple exposition of the structure of 
Hongkong’s financial markets. This is many 
laudable things, but it isn’t that. 

This is an important, thorough and 
valuable book. But it is dismayingly aca- 
demic. If it can be proved, Andrew Freris 
proves it — with charts, graphs, equa- 
tions. Numbers and their Greek mathemat- 
ical surrogates proliferate on virtually every 
page. This is not, then, a light read. 

But the approach has undoubted 
strengths — when it is good, it is very, very 
good. In particular, the chapters on Hong- 
kong’s banking sector, and, predictably, 
the chapter on the management, purpose 
and economic impact of Hongkong’s fixed 
exchange rate, are as near definitive as any- 
thing can be in a place which changes its 
form and purpose as frequently as Hong- 
kong. (If the book sells well, GT Manage- 
ment will probably see a dramatic fall-off in 
requests for back issues of its Asian Mone- 
tary Monitor.) It takes a bit of time, but if 
you really want to know how the monetary 
system works in Hongkong, there is no 
better guide. 

By contrast, Freris is unremarkable on 
Hongkong’s stock, futures and gold ex- 
changes, on investment management and 
the regulatory environment. If his heart 
doesn’t seem to be in it, he at least explains, 
or rather proves, why. “As a financial in- 
stitution and market the Hongkong Stock 
Exchange has perhaps attracted a dispro- 
portionate amount of interest,” is his sec- 
ond sentence on the subject. He goes on to 
prove it. 

At a time when the future of the terri- 
tory as a financial centre is popularly held 
to depend on whether its rules can be 
somehow bent sufficiently to persuade 
the Jardines group of companies to “stay” 
listed on the Hongkong bourse, Freris’ 
scepticism is both healthy and right. 

But the academic approach has obvious 
shortcomings: Hongkong does not readily 
yield its secrets up to the Man with the 
Hewlett Packard. After pages of mathe- 
matical parameter-setting, (and off-stage, 
surely, numberless computer hours of 
programming, data entry and finally the 
cathartic number crunching) one can feel 
both the heartbreak and the transcendant 
optimism of Freris as he writes: “The com- 
parison . . . is quite revealing in so far as no 
consistent pattern emerges (Table 2.6).” 

What Freris has been trying to assess 
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here is whether there is any relationship be- 
tween size and efficiency in Hongkong’s 
banking markets — not a bad idea, consid- 
ering Hongkong Bank's market domina- 
tion, But nowhere does he ask the most 
pertinent question: “Just how mean is Willy 
Purves?” Considering what a difference 
the personality of the Bank's virtually un- 
restrained ruler makes. (‘Willy Purves, 
Michael Sandberg: compare and contrast”), 
it is an astonishing blind spot: 

Similarly, he can be unwarrantedly coy. 
Writing of the collapse of the futures ex- 
change in 1987, he says: “50% of the long 
positions were held by a single person and’ 
his associates. When the market. crashed 
that single client owed nearly HK$1 billion 
. . . to his. counterpart sellers!” Whose 
blushes is he sparing? Robert Ng's; of 
course. But why bother? After all the Hong- 
kong Government saw fit to bail him out to 
the tune of about HK$250 million, and his 
company, Sino Land, survived and cur- 
rently has a gearing ratio estimated at more 
than 60%. 

Hongkong is so small, so intense, and 
so perennially provisional, that any assess- 
ment which leaves out the conspiracy, the 
sleaze, the bitchiness, the skullduggery, the 
gags and wheezes, the frauds and dark se- 
crets, the black oral histories which the law 
and main force ensure will never be written 
— in short the fun of Hongkong’s financial 
markets — will miss some of the point. 

Much of the book feels somehow dated 
— a survey of the way things were shaping 
up before 4 June 1989. In part this is no. 
cause for blame, but in other ways it reflects 
the book’s main weakness — it makes no 
attempt to explore the links, where any, be- 
tween the territory's economy and the fi- 
nancial markets. The reader. is cursorily 
warned in the first chapter that Hongkong 
has a complex series of relationships with 
its northerly neighbour, but no attempt is 
made to assess the implications — surely 
enormous — of that link, 

Nowhere has he asked the most impor- 
tant question: what is Hongkong about 
now? Nowhere’ does he reflect that the 
answer given in 1991 would be very differ- 
ent from the answers of 1988, 1989, 1990, or 
even 1992, and that the changes have had 
implications for the evolution ‘of the terri- 
tory’s financial markets. 

The ideal role for this book is for the re- 
sentful senior executive to hurl at the head 
of that undeserving young banker who, for 
reasons best known to senior management, 
has been selected to go to Hongkong for a 
couple of years. “That'll teach you,” he can 
say with complete accuracy. 

a Michael: Taylor 
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Big ladies and small 





The Private Life of Old Hong Kong 
by Susanna Hoe. Oxford University Press, 
Hongkong. HK$95.00 (US$12.20). 


It is impossible to wander through the 
older parts of Hongkong without constant 
reminders of the men involved in its his- 
tory. Their names are literally on every 
street corner. Queen Victoria's own name 
was divided between the city itself and 
Queen's Road, but few of the other women 
associated with Hongkong during its in- 
fancy received such public acknowledg- 
ment. 

The Helena May Institute, Lady 
Clementi’s Ride and the Matilda Hospital 
offer about the only obvious evidence of 
any feminine presence. The former two 
were Governors’ wives, but Matilda Sharp, 
in whose memory the hospital was en- 
dowed, was married to a broker. Her letters 
give fascinating insights into domestic life 
in Victorian Hongkong, including a unique 
and revealing glimpse of how European 
women handled the heat, abandoning their 
crinolines and stays during the day to wear 
“a cool and comfortable Chinese short dress 
and trousers.” 

In the early days expatriate women 
were heavily outnumbered by their men- 
folk, but Susanna Hoe sets out to show that 
they fulfilled a more important role than 
historians usually admit. It was often a sup- 
porting role, played in the privacy of their 
homes, as her title suggests, or among a 
small circle of social equals. But clearly a 
woman prepared to make the arduous voy- 
age out, tackle housekeeping in an alien 
land with an unfriendly climate, and face 
the inevitable tropical diseases and preg- 
nancies, must have had considerable 
strength of character. Many did not sur- 
vive; the mortality rate among those in 
their twenties and thirties was appalling. 

It is clearly not the author's intention, 
though, to treat this history from the 
women’s angle as a mere catalogue of 
domestic bliss or distress. She does not ig- 
nore the frivolous side, the social cliques, 
trivial gossip and scandals, but many of the 
women she writes about made an impact 
far beyond the boudoir. 

In the early days their contributions, 
particularly in the field of education, were 
invaluable. Usually either missionaries in 
their own right, or wives of missionaries, 
they did sterling work teaching both boys 
and girls, often in Cantonese. It was soon 
found that letting local girls learn English 
merely qualified them to graduate to pros- 
titution. 

European prostitutes (with a chapter of 
their own) were a comparative rarity, being 
too pricey for the average solider or sailor. 
But expatriate women were concerned 
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enough about the registration or licensing 
of Chinese prostitutes to spearhead a voci- 
ferous campaign against it in the 1930s. 

Campaigning was by then a popular oc- 
cupation for women with a sense of social 
awareness. Mrs Alice Little had already or- 
chestrated the abolition of footbinding, and 
a forceful group of ladies, in both Hong- 
kong and Britain, had persuaded the gov- 
ernment to outlaw the mui tsai system of 
selling girls into slavery. 

These are just a few of the activities 
with which expatriate women busied them- 
selves. Others included nursing, and by 
1904 Hongkong had its first “lady doctor.” 
Women also founded and ran orphanges, a 
home for the blind, and even a refuge for 
“fallen women.” Hoe gives us a fair cross- 





Involved in good works. 


section, from the humble wives of soliders, 
goalers and policemen, via milliners and 
shopkeepers, to those in more exalted so- 
ciety, known as the “Big Ladies.” 

Nan Severn, whose husband was Colo- 
nial Secretary at the beginning of the 1920s, 
applied the term to wives of other high 
ranking government officials, and of dig- 
nitaries like the Commander-in-Chief, Ad- 
miral and Bishop. The Big Ladies were 
memorable not so much because of their 
status, but for their “sense of social re- 
sponsibility towards the community, and a 
feeling of solidarity towards each other.” 
Women, it seems, usually stuck together, 
and were often involved in good works, 
either in the form of organised charities, or 
simply helping the needy on a purely per- 
sonal level. 

They were not all do-gooders though. 
Light-hearted social life, gossip, scandals, 
divorces, and even a few criminal cases 
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lend some balance. The lower orders are 
less well represented, because the historian 
must rely on written material. There are the 
official records, of course, but it was the 
educated people who kept the journals and 
indulged in the private correspondence 
which are the liveliest sources. 

The author evidently approached her 
research with gusto, and occasionally gets 
carried away by her enthusiasm. At times 
the arrangement of material is confusing, 
partly because she crams in enough names 
to call every street in the Hongkong gazet- 
teer after a woman. There are so many of 
them that ultimately very few memorable 
characters spring from the page. 

Readers also need to be familiar with the 
more conventional histories in order to put 
some events in context, but they make dry 
reading, compared with Hoe’s ebullient ac- 
count. m Sue Earle 





Culture shock 


Songs at the River’s Edge: Stories from a 
Bangladeshi Village by Katy Gardner. Virago 
Press, London. £6.99 (US$12.95). 

These stories of life in a Bangladeshi vil- 
lage offer all the boring detail of the obser- 
vations of a fully paid-up member of the 
brown-rice brigade. The author's opening 
description of herself as “over-tall, over- 
shabbily dressed . . . with a sweaty face and 
strange Western jewellery,” evokes an all- 
too-familiar image of tribes of female social 
anthropologists who can be found hunting 
and gathering about the Tottenham Court 
Road in London where Katy Gardner is 
studying for a PhD. 

The stories record her 16-month stay in 
a village in Sylhet in northeast Bangladesh. 
As such, the book is a collection of essays, 
rather than a continuous narrative, round- 
ed off at each end with a couple of extra 
chapters on arrival and de: : 

All the predictable observation is here: 
Birth. Marriage. Death. This is interspersed 
with descriptions of a few other “events” 
such as theft or spiritual magic, while 
throughout runs the inevitable theme of 
female inequality, of women trapped in the 
endless cycle of marriage and childbirth. 
Worst of all, perhaps, is having Katy Gard- 
ner on hand to record all the details and en- 
gage the women in fruitless discussion or 
attempts at “sisterly consciousness-rais- 
ing.” 











She admits the futility of much of this 
herself, noting with breathtaking naivety 
that it is quite useless for her to question 
purdah or the natural superiority of men or 
any of the other beliefs that formed the “very 
bindings” of the village culture which she 
had chosen to observe. For all that, she can- 
not resist the trap of adopting the village habit 
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of “asking stunningly obvious question.” 
In her role as observer, the author un- 
consciously distances herself from her 
characters who remain as one-dimensional 
as shadow puppets. Perhaps it is too much 
to ask that she should really get to know 
them in so short a period of time and there 
is more than a hint of despondency in the 
“departure” when the villagers make it ob- 
vious that their greatest concern is not that 
Gardner is leaving, but who will get their 
hands on her possessions once she is gone. 
For all that, the book is written in precise 
style and benefits from the occasional 
glimpse of wry humour. The author's de- 
scription of her fight against the urge to 
drop into a squatting position while waiting 
for a bus back in London, reflects the “cul- 
ture shock” which afflicts anyone who has 
ever spent a year or two abroad living with 
the indigenes, and visitors to other parts of 
Asia will sympathise with her initial inabil- 
ity to come to terms with the local habit of 
greeting the day “with a globule of spit.” 
And, if nothing else, this everyday story 
of Bangladeshi country folk does at least 
convey a little of the astonishing beauty of a 
country which is all too often associated 
with political unrest and natural disasters. 
m Nicky Smith 





Femme fatale 


Confessions of Love by Uno Chiyo. Peter 
Owen, London. £12.95 (US$24.10). 


It must take a special kind of person to 
invite a young woman to sleep with him on 
sheets still bloody from his recent suicide 
bid; it probably takes a special kind of per- 
son to accept. This book — if the introduc- 
tion is to be believed — is the product of 
two such people, and more than half a cen- 
tury after its first publication, it remains 
tempestuous stuff. 

The suicide survivor in question is Togo 
Seiji, a Japanese artist well known in the 
1920s and 1930s; the fearless woman is Uno 
Chiyo, still alive in her nineties after a 
stormy career as writer, fashion designer 
and femme fatale. After their macabre first 
meeting, Uno lived with Togo for five 
years, and recorded in detail the back- 
ground to his suicide attempt. Confessions 
of Love, the end result, caused a sensation 
when it appeared in 1935. In Phyllis 
Birnbaum’s translation, it is a compelling 
account, with added interest as a document 
of changing times — American influence 
and modern “free marriages” clash with 
very traditional social and parental pres- 
sures, adding to the general air of confu- 
sion and rootlessness. 

In the story, which is told as a personal 
monologue, the narrator, now named 
Yuasa Joji, returns from a seven-year stay 
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in Europe. Having lost all interest in his 
wife, he becomes obsessed with the deli- 
cate Tsuyuko, “a beauty vibrant as a 
flower.” Her wealthy family, unimpressed 
by headstrong artistic types, sends her 
away to America, and the disillusioned nar- 
rator marries Tomoko, a sickly young stu- 
dent. But Tsuyuko returns, weary and un- 
well, and some overwhelming malaise 
spurs the lovers on towards suicide. 

As narrator, Yuasa is unreliable, prone 
to moments of irritability and hyperbole: he 
spends a great deal of time lamenting “my 
own hapless inability to battle the world,” 
and not very much time painting, which 
does not help his perilous financial situa- 
tion. The fact that a story of very masculine 
logic is filtered through the perception of a 
woman writer adds a subtle new dimen- 
sion — at times Uno is clearly satirising his 





claims to great emotion; when Tsuyuko re- 
turns, he proclaims, “I would do anything 
not to lose her again,” yet he immediately 
forgets her for two days in his fury at To- 
moko leaving him for another man. 

The inevitability of the suicide attempt 
seems to come from this irrational intensity 
on the part of the narrator. This is under- 
lined by the closing, shockingly matter- 
of-fact comment that, six years later, “my 
life has settled down naturally”; no further 
mention is made of Tsuyuko, who has also 
survived, and suddenly the great love story 
seems to have been a cruel delusion. 

This, though, seems to be Uno’s point. 
The rootless artist, and the women who fall 
in love with his fame, all seek fulfilment 
from a basically selfish, personal viewpoint 
— suicide simply satisfies Yuasa’s passion- 
ate nature. This may also explain the lack of 
real characterisation of Tsuyuko; she is a 
catalyst for Yuasa’s imagination rather than 
a real person. 

Uno relates the story with such impetus, 
however, that the reader is drawn in just as 
the characters were, and so the final defla- 
tion of all the intensity comes as quite a 
shock. She plays this game cunningly, with 
moments of delicious irony — the im- 
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poverished narrator is repeatedly disturbed 
from his suicide preparations by visitors 
bringing him money. Despite moments of 
undeniable melodrama, Uno writes in a 
sparse, graceful style, a style which has 
been widely admired. Perhaps the ultimate 
proof of the story's success is that it all 
seems too emotional, too implausible — ex- 
cept that it is true. m Duncan Hewitt 





Tribes at risk 


Hill Tribes Today: Problems in Change 
edited by J. McKinnon and B. Vienne. White 
Lotus-ORSTOM, Bangkok & Paris. No price 
given. 

This collection of papers should interest 
all concerned with development or minor- 
ity issues in Thailand and Southeast Asia. 

The papers by the editors doubt whe- 
ther minority shifting cultivation is the 
main cause of deforestation in north Thai- 
land, or whether erosion can wholly be 
blamed on deforestation. A powerful plea 
emerges for a more tolerant official attitude 
towards the hill people. Many of the papers 
point out that the highlanders’ lack of 
citizenship or land rights militate against 
the peaceful integration espoused by official 
policy. Yet such rights are made more elu- 
sive by policies to resettle the minorities at 
lower altitudes. 

There is also a persistent argument for a 

return to more subsistence-oriented crops, 
instead of the ecologically harmful cash- 
crops often introduced by development _ 
projects to replace opium poppy cultiva- 
tion. Chantaboon Sutthi, for instance, 
points out that traditional shifting cultiva- 
tion is “an ecologically informed system of 
management.” Yet it may already be too 
late to undo the damage caused by cash- 
crops. 
Yves Conrad's excellent contribution to 
Lisu studies is in line with other recent 
work which emphasises the cultural con- 
tinuities, rather than differences, between 
the uplanders and lowlanders, a point 
which B. Vienne also makes when he calls 
for more studies of majority-minority rela- 
tions. This may have significant implica- 
tions for development funding. 

The sad account of a primatologist, Ar- 
dith Eudey, on the eviction of hill people in 
1986 casts doubt on the supposedly liberal 
nature of Thai Buddhist values. In a paper 
given at the Thai Studies Conference in 
Kunming (China) last year, Supaphan Na 
Bangchang discussed Buddhist-directed ef- 
forts to relocate the highlanders with no 
recognition of the social problems involved 
(Review, 13 Dec. ‘90). Surely the notion 
of Buddhist morality should not be invoked 
to justify forcible evictions of the hill 
people. m Nick Tapp 
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The Great Motherland of China. Painted by 40 artists from the Beijing Arts and Crafts Research Institute, 
this. masterpiece stands 14 stories high in the Atrium of the Island Shangri-La. 











POLICIES 


Taiwan poised to grant new licences, but supervision in doubt 





. aiwan’s banking industry has long 
eT been both coddled and choked by 
bureaucratic restrictions and politi- 
cal meddling. Now it is preparing 
for a dramatic expansion that will see the 
emergence of a host of private commercial 
banks competing for retail and wholesale 
business. But critics warn that, the new in- 
stitutions could destabilise the entire bank- 
ing system if a tougher regulatory ap- 
paratus is not put in place. 
The Ministry of Finance (MOF) is ex- 
pected soon to approve as many as half 
the 19 bank applications submitted be- 
- fore the October 1990 deadline. An en- 
larged and more competitive private bank- 
ing sector, which would improve the 
prospect of Taiwan becoming an interna- 
tional finance centre, represents a direct 
challenge to the existing government- 
owned banks. 
The Big Three commercial banks, 
Chang Hwa, First Commercial and Hua 
Nan, are controlled by the provincial gov- 
ernment. Along with the other state-con- 
_... trolled banks, they have a reputation for 
_. being inefficient and complacent. A hand- 
>, ful of private banks and a group of profita- 
-ble credit cooperatives also offer retail ser- 
vices. In addition, about 35 foreign banks 
have offices in Taipei. 
Speculation about which banks will be 
awarded the unspecified number of new 
licences has excited the corporate commun- 
ity for months. The prospective newcomers 
are mainly backed by big business groups 
which are associated with the type of entre- 
preneurial vigour largely missing from 
Taiwan banking. Confident of success, the 
would-be bankers promise to be bold in 
their quest for a large share of the banking 
market. 
The licensing of private banks was part 
of a deal struck several years ago between 
government reformers and powerful busi- 
_. ness groups represented in the Legislative 
-= Yuan. In exchange for the enactment of the 
revised Banking Law of 1989, which de- 
regulated interest rates, it was agreed that 
the privatisation of the Big Three would be 
_ followed by the granting of bank licences to 
other private groups. 
_.. Although the MOF in March began to 
__.-sell its minority shares in the three banks, 
_ the provincial government is unwilling to 
relinquish control of such a reliable 
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stream of income. The new banks will 
therefore open for business before the com- 
mercial banks are free to compete. “This is 
a very messy situation,” warns Edward 
Chien, executive vice-president at Hua 
Nan. 

The enthusiasm of conglomerates for 
controlling their own banks exposes a di- 
lemma for the MOF officials: how to prevent 
companies using the banks as fund raisers 
for their other businesses. 

Liang Kuo-shu, chairman of the Bank of 
Communications, the government’s main 
arm for infrastructure financing, says the 
regulatory regime needs strengthening be- 
fore the new banks should be allowed to 
operate. “For financial reform to be success- 
ful, the government should not implement 
its policies out of sequence,” says Liang. “If 
ownership and management can be sepa- 
rated, maybe some of the new banks will 


Taiwan's Big Three 
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Banking on big business 


become quite competitive.” 

The potential for conflicts of interest 
has been foreshadowed by a stock-trading 
scandal involving Hualon Group, a princi- 
pal backer of the proposed Lan-yang Bank. 
Officials of Hualon-Teijron Corp. have 
been sued by a shareholder for breach of 
trust in selling shares of an unlisted insur- 
ance company to two university officials, 
including Chang Chia-yi, the daughter of 
Communications Minister Clement Chang. 
The same two individuals are also named 
as shareholders in Lan-yang. 

But the source of funds for the secret 
stock purchase, as well as the bank invest- 
ment, has roused suspicions. In the case of 
Chang Chia-yi, investigators say the funds 
were not her own. They are now trying to 
identify the source of funds and how many 
other bank applications used nominees to 
conceal the identity of the banks’ true in- 
vestors. 

Finance officials have said that these in- 
vestigations will delay by at least several 
weeks the naming of the successful appli- 
cants for the new bank licences, originally 
scheduled for mid-April. 


o enforce banking rules and curb 

abuses, Finance Minister Wang 

Chien-shien has belatedly an- 

nounced plans to upgrade the 
ministry's Monetary Affairs Bureau to de- 
partmental level and more than double its 
staff. Citibank of New York and other for- 
eign banks with offices in Taipei are help- 
ing to train officials. The ministry is drafting 
new rules for the private banks to be issued 
in April. 

Banking laws already prohibit unsec- 
ured loans to bank officers and their fam- 
ilies, major shareholders and affiliated com- 
panies. But observers say that neither the 
MOF nor the Central Bank of China has 
proved effective at monitoring loan opera- 
tions, 

Capitalisation of the new banks was set 
at NT$10 billion (US$366.8 million) and a 
deposit of NT$2 billion was required when 
the applications were lodged in October. In 
many cases, say sources, a single industrial 
group controls more than half the capital. 
The rules that exist for separating owner- 
ship and management are vaguely worded 
and invite abuse. 

Bankers also question how the new 
banks will carry out the requirement to sell 
20% of the equity to the public. While the 
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new banks are barred from public listing for 
five years, there is already talk of inside 
stock deals. 

If the banks can raise the balance of the 
required NT$10 billion in capital, one bank- 
ing rule should not be a problem: the cap- 
ital-adequacy ratio of 8% that the Bank of 
International Settlements will require from 
March 1993. The new banks will in fact 

their doors with more than twice the 
capital of the existing commercial banks. 

The lack of skilled staff will be a major 
weakness for the new banks, and they 
have already begun poaching personnel. 
Among the 19 applicants, 
seven name chief executives 
from the ranks of incumbent 
bank officials. Sources say 
Hua Nan Commercial Bank 
could lose as many as 20 top 
executives to the private 
banks, lured by salaries 
which are 30-50% higher. 

Although permitted to 
carry out a wide range of 
normal banking business, 
the private banks will not be 
allowed to conduct lucrative 
foreign exchange or trust op- 
erations and will be permit- 
ted only five branches. The 
new bankers say they can 
compensate for these restric- 
tions by undertaking wholesale banking, 
forcing down loan rates, raising interest on 
deposits and rapidly expanding into elec- 
tronic banking. 

Some may target smaller businesses 
which MOF officials say now depend on the 
grey market for 30-40% of credit. But the 
eight privately operated regional business 
banks, which cater to small and medium- 
sized firms, and the numerous credit 
cooperatives are well established in areas 
where customer loyalties are strong. One 
would-be bank president, now serving as a 
senior executive at a state bank, estimated 
that about 100 big corporations would 
quickly abandon the government institu- 
tions once the new banks are in operation 
later this year. 

The new banks expect to build their in- 
itial deposit base from the accounts of in- 
vested companies and from affiliated brok- 
erage houses which will be permitted to 
clear their stockmarket accounts through 
the private banks. One proposed bank ex- 
pects to receive NT$5 billion in deposits 
from brokerage accounts. 

Backed by President Group, the propos- 
ed Wan-tung Bank is well positioned to 
overcome the limitations on opening 
branches. By installing automated-teller 
machines (ATMs) in the 600 or so 7-Eleven 
convenience store outlets owned by Presi- 
dent Enterprises, Wan-tung could quickly 
build a sizeable retail business. 

The proposed Ta-an Bank would be able 
to build a credit-card clientele through the 
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Pacific Sogo department store, the island’s 
most profitable retail outlet. The store’s 
owner, the Pacific Group, is backing Ta- 
an’s application. Both the President and 
Pacific groups have purchased US banks in 
the past two years, giving them an effective 
overseas presence without prior govern- 
ment approval. 

However tightly shackled by the gov- 
ernment, Taiwan's commercial banks will 
not be pushovers for the newcomers. The 
Big Three each has well over a 100 branches 
island-wide and a handful of newly opened 
overseas branches. They share almost 
half of Taiwan’s foreign-ex- 
change trading. Hua Nan is 
planning to double the 
number of its ATMs to more 
than 300 this year. 

Hua Nan executive Chien 
says the Big Three have the 

ise to make them for- 
midable competitors in an 
expanded market. “If the 
government banks can offer 
as good a service as hotels 
and department stores in 
Taiwan, then we are in a 
much stronger position than 
the new banks,” he says. 

At the Overseas Chinese 
Commercial Banking Corp. 
(occsc), the largest and most 
profitable of Taiwan's three existing private 
banks, officers are concerned about losing 
business as well as staff to the new banks. 
The bank is improving personnel training 
programmes and employee benefits, in- 
cluding a proposed scheme of employee 
stock options. The bank has applied to 
open another six branches this year in 
Taiwan and is planning a Hongkong branch 
for customers trading with mainland 
China. 

OCCBC expects to act as conduit for the 
new banks in foreign-exchange trading, at 
least until the banks are granted their own 
trading licence. “If they don’t do some in- 
ternational business, they won't be able to 
make much money,” says Tsai Rey-lang, 
the bank’s executive vice-president. 

How many of the new banks will be 
able to survive depends in part on how 
overcrowded the industry is allowed to be- 
come. With the backing of so many big cor- 
porations and their vested interests in the 
legislature, the Finance Ministry may be 
able to reject only a few of the applicants. 

Many bankers are also asking whether 
the introduction of more innovative policies 
promised by the new banks will outweigh 
the threat to the stability of the banking 

tem. “The new banks have room to 
survive, and the government regulations 
have a lot of loopholes. So in the next 
couple of years, all kinds of things could 
happen,” said Norman Yin, head of the 
banking department at National Cee 
University. 
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FINANCE 


Japan’s bond market 


back in vogue 


Return of 
the Samurai 


By Anthony Rowley in Tokyo 


apan’s so-called Samurai bond market 

has suddenly sprung back to life as is- 

suers seek refuge from increasingly un- 
friendly capital markets in Europe and the 
US. Most of the new issuers have been 
Asian. 

The market for yen-denominated bonds 
issued by foreign public entities and com- 
panies has also benefited from a drive for 
business by Japan’s Big Four securities 
houses. Nomura, Nikko, Daiwa and Ya- 
maichi have all been seeking international 
bond underwriting fees to compensate for 
depressed equity-trading revenues. 

In addition — and to the wrath of the 
securities firms — Japanese banks have 
been soliciting issuers to raise funds 
through the market, in return enjoying the 
fruits of acting as “commission company” 
for the deals. 

The total amount of funds raised 
through a dozen Samurai issues in Feb- 

was in excess of ¥200 billion (US$1.5 
billion) which, at an annualised rate, is 


Samurai bonds 


} í 1989 
= 1990 


more than double the amount raised in 
each of the previous two years. 

The month's biggest issues by Asian 
borrowers were one for ¥30 billion by the 
Industrial Development Bank of India (IDB!) 
and a similar-sized issue from the Korea 
Development Bank (KDB). The Asian Deve- 
lopment Bank (ADB) also made a ¥20 billion 
issue. Biggest of all, however, was a ¥70 
billion bond from the Bank of Greece. Sec- 
urities houses say they expect new issues to 
continue at a high rate. 

Terms for issuers in the Samurai market 
are not particularly attractive at present — 
one Salomon Brothers Asia executive de- 
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scribes the current cost of capital there as 
“high.” But with Germany absorbing so 
much capital in the Euromarkets and the 
Yankee bond market also in a relatively un- 
friendly phase for non-US borrowers, 
issuers are happy to secure capital where 
they can. 

According to Nikko Securities, Asian 
issuers generally enjoy better credit ratings 
in the Samurai market than in other inter- 
national bond markets, enabling them to 
raise money on more favourable terms. 

The IDBI, for example, enjoys a single-A 
rating from the Japan Bond Rating Institu- 
tion but has only a triple-B from Moody’s in 
the US. This provides an offset against the 
cost of swapping yen into dollars or other 
currencies. 

The KDB is another example of an in- 
stitution which enjoys a strong rating — 
double-A — in the Samurai market. The re- 
cent return of the KDB to the market reflects 
the fact that South Korean companies are 
being forced to retreat from the Euro-con- 
vertible market they used extensively last 
year and are borrowing instead in Japan via 
the national development banks. 

Other major issuers of Samurais in re- 
cent years have included the Bank of 
China, Korea Electric Power Co., Hong- 
kong’s Mass Transit Railway Corp., the 
governments of Malaysia, Australia and 
New Zealand and numerous European 
agencies, plus multilateral bodies such as 
the World Bank. 

With the recent contraction in the vol- 
umes of international bank lending and a 
capital shortage looming in various sectors 
of the international bond market, these and 
other issuers may well turn to the Samurai 
market with increasing frequency this year. 

In addition, large volumes of 10-year 
syndicated loans made in the early 1980s to 
Asian sovereign borrowers are due for roll- 
over soon. This may push borrowers in 
Asean countries especially to look to the 
Samurai market for 7-10-year money, rather 
than pay the higher spreads demanded for 
bank roll-overs. 

Asian and European issuers are being 
actively courted by the Big Four securities 
houses, whose commission income in the 
Tokyo equity market has taken a beating 
since last year’s stockmarket crash. 

Typically, one of the Four acts as lead 
manager for a Tokyo issue, with the other 
three — plus 20-30 smaller Japanese (and 
some foreign) securities houses — joining 
the underwriting syndicate. The bonds are 
bought mainly by Japanese financial institu- 
tions such as smaller banks and insurance 
companies. 

More and more, however, Japanese 
banks are getting in on the act. They en- 

an issuer to raise funds through 
the Samurai market, receiving a commis- 
sion in return. One securities house execu- 
tive in Tokyo describes this as “money for 
nothing.” a 


FINANCE 


Thai money men challenge banks 


Straining on the leash 





By Jonathan Friedland in Bangkok 
T hailand’s finance companies are en- 





joying a renaissance after a year in 
which their net profits surged by 
a record 46%. With strong, if somewhat 
slower, earnings growth expected to con- 
tinue in 1991, the immediate future looks 
rosy. But opinions differ on the longer-term 
outlook. OR 
Optimists — mostly finance-company 
executives — believe the leading finance 
firms are on the threshold of a brilliant fu- 
ture that will see them overtake the most 
anaemic of Thailand's 15 banks. ics, 
on the other hand, caution that today’s 
glorious revival could prove short-lived. 
The biggest of Thailand's 112 lending- 
and-securities firms have already pulled 
away from the pack to rival the country’s 





smaller banks in size. “When we get the 
opportunity, the top 10 finance companies 
are going to eat the bottom 10 banks alive,” 
says Pin Chakkaphak, president of the 
fourth-largest house, Finance One. 

That opportunity may come as Bang- 
kok’s gradual deregulation of banking and 
finance narrows still further the differences 
between the services that each may offer. 
Despite the confidence of Pin and others in 
the finance sector, two doubts cloud the 
horizon: whether last year’s explosive asset 
growth can be sustained without a repeat 
of the losses that crippled finance firms in 
1984; and whether the finance companies, 
despite their dynamism and creativity, will 
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survive the easing of restrictions. 

In countries where finance companies 
were mostly established by banks in order 
to sidestep lending controls, deregulation 
has removed the subsidiaries’ raison d'etre. 
But Thai finance executives are cocky in 
their belief that they will prevail. Although 
many of the finance firms have banks 

their shareholders, they are inde- 
penAan oi anA Saree lune foctiag in 
the securities business. “We grew up in a 
more competitive environment than the 
banks,” says Pin. 

Parts of the banking sector have grown 
fat and sleepy after almost 30 years of de 
facto tariff protection. The finance com- 
panies, by contrast, have branched out 
from traditional broking and underwriting 
to a wide range of lending activities, includ- 
ing hire-purchase finance. Always strong in 
consumer finance, have to 
a bank counter-offensive in that area by 
courting corporate customers. 

The biggest firms, which besides Fi- 
nance One include Asia Credit, Thai Invest- 
ment & Securities Co. (Tisco), National Fi- 
nance, Dhana Siam and Phatra Thanakit, 
have also recently made equity investments 
in financial, property and industrial joint 
ventures that they aim eventually to bring 
to the stockmarket. In addition, nine com- 
panies manage pension-fund money along- 
side the other fund manager, the 
Mutual Fund Co. of Thailand. 

About the only bank-type services they 
cannot offer are cheque and savings ac- 
counts and foreign-exchange facilities, 
though they are expected soon to be al- 
lowed to take foreign-currency deposits to 
facilitate securities trading. Nor at present 
can finance companies set up branches 
freely or install automated teller machines 
(ATMs). With an eye to the future, however, 
some companies are already building in the 
kind of computing power needed to sup- 
port multiple offices. 

“The more aggressive Thai finance com- 
panies do ing banks are too slow to 
do and maybe more,” says Paul Ensor of 
Barings Research. Some observers never- 
theless inject a note of caution. Many of the 
young executives the sector has attracted 
are “boom-market operators,” says a for- 
eign banker. “They have not known any- 
thing else.” 

The sectors staggering revenue and 
profit growth is rooted in the Bangkok 
stockmarket’s take-off in late 1987. Previ- 
ously, finance companies had made as 
much as 87% of their revenues from in- 
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“To remain a leader in the world 
toy market, the LEGO” Group needs 
a complete, accurate picture of our 
business at all times. That’s why we’re 
running totally on Digital systems, 
with everything integrated from the 
top down. This provides us with 
timely, comprehensive information. 
And gives us an edge in a very 
competitive marketplace. 

“Digital's Rdb relational database 
and software development tools, like 
the ACMS transaction processing 
monitor, let us build the critical busi- 
ness applications we need. Now we 
can analyze every aspect of our opera- 
tion and update our business plan every 
24 hours. So it’s never out of date. 

“Digital lets us distribute our 
systems to our plants around the 
world, helping people do their jobs 


Tb Lund Jensen — Sr. V.P., Logistics & Data Processing 
Niels Bonde — Director of Information Systems, LEGO Systems A/S Py 


more productively—while still 
providing consolidated, day-to-day 
control over our business. And this 
balance between distributed functions 
and control helps us to develop, 
manufacture, and deliver the toys 
children all over the world love best.” 


The rewards of working together. 
Digital's production systems let 
businesses both centralize their 
operations and distribute vital 
applications throughout their organi- 
zations. To get the information they 
need, when they need it, to do their 
jobs more productively. 

Today, with the products, support, 
and commitment that help you 
effectively control your business and 
respond faster to the marketplace, 
Digital gives you an elegantly simple 


alioli ltali 


“Digtal helps 
the LEGO Group 
fit all the pieces 


of our business 
together” 


way for your people to work together 
more productively, more creatively, 
more efficiently, more competitively. 

For more information, write: 
Digital Equipment Corporation, 
19-21/F Fleet House, 38 Gloucester 
Road, Wanchai, Hong Kong. 

Digital Equipment Corporation 
Japan, Sunshine 60, PO. Box 1135, 
1-1 Higashi Ikebukuro 3-chome, 
Toshima-ku, Tokyo, Japan 170. 

Digital Equipment Corporation, 
(Australia) Proprietary Limited, 410 
Concord Road, Rhodes, New South 


Wales 2138, Australia. ] 1 tal 
it 
now. 


© Digital Equipment Corporation, 1991. The DIGITAL Logo, Rdb, ACMS and Digital has it now are trademarks of Digital Equipment Corporation. 


LEGO is a registered trademark of the LEGO Group. 













terest charges on loans and mortgages. But 
by early last year, share trading and broker- 
age commissions were contributing almost 
50%, according to one reckoning. 

Later in 1990, the pendulum swung 
back towards lending as property loans 
surged. According to Prasarn Trairat- 
vorakul, deputy director of the Bank of 
Thailand (BOT, the central bank), finance- 
‘company lending for commercial property 
development swelled by 83% in 1990, while 
housing loans increased by 68%. Overall fi- 
nance-company lending grew 32%. “We 
are a keeping a very close watch on this,” 
says Prasarn. 

As well the BOT should. The boom in fi- 
nance-company lending was a direct result 
of the BOT's strictures to banks in the sec- 
ond quarter of 1990 not to lend to “non-pro- 

_ ductive” sectors of the economy. With less 
bureaucracy, higher leveraging capabilities 

‘and fewer regulatory constraints, finance 
firms made hay. 

“The easiest way to build assets is in real 
estate,” says Pliu Mangkornkanok, senior 
executive vice-president of Tisco, the sec- 
ond-largest finance company in terms of as- 
sets. “It's big money with high spreads.” 

_ Finance-company executives nonethe- 
less say they are comfortable with their col- 
lateral and deny the need for higher pru- 
dential reserves. “We are taking 100% col- 
lateral on a clear basis,” says Rutt Phanij- 
phand, president of Dhana Siam, which 
has been particularly aggressive in property 
lending. “Even if [the borrower's] business 
isn’t so good, we have the hard assets.” 


that finance companies are building assets 
by lending to riskier ventures such as con- 
dominium and golf-course projects. “De- 
Spite the obvious dangers of growing so 
quickly, many of them have kept right on 
_ expanding their balance sheets,” says W. I. 
Carr analyst David Scott. 

While property prices are holding up 
well so far, it was this kind of bravado, 
combined with mismanagement, that was 
_ the finance sector's undoing in the early 
~ 1980s. After more than a decade of steady 
expansion, the sector was dealt a body 
“blow by the Thai stockmarket crash of 1979. 
_ Failures began to multiply in 1982, and by 
_ 1984 the government was forced to set up a 
| US$600 million lifeboat scheme with public 
Money to rescue 25 out of 30 insolvent fi- 


/ : ‘nance companies (three firms remain in the 
. scheme today). 


oo Finance-company executives argue that 

_ the recent asset push is different: manage- 
ment is better and the BOT is keeping a stric- 
ter eye on the books. In addition, property 


lending has reduced their dependence on 


< securities business and bolstered their fi- 

~ nancial clout, they say. 

_ 9 Indeed, although profit growth can be 
= expected to cool somewhat in 1991 as com- 


i petition for deposits becomes more acute 


c ao 





companies now appear strong enough to 
take over the weaker banks or build branch 
networks, should the BoT allow either, or 
both, to happen. 

Assets of the top 10 finance companies 
have soared to almost four times those of 
the 10 smallest banks over the last three 
years, according to figures supplied by Fi- 
nance One. They have also overtaken the 
banks in market capitalisation. 

The charge by Finance One's Pin that 
“the banks have allowed themselves to be- 
come antiques” is predictably rejected by 
bankers. Interest-rate deregulation has al- 
ready rekindled the bigger domestic banks’ 
competitive verve, they say, adding that 
banks have done well in consumer-finance 
areas which previously were the preserve 
of the finance companies. Bankers also be- 
lieve they will retain the edge in funding, as 
a result of large branch and ATM networks, 
and in automation, on which most banks 
have spent heavily. 

“Ws quite difficult to grow enormously 


and overheads soar, the bigger finance 





and be very profitable when you are a- 
bank. You can as a finance company be- 
cause you need less capital, you have 
higher leverage and all kinds of ways to 
generate revenues,” says Siam Commercial 
Bank executive vice-president Jada Wat- 
tanasiritham. “The real test will come when 
we are all under the same rules.” 

That is unlikely to happen for at least 
two or three years. The BOT is not expected 
to decide soon on the crucial questions 
of whether to allow finance companies to 
open branches, or to allow them to merge 
with banks. Nor does a decision appear im- 
minent on what the finance companies fear 
most: the entry of banks into securities un- 
derwriting. 5 

The BOT's Prasarn says the first step in 
levelling the playing field is likely to be a 
demand that the finance companies raise 
their minimum capital requirements. This 
would be followed by a lifting of the 10% 
ceiling on cross holdings among financial 
institutions, though it is unclear how high 
the new ceiling would be set. a 





a 
SHIPPING 


Two China-backed companies are to 
join forces with Hongkong’s biggest 
container-terminal operators to develop 
a HK$7 billion (US$900 million) termi- 
nal, which is part of the Hongkong 
Government's port-and-airport develop- 
ment strategy (PADS). This does not 
mean that Peking has accepted the 
HK$127 billion paps scheme, Hongkong 
Officials say. The Chinese Government 
has only accepted the need for an ex- 
panded port.. 

Chinese officials took a good deal of 
persuading. Bureaucrats from Peking 
made several visits to Hongkong to be 
convinced that a new container terminal 
was viable. The mainland-Hongkong 
deal was expected to have been con- 
cluded last year as part of a private 
treaty to be negotiated between terminal 
operators and the government for deve- 
lopment of the site. 

But for a while, it became entangled 
in the big question of whether China 
would back the construction of an air- 
port at Chek Lap Kok, next to Lantau Is- 
land. Now the port has been hived off 
by the Chinese as a separate issue. 

In fact, the port component of PADS, 
which includes the terminal that has just 
been agreed upon, will cost HK$55 bil- 
lion, about 45% more than the airport 
and 60% more than the remaining in- 
frastructure and land reclamation. But 
unlike the other two main components, 





Partners in port 


a 


the port can be expanded incremental- 
ly in the next 20 years, providing plenty 
of time for people to change their minds 
if demand fails to increase at the rate 
projected. 

The new terminal will be built on re- 
claimed land north of Stonecutters Is- 
land in Hongkong’s harbour, next to a 
terminal on the southern end. of the 
Kwai Chung container port. It will pro- 
vide four extra berths and: 1.6: million 
20-ft equivalent units of container-hand- 
ling capacity — an increase in capacity 
of a third for Kwai Chung — by late 
1993. 

The two mainland companies are 
China Ocean Shipping Corp. (Cosco) 
and China Merchant Holdings (CMH), 
both owned by China’s Ministry of 
Communications. Cosco, with a fleet of 
more than 600 vessels, is one of the 
world’s largest shipping companies. 
CMH uses the port for its huge: coastal 
trading operations. 3 

One of the Hongkong partners in the 
deal is Hongkong International Termi- 
nals, which is 66.5%-owned by Li Ka- 
shing’s Hutchison Whampoa and which 
controls half Kwai Chung’s container- 
handling capacity. The other partner is 
Modem Terminals Ltd, which has 39% 
of capacity at the port. Modern Termi- 
nals is 26%-owned by Wharf Group and 
13%-owned by Swire Group. 

@ Michael Westiake 
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A UBER Peo ee 


LABOUR 


Under the 


hammer 


“Sirs cars, now people. Singapore is 
_ considering auctioning foreign work- 

seers to the highest bidder in an at- 
tempt to ration the numbers employed 
“in the republic. The idea has been proposed 
in parliament by the Minister of Labour, 
Lee Yock Suan, and it follows a similar au- 
ction scheme for new cars introduced in 
1990. 

The idea is the same in each case: artifi- 
cially restrict the supply to a certain number 
and then hold an auction so that the item 
supplied goes to those most prepared to 
‘pay. And the government raises revenue 
from the economic rent thus charged. Ra- 
tioning by price may seem a bit heartless 
when the items:concerned are people, but 
Singapore is nothing if not utilitarian. 

At the moment, no single employer 
can hire foreign workers to a proportion 
greater than 40% of his labour force and he 
must pay to the government a flat levy of 
$$250-350  (US$141-198).a month per 
worker. This applies only to foreign labour- 
ers who are not college graduates and who 
are earning below $$1,500 a month. For- 

_ eign workers earning more than that and 
_ college graduates come under a category 
“which does not incur a levy to the govern- 
"ment. 
' Singapore is currently estimated to em- 
ploy 200,000 foreign workers, excluding an 
army of maids and manservants. The total 
workforce is only 1.3 million, so Singa- 
pore’s dependence on foreign labour is one 
vof the highest in Asia. 

‘The government has tried in recent 
years to dampen the demand for foreign 
workers by substituting labour-intensive ac- 
tivities with capital-intensive ones. But with 
a local labour force growing by only 2% a 
year and an economy expanding by 8-9%, 
Singapore is still short of labour. 

The republic cannot afford to be so 
choosy about the number of skilled work- 
ers it admits. These are wanted to augment 
the resident population, while the unskilled 
are regarded as (temporary) guests. The 
government has stated that Singapore has 
sufficient resources to support a population 

of 4 million sometime in the next century. 
_ This is a big jump above a current popula- 
‘tion of 2.69 million. 

_ Singapore has awarded approval in 
_ principle to about 29,000 Hongkong people 
-to migrate to Singapore. But since the 
Hongkong applicants are given five years 
to decide whether they will relocate, it is 
not dear how many of these people will 

i end up in Singapore. = N. Balakrishnan 
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- who benefited, or who suffered. 
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Innocents abroad — 


With the task of rebuilding the Middle East soon to get under way, the vista of well 
paid jobs will prove irresistible for many of Thailand's rural poor. According to some 
estimates, 120,000 Thai workers could join 140,000 of their compatriots already em- 
ployed in the region. That would boost annual overseas remittances by Thai work 
ers to more than Baht 30 billion (US$1.18 billion). sg 
However, in many cases, little of this money will end up in the hands of | 
the families left behind by the transplanted workers: labour racketeers and money _ 
lenders will be the beneficiaries. Stories are commonplace of workers returning 
from the Middle East — and even Singapore and Japan — just as poor as when they 
left. : ee ae S 
To place a Thai worker in an overseas job, recruitment agencies demand up 
Baht 50,000. A poor rural farmer in northeast Thailand is lucky if he earns Baht 5,000 
a year. Therefore, the money to pay the employment brokers is often borrowe 
monthly rates of 5% or more from rural money lenders. EG 
The recruitment agencies win all ways. Apart from pocketing the up-front fees, 
they are closely connected to the money lenders. They also receive commission 
from the overseas employer. This commission alone is enough to cover the trans- 
ting worker, as well as leaving a tidy profit. ee 














Nor do the job brokers feel any responsibility for the welfare of the workers on 
their books. That was amply demonstrated by the 1989 exodus from Singapore of 
about 10,000 illegal workers who had been very publicly recruited in Thailand. Dur- - 
ing a crackdown by Singapore authorities, representatives of the recruitment agen- 
cies were nowhere to be seen. eee Mercer yt ee 

-The Thai Government had to organise and pay for the evacuation of employees 
who faced jail terms and floggings. Many of the workers had little to show for _ 
their sojourns, with most of their wages having gone to repay recruiters and- 
lenders. ss iE R E 

The export of labour is officially endorsed in Thailand as means of alleviating _ 
poverty in the country’s most depressed areas. But by allowing rapacious mid- 
diemen to control this trade, poverty is often exacerbated. The government of 
Chatichai Choonhavan appeared to be concerned only about improving the ba- 


lance-of-payments position; as long as the money came back, it was unimportant _ 


‘That is unsurprising. Many of the recruitment agencies have been run by politi- 
cians and their cohorts. Several senior ministers in the Chatichai government earned 
fortunes from the business. as we be 

The end of the Gulf War, the opening of labour-hungry Taiwan to legal foreign 
workers and the installation of a new administration in Bangkok presents an oppor- =- 
tunity to overhaul an iniquitous, corrupt system. se 

The obvious step would be to set up a public-service agency to handle all the ar- 
rangements for Thai nationals going to work abroad. The travel costs of the worker _ 
could be covered by the commissions received from the overseas employer. - H 

If the state agency continued to insist that the costs of registration, transport and 
other expenses be paid by the migrant worker, a source of cheap finance could be > 
provided. The Bank of Agriculture and Agricultural Cooperatives (BAAC) provides — 
interest-free crop loans to farmers. Why not something similar for poor farm 
whose land will not produce and who have no other choice but to work abroad 
The same social goals can be accomplished. es 

Such a government agency should have offices abroad to act as an honest bro 
between employer and employee, interceding to protect maltreated workers o 
sponding to problems identified by overseas managers. In many cases, 
Thai workers have turned for help to their embassies as a last resort, with indiffe 
results. i As 
To involve the government in the process is likely to raise fears of petty corruy 
tion. But the BAAC and the Government Housing Bank have demonstrated that it is 
possible genuinely to help the poor without rampant corruption. At any rate, a little 
official corruption is a tolerable alternative to leaving the poor at the mercy of unac- 
countable pirates. a Paul Handley: 
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COMPANIES 1 


India’s second-largest industrialist reaches a turning point 


Personal chemistry 





By Hamish McDonald in Bombay 


t a Bombay football ground re- 
As Indian polyester king 





Dhirubhai Ambani presided at his 

youngest son's wedding in a way 
that celebrated the entrepreneur's rise to 
being the country’s second-largest indus- 
trialist from a small-time cloth trader. The 
bridegroom had ridden to the field on a 
white horse from the nearby Gymkhana 
Club, escorted by prominent people on 
foot. After son Anil exchanged Hindu 
vows with film star Tina Munim, 2,000 
friends enjoyed a lavish banquet. The next 
evening, a second reception was attended 
by 21,000 guests. 

By the standards of Bombay’s rich and 
famous, the marriage was a relatively re- 
strained affair. India is in difficult economic 
straits, and Ambani is going through test- 
ing times. A risk-taker never far from con- 
troversy as his Reliance Industries Ltd (RIL) 
rode ever higher in the 1980s, Ambani can 
barely blink without setting off a political 
uproar. As far as it is possible for this 
hot-blooded busi , whose group is 
beaten only narrowly for top place in 
India’s industrial sector by Tata Group's 
steel unit, the times call for cir- 
cumspection. 

The grand blueprint by Ambani 
to turn RIL into a major petrochemi- 
cal and engineering group from a 
synthetic-textile operation has 
reached a critical phase. In addition 
to low petroleum prices and prob- 
lem-free construction work, the con- 
glomerate requires large infusions 
of money and a government that is 
at least unobstructive even if it is not 


on his legendary skills at tapping 
the pockets -of India’s fast-growing 
pool of stockmarket investors and 
non-resident Indians. Currently, 
the country’s stockmarkets have 
about 13 million investors, of whom 
about 2.5 million already own shares 
in one of three listed RIL com- 
panies. 

Ambani plans to raise Rs 5.7 
billion (U million) through 
an RIL convertible-debenture issue 
that will complete the financing 
for a linked petrochemical plant 
and natural-gas cracker. The Rs 


21.2 billion complex is 
being built on a former 
mangrove swamp 230 
km north of Bombay at 
Hazira 


A 66%-owned RIL sub- 
sidiary, Reliance Petro- 
chemicals Ltd (RPL), has 
scheduled the Rs 13.7 bil- 
lion petrochemical plant 
to come on stream in 
May after a rapid con- 
struction time of 21 
months. At the same site 
at Hazira, RIL hopes to 
complete the Rs 7.5 bil- 
lion natural-gas cracker 
by early 1994, to produce 
ethylene feedstock and a 
host of other chemicals from a nearby Oil & 
Natural Gas Corp. field. 

To transport ethylene to RPL before the 
cracker is in production, Ambani bought 
three tankers at a cost of Rs 1 billion. He 
hopes to break into the tightly held interna- 
tional ethylene trade, now dominated by 
only three ship owners, once the cracker is 
working. 

RIL and RPL stand to reap huge rewards 


Profit from polyester 


hg Ay 
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complex, given high 
2 growth in demand for 
* synthetic fibre and plas- 
tic in India, lagging 
domestic supply and un- 
certainties about foreign- 
sourced inputs. 

India’s 850 million 
people still consume less 
than 1 kg of plastic per 
capita. Demand is also 
soaring for synthetic tex- 
for which the group will 
make intermediate mate- 
rials 


i from the petrochemical 


Eight new gas or 
naphtha crackers are 
under construction or have been given the 
go-ahead, a situation that may lead to some 
oversupply later in this decade. An official 
at the Ministry of Oil and Petrochemicals 
observes: “The guy who's going to make 
the money is the first or second, not the 
fifth or sixth.” Analysts believe RIL will be 
the country’s No. 2 producer. 

RIL’s debenture issue to help finance the 
the petrochemical project has been post- 

poned for more than three months 
È so the company can assess the stock- 
_ = market following a tumultuous 1990 
in which a major takeover was 
snatched away by a change of gov- 
emment. RIL’s share price led declin- 
ing issues in the stockmarket crash 
in December and January that 
wiped out one-third of the market's 
value. 

Ambani says the debenture issue 
is imminent, but final clearance from 
the Finance Ministry is still needed. 
The shape of New Delhi politics is 
also unclear, with elections sche- 
duled for May. 

The worst political outcome for 
Ambani would be the return to 
power of V. P. Singh, whose terms 
as finance minister in the 1984-89 
Congress (I) party government and 
then as prime minister of the 1989-90 
Janata Dal government were not 
good for RIL. 

The best outcome would be the 
return of former prime minister and 
Congress leader Rajiv Gandhi, with 
whom Ambani has excellent rela- 
tions, or a combination of Congress 
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and Janata Dal renegades such as caretaker 
Prime Minister Chandra Shekhar, an old 
Ambani friend. 

Ambani's skill at getting the best deal 
possible from the government is notorious. 
He seldom fails to win fast approval for 
his investments and capital-goods imports, 
low duties for his imported inputs, high 
tariff ection for his companies’ pro- 
ducts and protection from persecuting 
income tax, corporate-law and customs 





cs say Ambani’s manipulation of 
politicians and bureaucrats has contributed 
much to RIL’s success. “[The Ambani fam- 
ily have] immunised themselves against 
any kind of investigation by the state,” says 
lawyer-journalist S. Gurumurthy, whose 
reports in the Indian Express unabatedly 
scourge RIL. 

~ But this is not unusual in India, where a 
symbiotic relationship has developed be- 
‘tween businessmen who need clearances 
and politicians who need money to mas- 
sage their electorates. The November split 
in the Janata Dal and the subsequent fall 
of the Singh government led to an open 
auction of political loyalties, and observ- 
ers say Ambani was heavily involved in 
oot broking with Rs 300 million in ready 


Panes if Ambani’s role in the 
‘setting up of the Shekhar government 
was significant, the pay-off has been 
mixed. As part of emergency measures 
to cover its ballooning deficit, the go- 
vernment in December slapped higher 
excise levies on polyester yarns and fibres 
~ two of RIL’s main products — and raised 
the duty on ethylene imports to 45% from 
25%. 

Even the main benefit handed out by 
Shekhar has hit a snag. In February, the 
government appeared set to return to Am- 

effective control of the engineering 
firm Larsen & Toubro after a two-year 
‘takeover battle in which the sharehold- 
ing power of state financial institutions 
handed control to Ambani and then took it 
back. 

On 15 February, Ambani’s replacement 
as chairman at Larsen & Toubro, the main 
engineering company for RIL’s Hazira pro- 
ject, resigned at the government's request. 
Heads nodded as Ambani appeared likely 
to resume the post after a 10-month break 
and once again harness the cash-rich com- 
pany to RIL’s expansion plans. But a board 
meeting scheduled for 26 February was 
-cancelled indefinitely while the institutions 
consider their positions. 

Some analysts say an outside executive 
will have to be found to run the company. 
“With Ambani’s profile, he may have be- 
come a liability for any government,” an 
analyst says. “No one can stick his neck out 
too. much for Ambani. [Government offi- 
cials] may try to help quietly, but they can’t 
do it as brazenly as in the past.” a 
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COMPANIES 2 


Textile feud punctuates Ambani's rise 


Needle match 


ost critics concede that the success 

of Dhirubhai Ambani, chairman of 

Reliance Industries Ltd (RIL), is de- 
rived from business acumen as well as an 
ability to manipulate politicians and bureau- 
crats. His entrepreneurial skills have been 
demonstrated in four main respects. 

First, Ambani’s grasp of the way indus- 
try works has enabled him to see that the 
quickest path to profit often lies in up- 
stream, capital-intensive production. This is 
because India’s chronic trade deficits create 
frequent raw-material shortages and be- 
cause so much of downstream activities are 
reserved by the government for small pro- 
ducers. Second, a thorough understanding 
of petrochemical technology has enabled 
him to stay one step ahead of competitors. 

Third, a marketing skill: Ambani’s first 
big product, the Vimal range of polyester 
fabrics, is among the best known and most 
respected brands in India. Fourth, an affin- 
ity with small investors has brought him a 
diverse equity base of more than 2.5 million 
shareholders, one of the world’s largest. 
This has been backed by a share-price levi- 
tation act that has helped to give him access 
to large amounts of cheap capital. 

The grounding for all this originated in 
what was then the British colony of Aden, 
which is now part of Yemen. Ambani went 
there at the age of 17 to work for Shell and 
Burmah Oil, having dropped out of school 
in Gujarat state. For the next seven years, 
Ambani travelled throughout the Gulf and 
East Africa, where he sold petroleum pro- 
ducts. He also helped to set up an oil refin- 
ery in Aden. 

In addition, Ambani traded household 
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commodities on his own account until he 
noticed that the Yemeni rial’s silver content 
was worth more than its exchange value. 
He bought as much of the currency as he | 
could and shipped it to a London bullion 
dealer, making a profit of several hundred 
thousand rupees before authorities woke 
up. “It was small margins, about 3% or 4%, 
but it was money for jam,” Ambani says. “I 
don’t believe in not taking opportunities.” - 

On his return to India, Ambani con 
tinued trading spices to Gulf states and be- 
came well known for taking huge positions 
on small margins. One example was. the 
market in replenishment licences, tradable 
entitlements to foreign exchange given to 
exporters. He paid higher prices than any- 
one else to corner the market and win on 
volume rather than margins. 

Recognising the potential of synthetic: 
textiles, Ambani concentrated on selling 
yarn to small power-loom weavers in India, 
working as a commissioned agent for estab- 
lished producers. In 1966, he began his 
own move into polyester production, 
spending Rs 2.5 million (US$130,500) of his 
savings to set up a small mill in his home 
state near Ahmedabad. 

The mill's production lines were put in 
the care of a relative, Vimal Ambani, who . 
gave his given name to the products, while 
Dhirubhai Ambani tirelessly promoted 
fabrics throughout India, coining the slogan 
“Only Vimal.” The plant has grown toa Rs- 
4 billion investment, serving about 1,500. 
franchised retail outlets, though Vimal fab- 
ric now accounts for only 3% of RIL’s total 
revenue. 

RIL’s rapid growth did not endear Anr 
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once sold. With his dark skin, bright eyes, 
hair swept back to a duck’s tail and col- 
` loquial English, Ambani was regarded as 
an upstart by Anglicised old-money types. 
While they talked him down, his company 
grew faster than any other. 
In 1977, Ambani listed RIL on the Bom- 
~ bay Stock Exchange. But one of the most 
`- bitter feuds of Indian business also began at 
_ this time. With the synthetic-fabric market 
growing, polyester became the fabric of 
~ choice of India’s lower and middle classes, 
cand a race developed between RIL and 
Bombay Dyeing to capture the market. 
~~ Bombay Dyeing, owned by Nusli 
_ Wadia, the scion of a Parsi family witha tra- 
_. dition of three centuries in business, sought 
< a licence to import a polyester plant from 
Du Pont of the US. But an informant al- 


_ ©. leged to the government that the company 


paid Rs 180 million and not the Rs 650 mil- 
lion listed in its licence application, the im- 
< plication being that the company was illeg- 
-sally accumulating funds abroad. An inquiry 
oby the Central Bureau of Investigation 
found no evidence to support the allega- 
«tion, but the affair delayed approval of the 
` import licence for two years. Wadia blamed 
_ Ambani for the incident. 

At RIL, meanwhile, Ambani eschewed 
-the process whereby dimethyl terephtha- 
late (DMT) feedstock is combined, via a 
< Catalyst, with moncethylene glycol (MEG) to 
emake polyester. Instead, he bought a Du 
: icin i plant that used purified 


COMPANIES 3 


The annual reports of Reliance Industries 
Ltd (RIL) could fill a manual of creative ac- 
counting techniques. This is a tribute to 
the ingenuity of chairman Dhirubhai Am- 
bani and the broadmindedness of chief 
auditors R, J. Shah and D. Chaturvedi. 
But some observers say it is also the result 
of tolerance on the part of stockmarket, 
customs and tax officials. 
; RIL was India’s second-most profitable 
company in the year ended on 31 March 
1990, but the company does not appear to 
have paid any earnings tax since it went 
public in 1977. The government levies tax 
at 50% of earnings, plus a 15% surcharge. 
; Cumulative tax assessments for RIL up 
-| to the 1988 assessment year total Rs 186 
» million (US$9.5 million). But the com- 
-opany’s annual financial accounts do not 
include a line for earnings taxes. It does 
set aside Rs 100 million as a tax reserve 
every second year or so. 
When the government announced in 
1983 that companies would be maa a 











bani t to the textile makers whose e fe: 


irent. add tea) as an n ipa This 
type of plant requires less MEG in the mix 
and no catalyst. 

RIL’s plant at Patalganga in Maharashtra 
state just east of Bombay came on stream in 
1982 around the same time as Bombay Dye- 
ing’s, but it proved more economical. In 
later years, Ambani went further upstream, 
producing PTA on site and then paraxylene, 
the chief ingredient of PTA. 

The next scuffle between Ambani and 
Wadia occurred in 1982-83, when RIL was 
about to convert a series of debentures. 
Ambani had spotted the advantages of the 
little-used convertible paper and started a 
trend since followed by many others. Ty- 
pically, towards conversion dates, RIL’s 
share price would climb with the help of 
mysterious buying. Just as typically, 
rumours would emanate suggesting that 
RIL was in trouble. 

On this particular occasion, Wadia and 
his associates began selling RIL shares at 
low prices in an attempt to foil the conver- 
sion of the company’s debentures and force 
Ambani to return huge amounts of capital 
in redemptions. Ambani, however, was 
not to be outmanoeuvred. 

The RIL chairman rapidly amassed huge 
sums of cash to buy company shares. RIL’s 
share price skyrocketed, and the sub- 
sequent trading chaos led to the 10-day do- 
sure of the country’s stockmarkets. When 
things calmed down, Wadia and his as- 
sociates were suffering a loss of about Rs 70 
million, according to analysts. 





‘Ambani’ s pation in the nddent + was 
strengthened by an infusion of millions of 
US dollars from non-resident Indians. Am- 
bani admits that an inflow of non-resident 
Indian funds — entirely unbidden, he says 
— bolstered RIL's share price. 

In the. mid-1980s, Ambani became in- 
volved in a succession of business-political 
scandals. In one incident, three officials at 
Canara Bank were suspended for backdat- 
ing letters of credit to enable RIL to escape 
import restrictions. In another, RIL under- 
stated the capacity of machinery imported 
for the Patalganga. polyester-fiber plant, 
evading huge amounts of duty. Congress 
(I) government officials were also accused 
of giving R products duty protection 
against imports. 


urther, offshore companies. with 
F dummy directors were busy ramp- 

ing RIL shares. Analysts also say Ane 
bani frequently acted to support RIL’s share 
price, particularly around the time of de- 
benture issues and conversions, 

A powerful alliance between Wadia and 
Ramnath Goenka, a Bombay newspaper 
tycoon, arose in this period to make the 
most of anti-Ambani scuttlebutt. Goenka’s 
Indian Express publishes some of the most 
powerful investigative reports in India, and 
lawyer-journalist S. Gurumurthy flayed 
Ambani in a succession of revelations in the 
daily that forced government agencies to 
begin investigations. 

But in the Indian way of things, most of 





Numbers game 


30% earnings tax, Ambani said he would 
capitalise a huge amount of interest 
charges on project loans, enabling him to 
lift depreciation write-offs against earn- 
ings. RIL reverted to normal practices 
when the tax law was amended in 1986, 
but the company began altering its ac- 
counts without admitting any tax liability. 
RIL does pay a substantial amount in 
excise and sales tax, Rs 4.65 billion in the 
last fiscal year on revenue of Rs 18.4 bil- 
lion. The company also paid customs 
duties and other levies that Ambani says 
brought the total pay-out to the govern- 
ment in the period to nearly Rs 7 billion. 
Some authorities believe RIL should be 
paying much more. The Customs Office 
has issued a raft of show-cause notices to 
RIL, alleging evasion of Rs 1.93 billion in 
import duties. In one complaint, the office 
says RIL imported a 184,000 tonne-a-year 
purified terephthalic acid (PTA) plant the 
company declared could only make 75,000 
tonnes, its licensed output. RIL disputes all 


these claims. 

Other cases of sharp accounting prac- 
tices are also evident. Ambani eased RIL’s 
debt load in calendar 1984 by changing 
non-convertible debentures into shares. | 
Foreign-currency loans are booked at his- 
torically high exchange rates, despite sus- 
tained rupee weakness. 

In calendar 1986, when RIL installed a 
new polyester waste-recycling process, it 
counted 4,000. tonnes of waste lying in 
stock as sales. If it had not counted the 
stock as sales, material costs would have 
gone up Rs 117 million, virtually wiping 
out the net income of Rs 141 million that 
year. For the current fiscal year, Rs 294 
million in excise due on products lying in 
factory or bonded premises has been de- 
ferred to the next year. 

RIL is also difficult. to track financial- 
ly because its financial year has been 
changed twice in the past four years, from 
a calendar year up to December 1986, then 
to a year ending on 30 June and finally 
to a year ending on 31 March. Several 
changes in accounting practices have also 
been made. A changed depreciation rule 
in the year ended on 30 June 1988 ac- 
counted for Rs 245 million of declared net 
income of Rs 788 million. 
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the scandals died, with their inquiries stuck 
somewhere in the judicial machine. None- 
theless, few people familiar with RIL find 
the allegations difficult to believe. They 
point out that Ambani had built a client-like 
relationship with the late prime minister In- 
dira Gandhi, and he was looked upon with 
favour by her son and successor Rajiv Gan- 
dhi. To this day, Ambani is believed to 
have a lobby of Congress parliamentarians. 

Several attempts have been made to re- 
concile the differences between Ambani 
and his adversaries, but Ambani’s oppo- 
nents say the efforts proved futile because 
of the RIL chairman’s arrogance. They recall 
that Ambani once boasted to Goenka that 
he had the publisher's journalists in his 
pockets and that he could also “buy” 
Goenka. Ambani denies the comment. 

Ambani has also found himself siding 
against Rajiv Gandhi's finance minister 
V. P. Singh. The feud took a byzantine turn 
in 1986, when a forged letter was planted 
on Gandhi purporting to show that a US 
detective agency had been hired to investi- 
gate the foreign-currency dealings of Am- 
bani and other Indian businessmen. 
Wadia, the Indian Express and an enforce- 
ment agency under Singh were alleged to 
have hired the detective agency. 

Gandhi turned the incident into a na- 
tional security case to hit out at the people 
who hired a company with alleged CIA 
links to find material that could subject 
prominent Indians to blackmail. Singh 


eventually parted company with Gandhi q 


Ambani has relied heavily on his 
popularity with investors to help raise 
financing for RIL’s investments and cor- 
porate ploys. RIL shareholders have not 
had a bonus issue in eight years, despite 
the company’s healthy share-premium ac- 
count that totalled Rs 6.7 billion of the Rs 
9.3 billion reserves held by the company 
in the last fiscal year. 

RIL’s lower net income margin — 4.5% 
of operating income in the last fiscal year, 
com with 13.7% in calendar 1985 — 
was the result of higher interest and de- 
preciation charges. The account switch on 
interest restored more interest payments 
to the profit-and-loss account. In July 
1989, a flood at RIL’s polyester-fibre plant 
at Patalganga, near Bombay, resulted in a 
Rs 738 million extraordinary loss in the 
last fiscal year. 

The higher interest charge in the last 
fiscal year was a result of the fact that de- 
spite substantial conversions of paper to 
equity, RIL borrowed heavily again in both 
debentures and bank loans. Short-term 
debt rose to Rs 5.1 billion in the last fiscal 
year from Rs 1.2 billion in calendar 1985, 
while long-term debt rose to Rs 6.1 billion 
from Rs 5.2 billion. 

Ambani, however, has been able to 
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and the Congress party, lawyer-journalist 
Gurumurthy was put under arrest for a 
time and the Indian Express had scores of 
complaints lodged against it. 

In 1987-88, another battle developed be- 
tween Ambani and his adversaries for con- 
trol of Larsen & Toubro, one of the top 10 
engineering companies in India. When the 
Dubai-based Chchabria brothers started 
acquiring Larsen & Toubro shares, a section 
of the company’s management sought RIL 
as a defender. State-owned financial institu- 
tions that held 38% of the engineering com- 
pany also supported RIL. Ambani, with a 
7% parcel of shares shuffled through a 
Bank of Baroda subsidiary and a 12% stake 
bought in the stockmarket, emerged in con- 
trol of the company. 

By April 1989, with Ambani as chairman 
and his two sons on the board, Larsen & 
Toubro was harnessed to serve RIL’s 
growth plans by issuing two convertible de- 
bentures, of Rs 920 million and Rs 8.2 bil- 


iance Industries’ balance sheet 














show fast revenue growth as a result of 
new capacity in polyester fibre coming on 
stream since 1988. RIL’s results should im- 
prove for the current fiscal year. 

The company’s unaudited first-half re- 
sults put net income at Rs 810 million. 
After the Gulf crisis began in August, RIL 
was allowed two increases in its price for 
PTA, totalling Rs 9,650 a tonne. As a result, 
outside sales of about 45,000 tonnes a year 
will fetch an extra Rs 434 million, almost 
entirely profit. 

Until the mid-1990s, when two rival 
PTA plants will begin operating, RIL will re- 
main the sole domestic ucer. The 
company is expanding annual output to 
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lion each. The first issue was used to buy 
Rs 760 million of RIL shares. Some Rs 6.4 bil- 
lion of the second issue was earmarked as 
suppliers’ credit for the gas cracker RIL 
would contract Larsen & Toubro to build at 
Hazira. 

In what many observers view as a re- 
lated incident, the Maharashtra state police 
arrested an RIL public-relations manager in 
August 1989, charging him with conspiring 
to hire a gunman to kill Wadia. The case 
has gone nowhere. The chief evidence, 
tape-recordings of alleged telephone calls, 
is not admissable in court. 

In November 1989, an old Ambani 
nemesis appeared in the shape of Singh, 
who had ousted Gandhi's Congress gov- 
ernment in elections. At the government's 
urging, Life Insurance Corp., a Larsen & 
Toubro shareholder, called an extraordi- 
nary general meeting in April 1990 at which 
Ambani was kicked off the company’s 
board. Veteran public-sector manager D. N. 
Ghosh was named chairman. 

With the fall of the Singh government 
in November, Larsen & Toubro is close to 
being restored to RIL’s control. But when 
asked about his plans to make the company 
a global gas cracker contractor, Ambani 
shakes his head and says it is too late. Lar- 
sen & Toubro’s fortunes changed with the 
Gulf War, he explains: “Bechtel, Foster 
Wheeler — I know them all — they are all 
busy in the Gulf. They will not give pro- 
prietary technology so quickly now.” 

m Hamish McDonald 


the maximum permitted 200,000 tonnes 
from 135,000 tonnes. Demand for polyes- 
ter yarn appears set to continue growing 
faster than for any other textile fibre. 

Ambani’s main worry for the next 
couple of years will be about any cost 
overruns or completion delays at the RIL 
and Reliance Petrochemical Ltd (RPL) 
plants at Hazira. With RPL, an expansion 
of capacity — from 60,000 tonnes a year of 
monoethylene glycol and 50,000 tonnes of | 
high-density polyethylene to 100,000 ton- | 
nes each, plus 100,000 tonnes of polyvinyl 
chloride — has pushed the project’s cost 
to Rs 13.7 billion from Rs 7 billion. 

An initial RPL float raised Rs 870 million 
in equity and Rs 5.9 billion from deben- 
tures. In addition, by March 1990, it bor- 
rowed Rs 1.08 billion from banks and Rs 
500 million from RIL that is convertible to 
equity in October. 

Borrowing to com the petrochem- 
ical project will raise the total of foreign- 
exchange loans to Rs 2.51 billion, of term 
loans to Rs 3.18 billion and of lease finance 
to Rs 1 billion. RIL is also about to take on 
a Rs 5.7 billion debenture issue, much of 
which will go towards financing a Rs 7.5 
billion gas cracker at the complex. 

m Hamish McDonald 
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Hongkong faces challenge of mobilising vast assets 
Bring on the reserves 





in 


ongkong has scrimped and saved 
He years, usually imagining it is 

poorer than it really is. But has the 
sacrifice been in vain? Battle has been 
joined between the Hongkong and Chinese 
governments over the disposition of the 
territory's free reserves, which the REVIEW 
estimates to be worth some HK$150 billion 
(US$19.2 billion). 

The first, bloodying skirmishes are 
being fought over Hongkong’s port and air- 
port development strategy. Peking’s de- 
mands that it should have an opportunity 
to vet the project's viability and monitor its 
realisation are holding up progress. But the 
reserves issue is not likely to go away once 
the airport issue is resolved. 

On the face of it, China’s concerns have 
been that the airport should be built in the 
right place and at a cost which would not 
prove a burden to the territory after 1997. 
Chinese fears about the financial impact of 
the scheme were given some credence by 
the Hongkong Government's disastrous 
political decision in the aftermath of 4 June 
1989 to bundle port, airport, railway and 
road projects into an all-embracing “confi- 
dence-building” package costing HK$127 
billion. 

The financial primitivism of “experts” 
from Peking who see only cash flowing out 
of the territory, not investment which will 
eventually yield bankable dividends for 
the post-1997 administration, added to the 
alarm. 

Chinese diplomats have outmanoeuvred 
their British counterparts by explicitly tying 
agreement on the airport to guarantees 
about the size of Hongkong’s fiscal reserves 
in 1997. This would sound a reasonable de- 
mand were it not that the future special ad- 
ministrative region (SAR) is already ac- 
cumulating its own reserves from its agreed 
share of land sales. This fund stands at 
HK$20-25 billion and should easily reach 
HK$60 billion by the time the territory is 
handed back to China. While the Chinese 
are perhaps now satisfied with the viability 
of the port-airport project, they have used 
it to bring the question of Hongkong’s 
reserves — and related questions of the 
management of Hongkong’s pre-1997 pub- 
lic finances — to the centre of discus- 


By Philip Bowring and Michael Taylor 
Hongkong 





sions. 

If nothing else, the offensive has high- 
lighted several important fiscal issues: how 
much of a burden is the port-airport plan to 


On other pages 


Bonds i i 
ose 


the government? Has the government's re- 
current spending been growing too fast 
(and if so, how can it be slowed)? Are the 
GDP assumptions on which the government 
is basing its financial forecasts too optimis- 
tic? Should Hongkong be more heavily 
taxed? Should it raise money by selling as- 
sets and privatising some services? 

The Hongkong Government has not 
helped its case by publishing medium-term 
forecasts which show that, without addi- 
tional taxation, it will run into deficit by 
1992 and that fiscal reserves will fall to 
HK$40 billion by 1995. Peking’s extrapola- 
tion from this figure has led it to suggest 
the reserves will be down to HK$5 billion 
by 1997, a level it deems “unacceptable.” 

Extraordinarily, given the nature of the 
challenge it faces, the Hongkong Govern- 
ment has declined to reveal the size of its 
hidden reserves, let alone commit them to 


ensuring the port-airport project’s future. 


Spending on the civil se 


This failure can be attributed to vacillating 
administration in Hongkong and the pre- 
ference for playing politics, not economics, 
of the British Foreign Office officials who ul- 
timately make policy in the territory. 

In fact, the government has a huge asset 
base which it is now likely to manipulate to 
give itself more flexibility in the fiscal end- 
game to its tenure in the territory. Its finan- 
cial assets are estimated by the REVIEW, 
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working from official statistics, to be more 
than double the published figure of HK$72 
billion. In addition, the government has bil- 
lions of Hongkong dollars’ worth of fixed 
assets, some of which could be privatised. 

The biggest part of the undisclosed as- 
sets are the hidden reserves of the Ex- 
change Fund, Hongkong’s central mone- 
tary institution. These represent the interest 
the fund has earned on foreign currency 
deposited by the territory’s two note-issu- 
ing banks to give backing to their 
banknotes and coins. The Exchange Fund 
does not pay interest on these deposits — 
which currently stand at about HK$41 bil- 
lion — but it does earn interest on them. It 
is this interest, collected over the years, 
which forms the Hongkong Government's 
secret reserves. 

The size of this hidden amount is 
known to only a handful of people, includ- 
ing a seven-strong committee comprising: 
the financial secretary, the secretary for 
monetary affairs, the chief executives of the 
two note-issuing banks, David Li Kwok-po 
of the Bank of East Asia, Legislative Coun- 
cillor Peter Poon and London academic 
Charles Goodhart. Nevertheless, it is possi- 
ble to estimate the reserves’ present level, 
because the government regularly pub- 
lishes the amount of currency in issue. 

Assuming, conservatively, that the Ex- 
change Fund has achieved a compound 
rate of interest of 7% a year since 1983 
(when the Hongkong dollar was linked to 
the US dollar), the accumulated interest 
earnings must now be around HK$60 bil- 
lion. Adding exchange-rate gains made as 
the Hongkong dollar declined against the 
yen and other currencies would bring the 
hidden reserves to about HK$75 billion. 

Making the government's fixed assets 
more productive will, meanwhile, test the 
ingenuity of the incoming financial secret- 
ary, Hamish Macleod. Macleod, who will 
formally succeed Sir Piers Jacobs in August, 
will have to balance a tightening fiscal situ- 
ation against demands from Peking and 
from an increasingly politicised Legislative 
Council, while still finding money for the 
large capital projects necessary to ensure 
Hongkong’s future prosperity. 

The government's medium-term GDP 
growth forecast of 5.5%, on which it bases 
its fiscal forecasts, is well below Hong- 
kong’s historical achievement of nearly 7%. 
In the past, projections of GDP growth and 
revenue have tended to be conservative. 
But with a labour force growing at less than 
1% a year, and the territory facing a pre- 
1997 migration of capital and skills, 5.5% 
may be optimistic. If so, the government 
may find itself forced to repeat the kind of 
drastic cuts in spending growth that were 
seen in the early 1980s, and which killed off 
a previous plan to build a new airport. 

Macleod’s most urgent task will be to 
control the rise in “recurrent expenditure” 
— the cost of the civil service. Jacob’s te- 
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nure has been marked by extraordinarily 
rapid growth in recurrent spending, which 
has averaged well over 10% a year in real 
terms. Government forecasts show recur- 
rent spending continuing to grow rapidly 
for at least the next two years, despite the 
administration's much-bruited efforts to 
keep the civil service bill low. 

Partly this is the inevitable result of past 
capital. spending decisions; new hospitals 
and universities need more nurses and 

teachers to staff them. Meanwhile an age- 
si tion needs more social welfare. 
nether or not the growth has been 
symptomatic of a government flush with 
funds trying to solve political issues by 
“throwing money at them, Macleod will 
‘have. to be much tougher if he is to retain 
the government's ambitious capital pro- 
More fundamentally, Macleod will have 
- tocusher in a change in the way the govem- 
“ment assesses its financial priorities. In the 
"past, capital investments have been fi- 
nanced out of the cash surplus on the gov- 
emment’s general revenue account (GRA). 
Now. Macleod is examining the accounts 
Jess: with an eye to building the govern- 
-< ments investments in the territory than to 
- making its wide range of existing assets 
contribute an adequate cash return to the 
GRA over the next six years. 

The change is subtle but could lead to an 
overhaul in the way much of Hongkong’s 
public sector is managed. Jacobs signalled 
this change in emphasis in his final budget, 
with a forecast that the government may 
take a dividend from the profitable Kow- 
loon-Canton Railway Corp. (KCRC), though 
it is not clear when this will happen. 


ne way for Macleod to cut the 
Oie would be to change the 

aims of the Housing Authority, 
which builds housing for rent and sale 
at subsidised prices to lower-income 
earners. The authority, a public corpora- 
tion, owns about 45% of Hongkong’s hous- 
ing stock. 

At present, the authority represents a 
cash cost to the government of about HK$2 
billion a year, in addition to land the gov- 
ernment provides for building. By shifting 
the emphasis of its programme from rent to 
home ownership schemes, however, the 
authority could transfer this financing bur- 
den to the commercial banks. In return, 
they would get a chance to expand their 
mortgage business. 

At the same time, the subsidies to ten- 
“ants could be cut by raising the interest rate 
on the government's loans to the Housing 
Authority from the present 5% to closer to 
market levels. 

Both measures would amount to a re- 
duction in housing subsidies and thus to 
some degree hurt lower-income earners. 
But they would be a fairer and politically 
more acceptable way of spreading Hong- 
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Total assets of the Hongkong Governm nt 


L Fiscal reserves — 72.30 
ll. Exchange Fund net assets® ———-—-—— 76.50 











Capital investment fund 

Others 

General revenue account —_——_—__——- 48. 2 
Total ~72.3 








Il. Exchange fund assets (excluding fiscal reserves) 
Accumulated surpluses on 
note-backing reserves 


- 75.0€ 
Equity held by exchange fund: E 


Stakes In ongko Ak Cargo Terminals” 
and Cross Harbour Tunnel Co. 


Total 
“Estiratad mofi aars million this year — 





Government investments through 
capital investment fund (as at 31 Oct. 1990) 
Equity holdings 
Asian Development Bank --—-—---— 0.06 
New Hongkong Tunnel Co. Ltd. —---— 0.04 
Mass Transit Railway —-----—----- 8.39 
Fixed assets 
Net current assets -—— 
Total assets 
Shareholders funds mm 
of which: Share capital - 
Investment property reserves 1.69 
Accumulated losses ———— (3.54) 
Long-term liabilities 








kong’s tax burden than the general sales tax 
favoured by Jacobs. The economic and so- 
cial conditions which gave birth to the 
Housing Authority have changed and 
there is a strong social case for narrowing 
the gap between the half of the population 
whose housing is subsidised by govern- 
ment and the half which has to pay its own 
way. 

Macleod is also considering options 
ranging from privatisation to semi-cor- 
poratisation of several government ser- 
vices. Large-scale privatisations, such as the 
1989 sale of a stake worth HK$2 billion 
in Hongkong Telecom are not likely to 
be repeated. “We're rather cagey about 
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Net-profit 1989 i 
Net-loss 1990 ——— sorties 
Total aa : 
Capital investment in; 
teens O a son 
Hongkong Housing Authority - 
Government land distribution 
to domestic housing 
Permanent interest loan capital === 


Government land contribution. 
for commercial activities ~~» 


Capital reserves ~~~ : 
Kowloon Canton Railway Corp. 
Fixed assets =m 
Construction in progress ~ 
Net current liabilities — 
Total assets ~~ 
initial Capital 
~ Retained profits -= 
“Long-term liabilities 
Net profit 1989 ~~~ 2 
Net profit 1990 E eee 
Provisional Hongkong industrial 
Technology Centre 











HKS billion : 

Water supplies department 

Post office 

Airport landing fees etc. 

Altport concessions revenues 1.10- 0 





wilh simtiar oo fisted utitties 
Excludes cost of capital 


Capital value of promina 
-office space at end-1990 











large-scale privatisations,” Macleod says. 
Despite this, and the government's re 
cent sale of its effective control of the Hong 
kong Building & Loan Agency, one size- 
able asset is for sale: according to Mon 
Affairs Secretary David Nendick, the Ex- 


change Fund would consider any serious 


offer (over HK$1 billion) for the 48-branch. 
Overseas Trust Bank, which the govem- 
ment rescued in 1985. 

The government could also privatise the. 
subsidised civil service mortgage schemes, 
which currently cost more than HK$1 bil- 
lion a year. Housing for civil servants can. 
be subsidised (if that is absolutely neces- 
sary) without placing such a burden on the. - 
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capital budget. 
_ Even if the government 
were minded to consider large- 
scale privatisations, they would 
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cal reserves it deposits with the 
Exchange Fund. Although the 
Treasury and. the: Exchange 
Fund regard each other as sepa- 
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negotiate the interest rate ‘the 
government will receive, the 
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emment’s “investment” in it 





Capital revenue 


system make it likely that these 
interest earnings are less than 
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of cash — some HK$30-40 bil- 





ces. 

Nevertheless, Macleod notes 
that “the Housing Authority, 
like the KCRC, is reaching a 
stage where its finances are be- 
coming so healthy that it could start to re- 
turn some of the money that’s been plough- 
- edinto it. It’s not there yet, but on the other 
“hand, it’s not far off.” 

Similarly, Hongkong’s subway system, 
‘Tun by the Mass Transit Railway Corp. 
(MTR), would be difficult to sell because it 
has about HK$13.4 billion of debt resting on 
equity of HK$8.4 billion: the government 
would have to inject huge quantities of 
equity to make it attractive to potential 
buyers. The MTR’s finances will be in a fit 
State to enable the corporation to be 
privatised “by about 1997,” says its chair- 
man and chief executive, Hamish Mathers. 

For a range of non-corporate assets, 
_ such as the Water Authority, the Post Of- 
fice and the existing Kai Tak airport, the 
government is looking at various options. 
Privatising water or posts would be compli- 
cated by political issues (much of Hong- 
kong’s water is bought from China, for 
example). 

The cost of compensating workers for 
the fringe benefits they will lose when they 
cease to be civil servants would also be 
large. Instead, the government will be look- 
_. ing for an adequate return on asset-inten- 
.. sive operations such as the Water Author- 
ity, while the labour-intensive Post Office 
-will be expected to earn a reasonable mar- 
gin on its turnover, Kai Tak, which makes 
HK$1.22 billion a year, cannot be sold until 
a new airport is built. 

The government is also showing interest 

in the potential of the offices it occupies. 

_.. The buildings themselves are worth an es- 

-timated HK$23.32 billion. Later this year, 

tenders will be invited for redevelopment 

of a government office site in the Central 

business district. Allowing the present un- 

___ distinguished four-storey building to be re- 

~ placed with a towering edifice of steel and 

concrete will generate huge sums in rev- 

enue (to be shared with the SAR Land 

Fund) and provide the government with 
free office space to boot. 
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of sale-and-leaseback of offices would not 
only realise some of the government's cap- 
ital but also force the administration to rec- 
ognise the true annual cost of the space it 
occupies. 

Finally, the government should look at 
the interest it earns on the HK$72 billion fis- 


More radically, a large-scale progr. 





lion: breaks over the govern- 
ment coffers. Yet while it waits 
for the money to’come in, the. 
government finances its opera- 
tions from reserves. Thus for- part of the 
year, the government's reserves are sub- 
stantially below their HK$72 billion pub- 
lished level, and probably only about 50% 
of the amount can be locked into the more 
lucrative longer-term deposits. A smoother 
flow of tax revenues would enable the gov- 
ernment to make its money work harder. = 





POLICIES 2 


Bonds are only one financing option for Hongkong 


Looking for leverage 


issue small quantities — probably 

HK$2-3 billion — of two- and three- 
year government debt to finance the port 
and airport development strategy (PADS), 
But the financing of major infrastructure 
projects is more likely to be characterised by 
sleight of hand than by a straightforward 
ballooning of government debt. 

The official forecasts assume that about 
one-third of the cost of PADS, now reduced 
to HK$79 billion (at 1990 prices) from 
HK$127 billion in a reconfigured package 
presented to Peking, will come directly 
from the government, in the form of direct 
payments for some capital works and injec- 
tions of equity into the Airport Authority, 
the government body which will develop 
the airport. 

With financing from bond issues, syndi- 
cated loans and export credits, the Airport 
Authority will have a gearing of roughly 
2:1, traditionally the level of its nearest 
equivalent in the territory, the Mass Transit 
Railway Corp. (MTR). 

The granting of large-scale export credits 
would give the Hongkong Government a 
crucial breathing space, according to Hong- 


T: Hongkong Government plans to 
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kong Bank general manager Paul Selway- 
Swift. “Of course, the government will still 
have to pick up the financial burden even- 
tually, but export credits would give them 
time to get the airport producing a revenue 
stream before they have to worry too much 
about servicing debt.” 

By encouraging the Airport Authority, 
the MTR and the Kowloon-Canton Railway 
Corp. (KCRC) to take on more market debt, 
the government can leverage its own equity 
investments, while also removing the debt 
from the government's published accounts. 
And from the increasingly brightly lit politi- 
cal arena. 

In turn, the government can mobilise 
the undisclosed reserves of the Exchange 
Fund, estimated to be not less than HK$75 
billion, to support these borrowing pro- 
grammes. These reserves are invested in a 
spread of currencies, sovereign debt and 
bank deposits. The Exchange Fund is al- 
ready perhaps the principal market-maker 
for its own short-term paper, and will 
doubtless be standing behind the govern- 
ments first bond issue. Will it, then, also 
buy government-guaranteed Airport Au- 
thority bonds? 
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Tokyo closes. 
London opens. 





“Around the world in eighty days” is a 
thing of the past. As world markets move 
even closer, distance is no object to today’s 
investor, 

A responsible investment advisor will 


not just read the latest information off 


the stock market computer. He will supple- 
ment it with additional data, collected and 
evaluated on the spot. 


UBS. The bank of experts. 


ADVICO YOUNG & RUBICAM 


There's 
no substitute for 
expert advice. 


That’s why “global presence” is the 
essential basis for sound investment advice. 
Being the country’s leading bank, UBS has 
made good use of the Swiss inclination to 


think international. 






Union Bank 
of Switzerland 


UBS in Asia, Australia and India: Tokyo, Hong Kong, Singapore, Sydney, Taipei, Beijing, Bombay. Head Office: Union Bank of Switzerland, 


Bahnhofstrasse 45, CH-8021 Zurich. 





THE NEW SIGN OF CREATIVITY 
IN AUTOMOTIVE ENGINEERING 














Creativity. It’s what makes an idea brilliant. The sanie is true in automoti 
engineering, as these four examples of Toyota’s art bear witnes 
And it all starts with a concept. Celica. Its sleek sports car styling 
exciting to see, even when it’s standing still. But the powerful engir 
under its aerodynamic hood guarantees it won't stand still for lon 
Previa — a new breed of passenger car that combines the versatility . 
a wagon and the ride and comfort of a sedan. Placing the engine und: 
the floor at a 75° angle let us create a flat, roomy and luxurious interic 
Sera . . . it’s got wings, and you'd better believe it can fly. Unique gull-win 
doors create a roof made of glass, for the wide-open feel of the roa 
MR2. Mid-engine performance and grand-prix handling combine wi 





From left to right; Celica, Previa, Sera and MR2. N 


[0 REALITY. 


optimum weight distribution to hail the return of 
ie roadster. Where we got our creative power is, of 
jurse, the stunning results of Toyota’s Twincam 
lulti-valve technology. Lightweight, compact and 
igh-performance power plants you'll find on every 
oyota we make, including Corona and Corolla. 
xciting designs like our 1600 and 2000cc that are 
irquey, quick and responsive at any speed. This 
edication to making brilliant ideas a reality is what 
tives the Toyota attitude and philosophy. It’s a con- 
hat keeps us on the leading edge of creativity. 








i} modets available in all ż 
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Composition with red, yellow and blue. 
Mondriaan, 1921, Haags Gemeentemuseum. 


habobank 
The Art of Dutch Banking 


Singapore Branch, 50 Raffles Place 32-01, Shell Tower, Singapore 0104, 
Republic of Singapore. Telephone: +652259896. Telex 42479. 


Rabobank Asia Ltd., 50 Raffles Place 32-01, Shell Tower, Singapore 0104, 
Republic of Singapore. Telephone: +652259896. Telex 21403. 


Hong Kong Branch, One Exchange Square, 10 F, 8 Connaught Place, 
Central, Hong Kong. Telephone: +8528269300. Telex: 80556. 


Rabobank Nederland, Croeselaan 18, 3521 CB Utrecht, the Netherlands. 
Telex 40200. 

New York, Dallas, San Francisco, São Paulo, Curaçao, London, Antwerp, 
Brussels, Paris, Luxemburg, Zürich, Milan, Madrid, Singapore, 
Hong Kong, Jakarta, Sydney, ADCA-Bank (Frankfurt, Berlin, Düsseldorf, 
Hamburg, Hanover, Leipzig, Munich, Stuttgart). 


In banking, 
as in art,a clear 
concept 
can make all the 
difference. 


The Dutch artist Mondriaan spent 
more than 20 years refining a style of 
painting he called neo-plasticism. : 
Similarly, Rabobank carefully 
defined and refined its own style of 
banking. As the Dutch economy 
and industry grew, so did Rabobank, 
becoming one of the largest 
domestic banks. Today, with total 


assets of more than US $ 115 billion, 


Rabobank isoneofthetop 50 banks — a 


in the world, with offices in major 


financial centres and ports around 
the globe, active in financing 
agribusiness, commodities and in 
every aspect of international 
banking. And we still have our own 
clear, long-term view of client 
relationship, based on commitment, 


dedication and trust. 











Similar questions arise about the atti- 
tude of the so-called Land Fund, which is 
money set aside for the government of the 
post-1997 special administrative region and 
which comprises half the money the Hong- 
kong Government raises from land sales in 
the twilight years of the colonial era. 
How much the Land Fund contains is 
not officially disclosed, and forecasts of how 
much it is likely to contain by 1997 form 
another flashpoint in the increasingly acri- 
T relationship between China and 
mgkong Government. In the year to 
March 1991 alone, the government will 
have transferred HK$4.15 billion to the 
fund. Assuming a compound interest rate 
of 10% since its inception in August 1986, 
the fund now contains about HK$25 billion. 








. Ithough Selway-Swift, who is a 
member of the Land Fund commit- 
4L Ñ tee, says there is no theoretical 
reason. why the fund should not invest 
in Hongkong Government-linked paper, 
another member of the committee closer to 
Peking dismisses the suggestion. The Land 
Fund. has never bought any Hongkong 
Government-linked paper, he says. And 
never will, is the strong implication. 

© This seems a little strange. The Joint 
Declaration of 1984, under the auspices of 
which the Land Fund was formed, contains 
no clause prohibiting such investments. In- 
stead, it states that such funds are to be 
“deposited in banks incorporated in Hong- 
kong and shall not be drawn on except for 
the financing of land development and 
public works.” 

Moreover, the Land Fund's only known 
investment would seem to have given 
short shrift to the provisions of the Joint 
Declaration. It bought a 10% stake in Hong- 
kong Telecom from the government in De- 
cember 1988 in a deal possibly brokered by 
David Li Kwok-po, the then deputy chair- 
man of Hongkong Telecom and a member 
of the Land Fund’s investment committee. 

As the tertitory’s best-rated international 
borrower, the MTR is discomforted by sug- 
gestions that it undertake and finance large 
sections. of the controversial PADS project. 
‘Hamish Mathers, the MTR’s chairman and 
chief executive, says: “We like to do every- 
thing ourselves — we aren't happy to have 
our work done by other people.” 

The MTR could contribute to the project 
by building a rail link to the airport. This is 
one part of the original PADS project which 
may disappear as part of the compromise 
with China. But it could be resurrected by 
R later this year as part of a stand- 
lan to expand a public transport sys- 
-is already perilously close to 










_- Running a line through a major reclama- 
tion site in west Kowloon, which could ter- 
-minate conveniently close to the new air- 
port, would cost HK$15-20 billion at 1990 
prices. The MIR could manage this “within 








our financial strategy as long as we have fi- 
nancial support from the government,” 
says Mathers. 

The MTR is currently carrying a relatively 
low debt load of about HK$13.37 billion of 
debt on an equity base of HK$8.39 billion. 
The extent to which the political uncertain- 
ties generated by the Peking massacre of 4 
June 1989 and the subsequent politicking 
over PADS have undermined the corpora- 
tion’s market credibility will be tested this 
year when it attempts to refinance HK$3.2 
billion of public bonds. This is part of an 
overall HK$5 billion financing programme 
for the year. 

The government has another potential 
ace up its sleeve. The natural buyer for 
long-term Hongkong dollar debt is an or- 
ganisation with long-term Hongkong dollar 
liabilities — in short, pension funds de- 
nominated in Hongkong dollars. The gov- 
ernment has no idea of the size of the 
Hongkong dollar-based pension industry, 
because it has never collected any data. 
However, actuaries Wyatt & Co. estimates 
that the amount of money under manage- 
ment for retirement schemes in Hongkong 
is about HK$80 billion. 

The largest pension fund in the territory 
should be the government's fund to pay 





INDUSTRY 


Vietnam beer profits lure foreign competition 


Rivalry brewing 








being the most profitable state- 

owned enterprise in Vietnam. No im- 
mediate challenge is expected from other 
state factories since most survive on gov- 
ernment subsidies and cheap credit. The 
popularity of smuggled foreign beer and fu- 
ture competition from joint-venture brew- 
eries, however, could challenge the com- 
pany's hold on the local market. 

Saigon Brewery director Hoang Chi 
Quy, like many other new Vietnamese con- 
verts to free-market principles, refuses to 
disclose his brewery’s profit figures. He 
says the information “could prompt the 
government to increase our taxes.” None- 
theless, government officials confirm that 
the brewery’s tax payments of Dong 132 
billion (US$18 million) make it the big- 
gest industrial contributor to Hanoi’s 
coffers. 

Saigon Brewery’s sales jumped to 60 
million litres in 1990 from 56 million litres a 
year earlier, despite stiff competition from 
an estimated US$20 million of smuggled 
Heineken beer, which sells for Dong 5,000 


S aigon Brewery has the distinction of 
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the pensions of civil servants. If it existed. _ 
But this liability, which actuaries in Hong- 
kong estimate at about HK$50 billion, does 
not appear in any government accounts. 
Rather, civil service pensions are funded or 
an ad hoc basis from the general revenue 
account. iR 
The payments, though growing, are not 
particularly burdensome. In the year to _ 
March 1990, pension payments totalled — 
HK$1.95 billion (or 3.7% of general revenue 
expenditure). That figure is expected to rise _ 
to HK$2.59 billion (4.1%) in the year ending 
March 1991, and to HK$2.84 billion (3.8%) 
in the following year. ; 
If the government was to set up a speci- 
fic pension fund, the money could quite 
legitimately be invested in Hongkong dol- 
lar-denominated airport bonds. Legislative 
councillor and accountant Peter Wong i 
more blunt: “Pension payouts could be sec 
ured on the income stream of the airport.” 
The initial funding of pensions could 
come directly from the Exchange Fund. A: 
even Secretary for Monetary Affairs Dat 
Nendick admits, for such a profitable gc 
emmment mechanism as the fund, “there _ 
must come a time when. someone suggests . 
it pays a dividend.” ee eae 
@ Philip Bowring and Michael Taylor 





a can, or US 68 cents: “Smuggling has a 
strong impact on us,” Quy says. “Everyone — 
likes foreign products, so we have to limit 
the price of our products [to Dong 3,800].” 
The brewery may soon have Heineken | 
as a domestic competitor, as the Nether- 
lands-based company is keen to establish a 
beach-head in Vietnam. A spokeswoman 
in Amsterdam says the company is negot- 
iating with potential partners, including the 
Ho Chi Minh City government, to build a- 
joint-venture brewery in Vietnam. A final 
agreement should be struck within two: 
months, she says. Rrra 
Saigon Brewery, meanwhile, has re- - 
jected overtures from a host of foreign 
suitors, including Heineken. “We have _ 
enough capital to set up a new- factory,” 
Quy says. “Why should we divide our pro- 
fits with a foreign company?” Indeed, in 
the three years since Saigon Brewery was 
granted autonomy under the Communis 
Party's economic renovation programme, i 
has earned enough money to invest US$22 
million to upgrade antiquated equipm 
and begin building a second plant: < 
The old French-built brewery has come 
a long way since it was nationalised in 1975, 


BUSINESS AFFAIRS 





after the communists seized power from 
the US-backed South Vietnamese govern- 
ment. The company’s beer quality deterior- 
ated and production slumped to 20 million 
litres a year — despite a designed capacity 
of 150 million litres — after the former beer 
masters fled and the government ran short 
of foreign currency to import ingredients 
such as malt barley and hops as well as 
spare parts for machinery. 

Saigon Brewery’s nosedive was exacer- 
bated by Hanoi's efforts to build a centrally 
planned economy, under which state dis- 
tributors provided the company with raw 
materials and distributed its beer. But the 
company’s fortunes were reversed in 1987, 
when the government told it to find its own 
supplies, market its products and make a 
profit. 

Quy immediately began importing malt, 
barley and hops from France, Australia and 
Denmark. He also added four new brands 
in aluminum cans — 333, Bino, Bear and 
Saigon Export — to existing draft and bot- 
tled-beer products. 


eer output from brewery’s upgraded 
B plant and new plant under construc- 


tion is expected to reach 150 million 
litres by 1995. But beer consumption will 
have to increase in Vietnam before the 
brewery can sell that amount. Quy esti- 
mates that annual consumption is less 
than 1.5 litres a person, compared with 
around 80 litres in many European coun- 
tries. 

The director's most immediate problem, 
however, is exchanging Saigon Brewery’s 
dong for foreign currency to pay for new 
imported equipment. Because of Vietnam's 
desperate shortage of foreign exchange, 
Quy received permission from the govern- 
ment to use the brewery’s excess dong to 
buy rice, rubber, coffee and cashews on the 
domestic market, which he then exports to 
earn US dollars. 

Saigon Brewery’s success stands in 
sharp contrast to Hanoi Brewery, which 
has had a much harder time adjusting to 
the new economic climate. Because of de- 
teriorating equipment dating back to the 
French colonial era, Hanoi Brewery has had 
difficulty competing with smuggled beer 
from China and Singapore as well as with 
Saigon Brewery’s new brands from Ho Chi 
Minh City. It has also had difficultly financ- 
ing the import of raw materials, which 
caused production to fall to 28 million litres 
in 1989 from 36 million litres in 1988. 

Last year, however, Hanoi Brewery’s 
output jumped back to 35 million litres, 
bringing in a profit of Dong 6 billion, ac- 
cording to Thai Luong, general director of 
the Union of Alcohol, Beer and Beverage 
Factories in the capital. The government re- 
funded the brewery’s 40% profit-tax pay- 
ments, which it invested in equipment that 
will begin producing its first canned beer, 
Truc Bach, in July. a 
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Train substitute on the Sipocot-Ragay railway; boarding a PNR train: in deep debt. 





Philippine.railway to upgrade services 


Back on track 





By John McBeth in Naga City 


hen the privately owned Centre 
We Research and Communica- 

tion produced a widely circulated 
handbook on Philippine infrastructure in 
1989, it made one glaring omission. No- 
where in the publication is there a reference 
to Philippine National Railways (PNR) and 
its one-track line between central and 
southern Luzon. 

It is understandable. First laid in 1888 to 
move produce from plantations and rice- 
lands to markets in Manila, the PNR line 
has long since fallen on hard times. Indeed, 
the battering it took from the Japanese 
and the Americans during World War II 
was matched only by the patronage and 
chronic inefficiency that marked its decline 
during the presidency of the late Ferdinand 
Marcos. 

In 1988, the PNR lurched deeper into the 
red when the government introduced a sal- 
ary-standardisation programme for its em- 
ployees, a move that operations manager 
Ramon Jimenez says almost doubled the 
railway’s payroll. Not only was the PNR 
forced to lay off 200 workers and cut back 
services further, it needed P192 million 
(US$6.8 million) in government subsidies to 
make it through 1990. 

Now, hopes of good times ahead are 
rising. Drawing on P1.2 billion in loans 
from Japan’s Overseas Economic Assist- 
ance Fund, the PNR is embarking on an 
upgrading of the still-profitable, 474-km 
southern Luzon line that will cut travel time 
to the Albay province capital of Legaspi 
City from Manila by at least four hours to 
eight hours. 
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switches cause at least three derailments a 
week, and even on the better stretches of 
the railway, trains often lurch and pump 
alarmingly. Officials say it will take two 
years to replace rail ties, re-ballast the foun- 
dations, repair bridges and install a proper 
signalling system. 

The work should already be under way, 
but the lowest bid submitted for the project 
was P1.8 billion, or 2800 million more 
than the PNR’s Approved Agency Estimate 
(AAE). Under Philippine law, any tender 
120% above or 70% below an agency esti- 
mate means a review of the original esti- 
mate and the calling of new bids. 

The Philippine rail network once ran 
from Legaspi City to northern La Union 
province, with branches extending to Caba- 
natuan and San Jose in Nueva Ecija, San 
Quintin in Pangasinan and the sugar-grow- 
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ing area of Floridablanca in western Pam- 
panga. The branches have been eliminated, 
leaving a single truncated line from San 
Fernando in Pampanga to Iriga in southern 
Camarines Norte. 

The PNR ceased using the track between 
Iriga and Legaspi about five years ago be- 
cause it did not have enough spare locomo- 
ti push passenger and freight trains 
over the Daraga incline in the Mayon Vol- 
cano foothills separating the cities. Work- 
men are currently laying a diversion gra- 
dient. 

-At a later stage, the PNR also plans to re- 
furbish the northern Luzon line, restoring 
services beyond San Fernando to the Pan- 
gasinan province capital of Dagupan, 270 
km north of Manila. Assistant general man- 
ager Erasto Laiz says this route has suffered 
a greater loss of business than the southern 
line because of a better highway system 
and the steady growth of central Luzon 
trucking companies. 

The passenger service that runs four 
times a day to and from southern Luzon 
will be maintained after the improvements 
are complete. Provincial officials believe the 
rehabilitation of the track and an increase in 
freight services will be an important factor 
in improving the economy of the southern 
Bicol region, which has long suffered from 
poor communications with central Luzon. 

The PNr’s freight-load factor has de- 
dined significantly since its heyday in the 
1960s when, as the virtual sole carrier, it 
moved more than 1 million tonnes a year. 
In the first 10 months of 1990, only 30,000 
tonnes were transported by rail, down 
from 48,000 tonnes the previous year. As a 

ence, the total intake from com- 
bined freight and express cargoes dropped 
to only 213.03 million last year from 
218.43 million in 1989. 

Still, there has been an encouraging in- 
crease in PNR passenger patronage, partly 
because’ of last year’s introduction of the 
new Metrotren commuter service that runs 
from Laguna through Manila and on to San 
Fernando. In 1990, passenger-fare income 
rose 15.5% to P83.5 million, or 86.5% of 
total receipts. PNR figures show a related 
growth in passenger kilometres serviced by 
the railway’s coaches to 226.2 million from 
209.9 million. 

The PNR will not be receiving govern- 
ment assistance this year, and in an effort 
“to make up for any shortages, it is selling or 
leasing some of its 5,000 ha of real estate. 
“This includes land once used by its island- 
‘wide bus service that was discontinued in 
1980 to avoid competition with the private 
sector. 






In whati is its largest real-estate venture, 
the railway last year entered into an ar- 
‘rangement with Ever-Gotesco and Tri- 
Union Properties to lease its main Tutu- 
-ban railway station in Binondo, Manila's 
Chinatown district. Covering much of the 
- 22-ha property, the 24 billion plan calls for 


the construction of a four-star hotel and a 
giant commercial shopping complex. 

The railway station will be refurbished 
or rebuilt as part of the development plan, 
and customers of the shopping centre’s 
large-scale retail outlets will be able to take 
their bulk purchases home by train. Under 
the terms of the agreement, the PNR will re- 
ceive a guaranteed P52.5 million a year, or 
1% of the gross revenue generated by 
the complex, along with a 15% share of 
sub-leases. 

Jimenez believes the deal could be 
worth as much as P100 million annually. 
“We see this as an interim measure until 
we can stand on our own two feet,” he 
says. “We hope we will be able to do that 
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Ailing Malaysian firms begin to revamp 
Takeover tonics | 





By Doug Tsuruoka in Kuala Lumpur 


any ailing companies in Malaysia 
are to map out recovery 
strategies in a new trend emerging 
on the domestic financial scene. Some cor- 
porate revamps are already under way, 
while others are awaiting regulatory. ap- 
proval of plans involving mergers and 
share swaps with more competitive com- 
ies. 

The restructurings will transform many 
of the companies beyond recognition. For 
example, Imatex, a yarn and fabric maker, 
will enter the automobile industry with a 
M$250 million (US$95 million) takeover of 
Automotive Corp. Malaysia (ACM), an as- 
sembler of Isuzu trucks and the sales agent 
for Proton car distributor Edaran Otomobil 
Nasional. 

And Kuala Lumpur Industries (KLI), a 
property-finance company, will move into 
the kettle-and-stove business with a 
M$164.3 million reverse takeover of Bee 
Hin Holdings. In addition, Kampong Lan- 
jut Tin Dredging, a defunct tin miner, has 
announced a planned M40 million 
takeover of DCA Pemaju, a housing de- 
veloper with large property holdings out- 
side Kuala Lumpur. 

Analysts say the success of these re- 
vamps will hinge on whether Malaysia’s 
property and consumer-goods markets can 
ride out the expected slowdown in demand 
for Malaysian exports and on the ability of 
these companies to bring their indebted- 
ness under control. Moreover, financial 
documents show that many of the com- 

face uphill fights to become profita- 
ble. Imatex, for instance, owes creditors 
M$36 million. The company posted ac- 





when our rehabilitation project is com- 
plete.” 

As with other state-owned or controlled 
corporations, the PNR will also be affected 
by a move to trim fat from the govern- 
ment's bloated bureaucracy. Although nor- 
mal attrition and an early retirement pro- 
programm 
the railway is under i ins 
Aquino administration to cut 
5,000-strong staff by S : 

Jimenez supports arguments for a leaner 
civil service by pointing out that the reduc- 
tion is parang flair ig (0) operations 

till geared 
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cumulated losses of M$90.5 
and negative shareholders’ fund s of M$32. 
million. S 
Imatex’s woes in October 1982, 
when United Asian Bank and other cre- 
ditors froze its credit facilities because of ac- 
cumulating losses. Some analysts say the 
company’s decision to assume a stake in 
Malaysia's vehicle market is a step in the 
right direction since its debts will be erased 
through a capital reduction. : 
But the value of the ACM purchase to Im: 
atex, which will be satisfied by a M$250 mil- 
lion share issue in a new holding company 
created by Imatex, strikes a few analysts as- 
inflated. This camp believes ACM's financial 
health is too dependent on a cyclical upturn 
in the vehicle market and could be eroded if 
there is a softening in local vehicle sales. 
ACM managing director Yahaya Ahmad 
disagrees with critics. ACM had a loss of 
M$8.8 million in 1988 mostly because of 
exchange-rate losses connected with out- 
standing yen loans. Adjusting for such fac 
tors, Yahaya argues, the company’s per- 
formance surpassed that of competitors. 
Also, Yahaya points out that the com- 
pany’s pre-tax profit in 1990 rose 24.4% 
from a year earlier to M$46 million. Rev- 
enue surged 51% to M$276 million. He says 
ACM's price-earnings ratio of 6.5 compared. 
favourably with its competitors, — = =o 
Yahaya adds that more than 90% of 
AMC's sales are in the commercial-vehicle 
market, which is likely to be more resilient 
than demand for passenger cars. 
KLi’s_ restructuring also shows pro 
mise. Even though it posted accumulate 
losses of M$77.29 million to the- 
ended on 31 October 1989, executive ch: 
man Datuk Teong Teck Leng disclosed 


















INESS AFFAIRS 


March that the company is taking steps to 
‘wipe out its debts through the acquisition 
of Bee Hin and the creation of a new com- 
‘pany, Kuala Lumpur Industries Holdings 
As part of the restructuring exercise, 
KLIH will issue more than 9.3 million ordi- 
nary shares priced at M$1 each to KL's 
shareholders. KLI and Bee Hin will then be- 
come wholly owned units of KLIH. The 
M$100 million of KLI property assets and 
Bee Hin’s sizeable share of the domestic 
_ cooking-utensils market could bring about 
¿a turn-round in the next few years. KU 
-posted a 1989 loss of M$4.3 million on rev- 
enue of M$28.6 million. 
Kampong Lanjut is likely to benefit from 
a voyage into Malaysia’s property sector. It 
has served as an investment-holding con- 
cern since 1988, when it acquired a 20% 
equity interest in a financial company, Pan 
Global Equities. Analysts say returns from 
that investment were so low that they failed 
to meet the company’s administrative ex- 
>. penses, spurring it to look elsewhere for 
t 


- isposing of its Pan Global stake, 
De Lanjut has taken over 
; DCA Pemaju, a property specialist. 

The M$40 million deal will be financed 

= through the sale of Kampong Lanjuť’s in- 

terest in Pan Global and the proceeds from 


a M$36 million rights issue. 


DCA is building a residential-housing 
project known as Taman Sungei Besi Indah 
`- on the outskirts of Kuala Lumpur. The pro- 

» ject site near the new Selangor Turf Club 
will have more than 4,000 residential and 
commercial units, Pre-tax profit from this 
_ development alone is expected to reach 

-< M$40 million in 1991, significantly altering 
Kampong Lanjut’s profit outlook. 
The company hopes that returns from 


|; such new developments will help it post 


M$6.8 million in pre-tax profit this year on 
revenue of M$28.3 million. This compares 
with a pre-tax loss of M$1 million on rev- 
enue of M$200,000 in 1990, as huge ad- 
ministrative expenses and other charges 
drove the company deeply in the red. 
These predictions presuppose that de- 
mand for condominiums and other hous- 
» ing will remain strong. Forecasts show 
there is still plenty of room for late entrants 
into the property market such as Kampong 
Lanjut, but some analysts fear the newcom- 
ers could be caught in a downturn if over- 


ce > building continues. 


Some economists argue that the recent 


- ¿_ tise in spending on consumer-durable 


goods, especially cars and major kitchen 
appliances, bodes well for companies such 
as Imatex and KLI. But these companies 
_ could be hard hit if there are unforeseen 
changes in consumer spending patterns. 
“GDP growth in Malaysia is expected to fall 
below 8% in 1991, compared with 9.4% in 
1990. a 
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VIETNAM 





On the brink 


of the economic reforms intro- 

duced by the communist party 
since 1986. Price increases hit a monthly 
rate of 13.2% in January — compared with 
around 3% a month in early 1990 — before 
falling back to 8.7% in February as the au- 
thorities released rice to cut food prices in 
northern provinces. 

Vietnamese economists fear that infla- 
tion could reach an annualised rate of 400% 
before the end of the year. Price rises are 
being driven by the government's growing 
budget deficit and by cuts in aid and cheap 
inputs from the Soviet Union. 

Since September, the price of rice has tri- 
pled, while the cost of fuel and fertiliser has 
doubled. The blackmarket value of the US 
dollar has risen to Dong 7,900 (US$1.07), 


he resurgence of hyper-inflation in 
i l Vietnam is threatening the success 
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compared with an official rate of Dong 
7,400. 

State employees, who have not had a 
sizeable pay increase for two years, have 
seen their buying power fall by 68% in 
Hanoi and 60% in Ho Chi Minh City, ac- 
cording to government estimates. 

The government's deficit for 1990 was an 
estimated Dong 2.3 trillion, or 34% of gov- 
ernment expenditure. Much of the shortfall 
was caused by subsidies to loss-making 
state firms. These receive cheap raw mate- 
rials and energy, large tax breaks, and cre- 
dit at 2.8% a month from state-controlled 
banks, which pay depositors 4% a month. 

A new but problem-plagued tax system 
has made matters worse. Ministry of Fi- 
nance officials estimate that the state col- 
lected just over one-third of its targeted rev- 
enue in the first half of 1990. Premier Do 
Muoi said in December the government 


“PAR PACTEDA COOMO OEUECAA: 





would pay 15% of its income this year t 
service foreign and domestic loans taker 
out to cover the deficit. 

Despite this crisis, officials say Hanoi i 
unlikely to try to overhaul the financial anı 
monetary system before the communis 
party congress, due to be held in June. The 
party fears that cutting subsidies to state en 
terprises would trigger the firms’ collapse 
causing massive unemployment and popu: 
lar discontent. 

Economists estimate that 1.2. million 
workers are wholly unemployed, with 
another 6 million underemployed, out of a 
labour force of 24 million. Unemployment 
increased sharply last year as thousands of 
workers returned. from the Soviet Union, 
Eastern Europe and Iraq, as soldiers were 
demobilised, and as more than 2,000 small 
private enterprises went bust after the col- 


„ lapse of hundreds of credit cooperatives. 


The crisis in the Soviet Union, which 


last year caused Hanoi's long-time ally to 


fall behind in its shipments of fuel, fer- 
tiliser, steel and cotton, has forced Vietnam 
to buy costlier substitutes on world mar- 
kets. Moreover, a new bilateral economic 
agreement has sharply cut Moscow’s aid 
and trade credits to Hanoi. 

Under the new agreement, trade be- 
tween the two countries — previously cal- 
culated in roubles at soft prices — will be at 
world-market prices, paid in hard currency. 
Trade is also to be balanced, and will total 
less than US$1 billion in 1991. Last year, 
bilateral trade with Moscow. totalled more 
than US$3 billion, according to Soviet figures. 

Vietnam had a trade deficit of US$72 
million with non-socialist countries in 1990, 
after a surplus of US$298 million in 1989, 
according to the General Statistical Office. 
Exports rose to US$1.17 billion from 
US$1.14 billion, while imports climbed to 
US$1.24 billion from US$840 million. 

Meanwhile, the trade deficit with com- 
munist countries narrowed to Rbl 334.2 mil- 
lion (US$618.9 million) from Rb! 918.3 mil- 
lion. Exports to communist partners climb- 
ed to Rbi 1 billion from Rbl 807.5 million, 
while imports shrank to Rbi 1.4 billion from 
Rbi 1.7 billion. 

Vietnam’s trade gap with. non-socialist 
countries is likely to widen further in 1991 
— assuming even that Hanoi can arrange 
short-term. credits for (it remains 
constricted by the US trade embargo and its 
own default on payments to the IMF). 

The national assembly in December set 
a 1991 target of 4.3% growth in GNP. 
Growth was estimated at 2.9% in 1990 and 
2.3% in 1989. m Murray Hiebert 
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BRIEFING 


India sharply curbs imports 

to avert reserves crisis 

> India took drastic steps on 20 March to 
discourage imports in order to preserve its 
foreign reserves. Despite US$1.8 billion 
loaned by the IMF in January, the reserves 
stood at only Rps 43 billion (US$ 2.2 billion) 
as of 8 March, and were seen declining to 
Rps 15 billion by the end of May. 

ary measures that would unlock a 
further US$2 billion in IMF credit are 
unlikely before a new government is 
formed after elections in late May. Under 
the 20 March rules imposed by the Reserve 
Bank of India, importers of industrial raw 
materials must deposit 133% of the value 
of consignments with banks before letters 
of credit (LCs) are opened, and no néw LCs 
will be opened for capital goods. The 
three-month clampdown will cover about 
60% of imports. Government imports — 
most.of the other 40% — will be staggered 
over April-June and payments delayed. 
About US$2 billion in unused aid credits 
and approved commercial credits will 
provide some relief, but industries 

with a high gs task content wan be hard- 
hit. iga 







Indocement plans issue 
of US$207 million bond 


$> Indonesia's leading cement firm, 
Indocement Tunggal Prakarsa, has _ 
announced plans to issue a Rp 400 billion 
(US$207 million) convertible bond, the 
Jakarta stockmarket’s biggest equity- 
derivative issue to date. Indocement’s 
largest shareholders are magnate Liem 
Sioe Liong and his longtime associate, 
Djuhar Sutanto. Industry analysts said 
some of the proceeds will be used to 
acquire shares of another cement firm. The 
most likely candidate is Tridaya Manunggal 
Perkasa, of which Liem is already a 
minority shareholder. 





Thailand agreed to allow US airlines to 
tain current flight frequencies until 31 
October, hoping that a new air agreement 
will be signed by then. Talks held from 
18-22 March to renegotiate the previous 
pact, which expired in November, failed to 
sroduce agreement, but they were said to 
be cordial, a sharp shift from the animosity 
of earlier rounds. Thailand had earlier 
sought to reduce sharply US carriers’ 38 
weekly passenger and cargo flights into 
Bangkok. At issue were “fifth freedom” 
flights, by which US airlines carried 
passengers to Thailand from other East 
Asia capitals. Since Bangkok's February 








coup, the Thai side has backed away from 
a confrontation, and a deal preserving the 
present number of US flights is expected 
when talks resume in Washington, 
probably at mid-year. 


South Korea arrests 13 

over Doosan chemical spill 

> Seven South Korean Government 
officials and six employees of Doosan 
Group have been arrested following the 
country’s worst pollution incident. 
Doosan, maker of the best-selling OB Beer, 
has been charged with dumping more 
than 300 tonnes of phenol into the 
Naktong River in Laejon in a period of 
four months. Consumer groups have 
called for a boycott of Doosan, which has 
ventures with Nestle and Coca-Cola. 
President Roh Tae Woo has ordered an 
investigation into the incident. 


Business indicators 


US oil firm to expand 

facilities in Singapore 

> Mobil Corp. of the US announced on 25 
March that it will spend US$600 million to 
build a petrochemical complex and expand 
an existing oil refinery in Singapore. This 
follows Mobil’s US$100 million expansion 
of its diesel and kerosene plants in the 
republic. 


Ssangyong’s Saudi tie-up 

is approved by Seoul 

> South Korea’s Ministry of Energy 
approved a bid by the state-owned Saudi 
Arabian Oil Co. to form a joint oil-refining 
venture with the Ssangyong group. The 
Saudi firm is expected to acquire 50% of 
Ssangyong’s existing refinery in Onsan, 
rather than build a new plant as the two 
companies originally proposed. 
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Qantas claims control of 
Air New Zealand 
> A claim by Australia’s Qantas that it has- 
effective control of Air New Zealand shook 
the Wellington government. Qantas owns 
19.9% of the airline. Bill Dix, chairman of |: 
Qantas, said it also has agreements for. 
control of the voting rights of 7.5%- 
stakeholder American Airlines and- of 
Japan Air Lines, and for 15% out of a total 
35% held by Brierley Industries Ltd (BIL). 
When Wellington sold the airline in 1989, 
it retained a “Kiwi” share to ensure at least 
65% stayed in local hands, thus preserving. 
the carrier's rights under bilateral air. 
agreements. State-owned Enterprises 
Minister Doug Kidd said Qantas was 
“either boasting or up to no good” while 
BIL denied any “commitment or obligation ; 
to consult with Qantas” in exercising its 
votes. But BIL did acknowledge a secret. © 
agreement that Qantas would guarantee 
dividends and make good any drop in the 
share price below a stipulated level if BL ~ 
was forced to sell its stake before 17 April... 
1992. 




















Taiwan, Australia sign 
air-services agreement 

> Taiwan and Australia signed an air- 
agreement on 25 March, clearing the wa 
for direct flights between the two by 
non-flag carriers. Australia Asia Airway 
subsidiary of national carrier Qantas, and 
new cartier to be set up by Taiwan's China 
Airlines, will fly the route — a-device 
intended to placate China. A Chinese 
official nevertheless complained that 
Canberra had not sought Peking’s approval. 





New Zealand tightens 
bank-lending rules 

> New Zealand's Reserve Bank on 26 
March imposed a limit of 35% of capitalon: 
lending by banks to any one debtor. Banks: 
will also be required to inform the central: 
bank of any exposures exceeding 10% of 
capital. Evidence of formal board approval... 
(by the parent company, in the case of 
lending subsidiaries) will be needed for 
exposures exceeding 20%. The moves 
follow criticism of central-bank supervision. 
following the failure of merchant bank 
DFC New Zealand in 1989. 


Tata chief steps down 
after a half century 

> J. R. D. Tata retired after 52 years as head. ` 
of the Tata group, India’s largest industrial: 
concern. His nephew Ratan Naval Tata 
succeeded him as chairman of group 
Ne company Tata Sons. 
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Stockmarkets 
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rash and innovative are words that 
rarely spring to mind to describe 
the staid world of sovereign 
; bonds. Shroff would therefore like 
‘to. congratulate Malaysian stockbroker 
‘Rashid Hussain Securities (RHS) and its 
artner Morgan Stanley International for an 
issue of debt securities that is conspicuous 
for its originality. 
The pair have announced a US$190 mil- 
clion issue of Sovereign Exchangeable Bonds 
which can be exchanged for 50 million 
shares in Malaysia’s privatised nationwide 
telecommunications provider, Telekom Ma- 
laysia. This is the first time that a govern- 
ment has issued convertible debt securities 
linked to the shares of a privatised company. 
| Itis the first Malaysian sovereign bond issue 
| to be undertaken by a local stockbroker. 

The 10-year bonds carry a coupon of 6% 
and can be converted into equity after three 
years at an exercise price of M$10.50 
(US$3.80). Telekom shares were M$9.50 at 
the 26 March close of trading on the Kuala 
| Lumpur Stock Exchange. The bonds can be 
| converted at any time if the underlying 
|. shares increase by more than 50% above 
the conversion price. 

In effect, according to an architect of the 
deal, this means that “an investor gets a 
sovereign paper whose issuer is the Malay- 
“sian Government. On top of that, he gets 

z| the option to convert it only when it is pro- 
fitable.” Investors appear to agree, because 
the issue was 30% oversubscribed. 

The first public tranche of 470 million 
Telekom shares has soared in value since it 
was listed in November 1990 at an initial 
public offer of M$5 per share. The shares 
currently have a market value of nearly 
M$20 billion and comprise 15% of the Kuala 
Lumpur Stock Exchange’s capitalisation. 

Sources say the government had been 
shopping around for a securities house to 
do a Eurobond issue when RHS and Mor- 
gan Stanley came up with the novel way to 
| freeze out the competition. RHS is a well- 
connected stockbroker which claims to 
have an inside track in placing the shares 
“overseas, thanks to an office in London. It 
| had been looking for a way to make the 
| shares more popular with foreign invest- 
ors. Both RHS and the government, how- 
| ever, leaned heavily on Morgan Stanley's 
- expertise to structure the deal. 

The new bond issue is sure to make 
Telekom shares more attractive to foreign- 
ù ers, particularly since the government con- 
tinues to delay plans to place a separate 
tranche of Telekom stock with overseas in- 
vestors. Many overseas brokers, in fact, 
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had been cool to the idea of such a place- 
ment since the government indicated late 
last year that the Telekom shares would be 
sold at a substantial premium to the initial 
price, making it cheaper to purchase them 
directly on the local bourse. 

m Doug Tsuruoka 


Singapore has burnished its reputation for 
regulatory zeal by investigating its chief 
commercial-crime prosecutor for corrup- 
tion. The fact that the Corrupt Practices In- 
vestigation Bureau is questioning Glenn 
Knight, scourge of stockmarket insider 
trading, is ample demonstration — if such 
were needed — that nobody is above suspi- 
cion in Singapore. 

Knight was replaced as head of the 
Commercial Affairs Department on 22 
March, one day before the public learned of 
the investigation. He has also been sus- 
pended from the civil service. No charges 
have been brought against him. 

Knight was involved in the successful 
prosecution of the 
two biggest stock 
scandals in Singa- 
pore’s recent his- 
tory. In 1986, he 
brought to book 
Malaysian politician 
Tan Koon Swan for 
abetting another 
businessman to 
make a dishonest 
payment in a share 
deal involving the 
infamous Pan-Elec- 
tric. When the deal 
unravelled, Pan-E] collapsed and the stock- 
markets of Singapore and Kuala Lumpur 
were closed for three days. 

The second involved the successful pro- 
secution of Singapore businessman Allan 
Ng on insider-trading charges in 1989 in 
what became the longest court case ever 
in Singapore. For his legal services, Knight 
was last year awarded a public administra- 
tion gold medal and was appointed to a 
committee charged with the task of updat- 
ing Singapore's company laws. 

Investors in the Singapore stockmarket 
have no need to ask the question: quis cus- 
todiet ipsos custodes? @ N. Balakrishnan 
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Knight. 


While Hongkong blue chips such as Jardine 
Matheson hedge their bets on the colony 
by preparing to diversify to other markets, 
second-liners with wider stakes in southern 
China are seeking to list across the border 
on the Shenzhen special economic zone’s 


FAR EASTERN ECONOMIC REVIEW 














Telekom’s hot line 


fledgling stockmarket. 

Is this another nail in the coffin for thi 
Hongkong bourse? And will China supph 
the hammer? 

Applied International, an electronics tor 
maker with its processing base in Shen 
zhen, is the latest Hongkong candidate t 
seek a listing on the Shenzhen bourse. Thre 
or four others are already in the queue. Th 
company, which floated on the Hongkon; 
stockmarket only five years ago, says a list 
ing in China would help with the marketin, 
of its products. 

For Hongkong companies with busines: 
interests in China, a mainland listing make. 
ample sense, giving them access to much 
needed renminbi to finance their mainianc 
ventures, while reducing their foreign-ex 
change risks and boosting their image witt 
local consumers. Never mind that there is 
scant corporate legal protection in Chini 
and no standard taxation system or ac 
counting standards. 

But whether Peking will allow foreigr 
firms — or even Chinese ones — tc 
capitalise on the Shenzhen stockmarket is 
open to question. First, Peking is believed 
to be unhappy with Shenzhen’s laissez- 
faire trading methods and is continuing tc 
block the bourse’s expansion. 

Shenzhen officials had hoped to open a 
centralised exchange before the official 
opening of the Shanghai Stock Exchange in 
December, but central government officials 
are apparently uneasy at the rules and reg- 
ulations advocated by Shenzhen, which are 
said to be closely patterned on those of 
Hongkong. 

In contrast, the Shanghai exchange hews 
more closely to Peking’s expectations, with 
regulations promising greater government 
control and tight limits on share-price fluctu- 
ations. 

Second, Peking’s only reason for sanc- 
tioning share trading, which after all is the 
epitome of capitalism, is to coax money out 
of its citizenry to salvage failing state- 
owned enterprises. The likelihood that the 
central government would allow a flood of 
foreign-controlled firms to list in Shenzhen 
or Shanghai is doubtful, regardless of what 
local officials might say. 

Shroff believes that only one or two 
token foreign stocks will be allowed to list 

eventually. With more than 6,000 com- 
panies in the country already converted into 
shareholding entities, and some 200 in 
Shenzhen alone, Peking is apt to give listing 
priority to home-grown enterprises, most of 
which are in desperate need of cash. 
@ Elizabeth Cheng 
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BUSINESS AFFAIRS 


RESEARCH AND 


Stepping on the 


cientists have long known that hy- 

drogen, the lightest element, is a 

clean-burning, recyclable fuel. Not 

only is it non-polluting, it also 
yields more energy than fossil fuels. And 
because it can be produced from water, 
there is almost an infinite supply. 

So why is the world not tapping hydro- 
gen for energy instead of coal and oil — 
fuels which help to cause the greenhouse 
effect, global warming, acid rain and smog, 
not to mention international conflict? 

There are three main problems with 
hydrogen: producing it cheaply, storing it 
in compact form, and handling it safely 


| Gt has had a reputation as a fire hazard 


since the Hindenburg explosion in 1937). 

Two men who are working hard to 
overcome these problems and promote 
hydrogen’s practical application as an alter- 
native fuel are Paul Weaver and Shoichi 
Furuhama. Weaver, a biochemist for the 
US Solar Energy Research Institute (SER) 
in Golden, Colorado, is studying ways to 
produce the gas economically, while 
Furuhama, president of Tokyo’s Musashi 
Institute of Technology, is designing and 
building hydrogen-powered cars. 

Both believe that even if hydrogen is 
costlier to produce than conventional fuels, 
the money saved on pollution control and 
public health will tip the scales in its favour. 
Burning just 1 litre of petrol produces 2.3 kg 
of carbon dioxide and other pollutants but 
generates only one-third the energy pro- 
duced by an equivalent amount of pollu- 
tion-free hydrogen. 

Hydrogen has been used safely in 
chemical manufacturing and refining since 
the beginning of the century. Most of this 
hydrogen is produced by electrolysis (split- 
ting water molecules with electricity) or 
by steam re-forming of methane. But both 
methods are expensive compared with the 
cost of producing fossil fuels. 

However, in Canada and Alaska, where 
electricity is cheap, hydrogen can be pro- 
duced by electrolysis for as little as 10 US 
cents per million calories. Petrol, at cheap 
US prices, works out at about 4 US cents 
per million calories. Japan plans in the next 
few years to import hydrogen from North 
America, according to Tokio Ohta, a hydro- 
gen expert and president of Yokohama Na- 
tional University. In February, Japan also 
unveiled plans to build a large hydrogen 
plant of its own. 

Cheap production is a major goal for 
Weaver and other SERI researchers. They 
have spent more than 10 years study- 
ing two promising techniques: photo- 
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chemical and photobiological conversion. 

Both methods harness the power of the 
sun and the natural chemical pathways 
used by plants for photosynthesis. In 
photochemical conversion, double-ringed 
organic molecules called porphyrin- 
quinones are used to trap light energy and 
release hydrogen. The photobiological 
method uses plant cells or bacteria that pro- 
duce hydrogen when exposed to light. 

Photochemical conversion has a theo- 
retical maximum efficiency (energy output 
versus energy input) of 32%. SERI research- 
ers have so far achieved only 13% experi- 
mentally. Consequently, while research 
continues in this field, photobiology cur- 
rently looks the better bet. 

Dozens of species of bacteria and algae 
produce hydrogen as a by-product of their 
metabolic processes. The list includes the 
human gut bacterium, Escherichia coli. On 


‘| value | pollution 
kcal/kg | index* 


behalf of SERI, scientists at the University of 
Miami are screening hundreds of these 
bugs to find one that can produce large 
amounts of hydrogen from water under 
various conditions, including high and low 
temperatures. 

The most promising organisms use so- 
called hy enzymes. There is no 
theoretical limit to their production capa- 
city, and some are active even in the dark. 
But as in many enzyme systems, when the 
product of the reaction builds up, the pro- 
cess starts to slow. So one of SERI’s main 
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level (representing 6 US cents per million 
calories). 

Despite Japan’s reliance on imported oil, 
its progress in finding substitutes has been 
slower than some would like. According to 
Musashi Institutes’ Furuhama, “the Japan- 
ese industrial world has little interest in 
hydrogen energy.” This has not deterred 
Furuhama from developing a series of hy- 
drogen-fuelled cars over the past 20 years. 

The latest model, Musashi-8, a modified 
Nissan Z-32, is a liquid-hydrogen sports car 
that was displayed last July at the World 
Hydrogen Energy Conference in Hawaii. 
Liquid storage is one-tenth the weight of 
the alternative — a powdered chemical 
compound. But a drawback is the need to 
pressurise and cool the liquid. 

To power the car, Furuhama’s team 
converted a Nissan Diesel-BD30, 3-litre en- 
gine to run on liquid hydrogen. They also 
solved previous problems such as back-fir- 
ing and unstable engine performance at 
high speeds. 

Back-firing was prevented by injecting 
hydrogen directly into the combustion 
chamber (instead of sucking it in as a fuel- 
air mixture) and setting the computer-con- 
trolled engine timing so that ignition occur- 
red near the top of the piston stroke. The 
modified “hy car” cruises comforta- 
bly at 100 kph, Furuhama says. 

The recent research advances are bring- 
ing hydrogen production costs closer to the 
4 US cents-per-million-calorie range. At 
this price, and with weight savings in car 
design, better mileage and less pollution, 
hydrogen becomes competitive with petrol. 
A recent US report also found hydrogen to 
be less dangerous than propane. 

Bill Hoagland, solar fuels division direc- 
tor at SERI, says: “Hydrogen as an alterna- 
tive to fossil fuels makes sense.” 

m Gregor Hodgson 
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ANCHORAGE 


Through Mutual Affinity We Meet, 
Through CAL The World Grows Smaller. 


Meeting is an act of natural af- world is growing smaller. We treasure each encounter. 
Pofinity. According to the Chinese 
| this is called Yuan-Fen. Each re- 
gion in world has its own distinc- 
tive culture. China Airlines flies to 
twenty-six international cities 
bringing together people with 
differant lives and backgrounds. 
All along CALs route map the 
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The command 
is given: “Ready” 
The rider moves 
to the centre of 
the carefully pre- 
pared dressage arena and acknowledges the judges. 

Then the display begins. Within the very few 
minutes allocated to them, horse and rider's every 
movement will fall under intense scrutiny. 

Every single dressage discipline ~- pirouette, 
passage, piaffe ~ must be executed faultlessly, and 
with absolute precision. 

Yet precision is not the only yardstick. The art 
of dressage lies in developing the natural ability of 
the horse. The judges are looking for a natural stride, 
elegance, and harmony. These can only be achieved 
if the rapport between horse and rider is complete. 

Nicole Uphoff is widely regarded as the most 
elegant dressage rider in the world. 

Her two Olympic gold medals in Seoul 


as well as two further gold medals in 






All Nicole Uphoff requires of 


her horse is all we require of a Rolex: 
precision, elegance and harmony. 








the 1990 World’ 
Equestrian 
Games bear elo- 
quent testimony 
to this claim. 

Doubtless some of the elegance of Nicoles 
riding can be attributed to her six years’ ballet 
training. Beyond that, however, lies her intense 
devotion to her animals. 

Since she was thirteen years old, Nicole and 
her chestnut Rembrandt have been schooled 
together in the art of dressage. No wonder, therefore, 
that ~ despite Rembrandt's somewhat highly-strung 
nature ~ they appear to move and think as one. 

Precision, elegance, and harmony. These are 
the criteria upon which the perfection of a dressage 
display is judged. And we would be flattered to 
believe that these are the very same attributes 
which lead Nicole Uphoff and so 
many other ambitious riders to W 


choose a Rolex as their watch. ROLEX 
Gen 








The Rolex Lady-Datejust Chronometer in steel and 18ct. gold with Jubilee bracelet. 
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your international finance 
operations. 


20 years of experience in Cor- 
orate Finance, the solidity 

of a state bank and the leading 

role played by WestLB. On 
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this sound foundation, WestLB 


successfully combines clas- 
sical products with innovative 
solutions, applying the right 
mix of state-of-the-art tech- 
nology and personal creativity 
That's why WestLB rightfully 
belongs at the top of your 
shortlist — from Corporate 
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Introducing the German bank that offers finely tuned 
instruments in international finance: WestLB. 


Head Office: Dūsseldort 
Branches, subsidiaries or 
representative offices in 
16 European countries 
as well as in Beijing, 
Hong Kong, Melbourne. 
New York, Osaka 

Rio de Janeiro, Tokyo, 
Toronto. 

Finance and Investment 
Banking to Treasury. And with 
a global network stretch- 

ing from Düsseldorf to New 
York and fromTokyo to 
London, WestLB is perfectly 
equipped to set the tone 


for your international finance 





operations 
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LETTERS 


Burma’s junta and the drugs scourge 
“Operation Desert Storm” has freed a 
population intimidated, raped and pillaged 
by a despot. Like others, we Burmese were 
obsessively listening to the reports from the 
BBC and the Voice of America. With great 
expectations, we searched for the meaning 
of “Pax Americana” and a “New World 
Order.” 

In Rangoon, there was a strange reac- 
tion to Bush’s message. At the height of the 
allies’ massive air strike against Iraq, the mi- 
litary regime denounced the act as bullying 
and intimidating hegemony. The paranoid 
dictators gave a stern warning to the Burma 
army to face all eventualities in case of a | 
similar occurrence in Burma. I do not know 
how Bush feels about the challenge of this 
tiny monster. But I do know what the 
people of Burma want: a “single surgical 
strike” on the war office of the State Law 
and Order Restoration Council (SLORC). 

If any country should have a policy on 
| 





Burma, it is the US. Drugs are a cancerous 
growth in US society that should be eradi- 
cated at any cost. Burma is now supplying 
half the heroin of American users. The cul- 
prit is not the indicted Khun Sa nor other 
familiar drug-lords, but the SLORC. 

Just before Bush confirmed the con- 
tinued suspension of financial support to 
Burma’s supposed anti-drugs programme, 
a group of US officials and diplomats were 
present with SLORC strongman Khin Nyunt 
at a ceremony in the Kokang region to 
mark the destruction of heroin refineries. 
Such media shows raise a worrying ques- 
tion: have there been any trade-offs be- 
tween Washington and Rangoon? 

If so, Washington should be under no il- 
lusions. As long as there is a dictatorial re- 
gime in Rangoon ready to do anything to 
ensure its survival, the flow of heroin to the 
US will not be stopped. If Khun Sa was to- 
morrow handed over to the authorities, no- 
thing would change. Bush should put full 
US support behind the democratic move- 
_ment in Burma, for only democratic stabil- 
‘ity and a prosperous economy will eradi- 
cate the poppy culture that is doing so 
much harm to US society. 
Bangkok 
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Muscle before principle in the Gulf 
Looking back, the Gulf War has proved a 
number of things: the Security Council of 
the UN is a tool of the US; a superpower, 
supported by 29 other nations, can beat the | 
hell out of a poor backward nation; the aim 
of the war was not the liberation of Kuwait 
but the destruction of Iraq; and when the 
chips are down the US, Britain and France | 
put no value on Asian lives. | 
In short, might is right. 


Johor Bahru H. L. TAN 
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ee companies which can help bridge the gap between the 

a. i ° t 5 demand for energy and the realities of protecting our : 
envir O nmen 1S environment”, says Coleman. 

“We are seeing the emergence of a new business sector spanni 

a range of energy and environmentally-related technologies that is going 

a sound to rank alongside such things as microelectronics, Í s 

and genetic technology in importance. moe S 


“Nature’s energy resources are undervalued assets in more ways 
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ee . than one.” sos af 
investment. Electrical engineering will be a key technology in the twenty- 


first century. The facts are simple. By the year 2000, the world’s energy 
demands will have increased by 30%. There will be. one billion new 
consumers whose needs must be met whilst the effects on our envir 
ment must be minimized. ~ ee 
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Poetic injustice to Bangladesh 

I read with astonishment the sentiments 
expressed in Lucy Meyer's poem to a jour- 
nalist friend on the eve of his visit to 
Bangladesh [TRAVELLER'S TALES, 24 Jan.]. 

The poem is disrespectful to the peo- 
ple of Bangladesh. Bangladesh is in the 
forefront of developing nations, and its 
people are engaged in massive nation- 
building tasks despite recent natural 
calamities: 
> Despite unprecedented floods in 1987 
and 1988, Bangladesh people displayed a 
courage and fortitude that won the admira- 
tion of the international community. 
> Bangladesh people fought in 1971 to se- 
cure for themselves the right to live in free- 
dom and with dignity. 
> Bangladesh family planning may not 
be a total success. But the current birth rate 
of 2.4, given all handicaps and social con- 
servatism, is right to be considered a suc- 
cess. 

Moreover, foreign residents and dip- 
lomats, once posted to Bangladesh, admire 
the people of Bangladesh for their tradi- 
tional hospitality and the warmth of 
friendship. The culture and tradition of 
Bangladesh is rich and has developed 
through the centuries. Per capita income is 
not to be regarded as the sole indicator of 
the progress of a country. 


Geneva S. KHAN 


While I enjoy TRAVELLER'S TALES, it was in- 
sensitive to publish the despicable doggerel 
on Bangladesh penned by self-styled 
poetess Lucy Meyer. It is sad that an Asian- 
based magazine should stoop to publishing 
such drivel. 
Singapore A. HUDSPETH 


Pardon your French .. . 
Derek Davies [TRAVELLER'S TALES, 28 Mar.] 
should re-sit his French “O” level: membre 
means “limb” in French and impotent 
means “unable to move,” so Lu Zuping’s 
French letter, which admittedly is on the 
verge of being incomprehensible, is ter- 
minologically correct, otherwise he would 
have used membre viril and impuissant. 
Unless of course, coq sportif that he 
is, Davies is slipping us an early poisson 
davril . . . 


Hongkong DUNCAN B. HUNTER 


Press interests in the Philippines 

In Watchdogs or vultures [28 Feb.], a 
number of statements relating to the Philip- 
pine Daily Inquirer and the Philippine Star re- 
quire some clarification: 

> Eugenia Apostol was not the sole foun- 
der of the Philippine Daily Inquirer. The 
newspapers founding publisher was 
Maximo V. Soliven and I was its founding 
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co-chairperson. Together with a number of 
colleagues in the media, we launched the 
newspaper on 9 December 1985 and we 
used a 3,000-m? plant owned by my family 
as our offices. In fact, I advanced the first 
equity. 

William Gatchalian, whom I met only in 
1986, has no part in the Philippine Star or 
any other publications in the Star Group. 
His P2 million investment, given in two in- 
stalments (in 1986 and in 1987), in printing 
company founded some 22 years ago was 
all he contributed to a multi-million enter- 
prise which is separate from the various 
corporations (with different sets of stock- 
holders) which publish the different news- 
papers. 
> Soliven, Arturo Borjal and myself are 
the majority stockholders of Philippines 
Today Inc., publisher of the Philippine Star. 
> At the Business Star (owned by Business 
Star Inc.) Gabriel Manalac and our col- 
leagues in the media own majority shares. 
> The Ang Pilipino Star Ngayon, a paper in 
Pilipino, and the Student Star, a five-day 
paper for students, are published by the 
Daily Star Publishing company, 85% of 
which is owned by my family. 

In a sworn statement dated 15 April 
1989, Art Borjal, then president of Philip- 
pines Today Inc., which publishes the 
Philippine Star, attested that our circulation 
then was 183,130. The figure of 120,000 that 
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appeared in a chart accompanying your ar- 
ticle and the footnote suggesting that actual 
circulations of the newspapers were be- 
tween 10% and 30% of claims are therefore 
inaccurate and unfair. BETTY GO BELMONTE 
President 
Manila Star Group 
» Tiglao replies: The Philippine Star’s circula- 
tion is not independently audited. The REVIEW 
estimate that its paid circulation was less than 
“half the 120,000 figure given in the table was an 
extrapolation from 1989 circulation revenue fig- 
ures submitted to the Securities and Exchange 
Commission. 


Indonesia’s ‘me-too’ consumers 
Michael Vatikiotis’ articles about the rise 
of consumerism in Indonesia [Discreet 
charms, 21 Mar.] made interesting reading. 
When this phenomenon reaches its peak in 
coming decades, it will be spectacular and 
profound in its impact on Indonesian so- 
ciety. 

in this supremely status-conscious coun- 
try, people will beg, borrow, steal and 
manipulate to be seen to have higher status 
than others. Abundant and conspicuous 
consumption is a way of obtaining results 
quickly and enjoyably: young people will 
take many financial risks to be seen eating 


in McDonald's or shopping in Blok M 


Plaza. 

The element of visibility is important. In 
any of the supermarkets and glitzy shop- 
ping centres in Indonesia, about one-third 
of the customers are actually buying and 
the other two-thirds are gawking spectators 
to those transactions. 

Meanwhile, the Chinese-Indonesian 
business community engages in ever more 
frenetic trading to supply the vast quan- 
tities of Asian kitsch being sought. It is my 
belief that consumerism will eventually 
supercede religion, until there is sufficient 
sophistication to recognise it for what it is. 
Salatiga, Central Java RADEN DUNBAR 


Michael Vatikiotis’ interesting articles on In- 
donesia’s expanding bourgeoisie [21 Mar.] 
ignored the colonial stage of development 
in the leading industrialised nations and 
underdevelopment in countries such as In- 
donesia. 

Virtually all the marginal factors cited 
as being “obstacles” to the Indonesian 
bourgeoisie’s development operate every- 
where, all the time. Europe's bourgeoisie, 
likewise “intrinsically conservative and 
pro-status quo,” wormed its way into the 
feudal ruler class. Even today, the trading 
class’ underlying ambition is to be gen- 
trified; that is, buy manor houses in the 
country and shoot pheasants with the aris- 
tocrats. 
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These realities did not hamper the 
development of the European bourgeoisie, 
which was able to make its money in the 
colonies. This gave it a power base which 
was (and remains) independent of the trad- 
itional patronage of the aristocracy. As the | 
merchant class became richer, it became 
economically more attractive to the upper- 
class, who in turn became more ready to 
accommodate the former's desire to be gen- 
trified. is 

Similarly, in Indonesia and in Southeast | 
Asia as a whole, the trader class — which. 
comprised a great many “foreigners,” in- 
cluding Chinese —~ was being absorbed by 
the traditional ruling class, though an un- 
derlying competition and even hostility. 
existed between the two. 

In Java, this hostility historically gave _ 
rise to the polarisation between the agra- 
rian-based traditional priyayi ruler class and 
the pasisir (coast}based mainly Muslim 
traders. It survives in Muslim displeasure at 
the unequal distribution of wealth. In the 
pre-colonial economies of the region, these 
differences did not stop the amalgamation 
process. It was the region's colonial subj 
gation by the Europeans (ater Japanese) 
that put a stop to this convergence. 

Vatikiotis’ analysis fails to substantiate 
the premise that an independent capitalist 
economy can develop in Indonesia. 
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Soviet President Gorbachov’s upcoming 
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relations. While concessions on the Kurile 
islands’ dispute will be the top item on 
the agenda, the Tokyo summit could also 
produce economic and technical 
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The Charoen Pokphand (CP) group's 
US$6 billion Thai telephone concession is 
now likely to be divided up and spread 
out among one or two more firms in 
addition to itself. The new powers in the 
Communications Ministry are unhappy 
with CP’s original contract terms and 
changes in its technical backup — now 
believed to be AT&T of the US rather than 
British Telecom. Thought to be a 
front-runner for one of the possible split 
concessions is well-connected Ericsson of 
Sweden, which, according to the 
calculations of some analysts, offered the 
government better terms when it 
submitted its original bid. 
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business groups may be on the way to 
taking control of the media. Earlier last 
year, the Korea Explosives group bought 
control of the financially ailing Kyunghyang 
Shinmoon newspaper in Seoul. 
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China’s Central Military Commission is 
setting up an office to oversee the 
country’s arms exports. At present, there 
is little top-level coordination over arms 
sales, with the army, navy, air force and 
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A special session of the National 
Assembly this month sets the stage for 
ctucial reforms that President Lee 
Teng-hui regards as vital to constitutional 
democracy despite the misgivings of 
many KMT conservatives. But the party's 
former election strategist John Kuan 
could prove to be the joker in the 
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squatter numbers prove intractable and 
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demolition — or ‘gentrification’ — for 





numerous defence manufacturers able to 
sell arms freely abroad — often despite 
government restrictions. This has 
embarrassed the government, in 
particular the Foreign Ministry, which has 
tried to reassure the US and other 
Western states that China is a responsible 
arms exporter. Western concerns focus in 
particular on Chinese arms and missile 
sales to the Middle East, notably to Iran, 
Iraq and Syria. In future, Chinese 
weapons exporters will have to get 
permission from the new arms sales office 
to export their arms. 


Revolving Door 

For the second time in three years, 
Citibank is shutting down its Bangkok 
securities research operation. The bank's 
Citicorp Scrimgeour Vickers securities 
group was in 1987 one of the first foreign 
research houses to set up in Thailand. 
Shut down a year later, the office was 
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region's travel industry is emerging 
1 the grim interlude of the Gulf War 
hoping for a return to the boom years 
of the late 1980s. Hotel companies and 
airlines are investing heavily to meet 
demand fuelled by an increase in 
` intra-Asian travel 42 
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A wave of power cuts is crimping 

economic growth, but the nation’s major 
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reform before lending will resume 44 
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target because of its heavy Third World 
- debt exposure and lack of a domestic 
-retail network, but the bank’s weaknesses 
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: Philippines. : Economies 

= After a close encounter with economic 

“disaster in December, the Philippines is 

_ poised to achieve the unthinkable: 
recovery. The change of fortune reflects a 

_ hefty dose of good luck and a belated 

_ forcefulness by the Aquino administration 

_ in doing what is necessary to kick-start 

_ the economy. Correspondent Rigoberto 

- Tiglao observes how these efforts by 

_ Finance Secretary Estanislao could 

: transform perceptions of Aquino’s 


















reopened late 1990, only to get another 
thumbs down in late March. 
Juggling Priorities 
Thailand’s new 
Foreign Minister Arsa 
Sarasin is understood 
to have threatened to 
resign when his draft 
of the country’s new 
foreign policy was 
modified by advisers 
to the military junta 
~ which now rules the 
country. Arsa had 
‘drafted a statement stressing, first, 
Thailand’s relations with neighbouring 
countries, including Indochina and 
Burma, then relations with fellow Asean 
countries, and finally the rest of the 
world. Advisers to the junta, including 
former deputy foreign minister Prapass 
-Limpabhandhu, reportedly tampered 
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presidency and shape the policies of 
Malacanang Palace's next incumbent. 
Manila bureau chief John McBeth and 
Washington correspondent Susumu 
Awanohara also look at how Estanislao is 
engineering a possible agreement with 
the US on the thorny military-bases issue. 
Yet.the Philippines still needs to free its 
industries from the grip of powerful 


elites 48 
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indonesia : Companies 

Raja Garuda Mas, once a modest 
contracting company, has become a 
successful conglomerate that likes to stay 


with the wording of the draft, which was 
intended to be part of the interim 
government's national policy statement. 
An angry Arsa complained to junta 
leaders, who quickly reinstated his 
original draft. 


Reforming Zeal 

The Japanese Government is prepared to 
push for a special session of parliament 
next year in order to get through a 
long-awaited financial reform bill. The bill 
will redefine the functions of banks, 
securities houses and other financial 
institutions and the extent to which they 
will be able to cross over into each other's 
domain. Two advisory panels of the 
Finance Ministry — one representing 
banking and the other the securities 
industry — are due to publish their final 
report and recommendations in May or 
June. The ministry will then try to obtain 
sufficient consensus to present legislation 
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to parliament at the beginning of next 
year. If other business threatens to 
squeeze out the financial reform bill, the 
government will try to engineer a special 
parliamentary session, as is likely with the 
political reform bill this year. 


Time Out 

The trial of 19 Armed Forces of the 
Philippines’ (AFP) officers for their alleged 
involvement in the December 1989 coup 
has yet to get under way, nearly a year 
after they were arraigned. Defence 
lawyers are still challenging the 
impartiality of the AFP officers who will sit 
in judgment on their clients, and it now 
appears unlikely that the case will be 
concluded before the end of President 
Corazon Aquino's term in June 1992. 
Although they see little likelihood of 
being reinstated, the defendants are 
hoping a new administration will grant 
them an amnesty. 








: By Sophie Quinn-Judge in Moscow and 





emerging as a real possibility, with 
the flurry of diplomatic activity en- 
È tering its final phase before Presi- 
dent Mikhail Gorbachov begins his three- 
day visit to Tokyo on 16 April. There are 
domestic. as well as external compulsions 
on both parties to resolve the long-festering 
= and key issue of sovereignty over four Ja- 
_panese islands off Hokkaido, occupied by 
the Soviet Union since the end of World 
War I. 
Meaningful concessions on the islands 
could untie potentially huge amounts of Ja- 
-œ panese economic and technical aid to the 
-> Soviet Union. For Japanese Prime Minister 
= Toshiki Kaifu, even a less than clear-cut re- 
“cognition of sovereignty would be a major 
political boost — not least with the US, 
which has brought pressure on Tokyo to 
== improve its ties with Moscow. Ichiro 
|» Ozawa, secretary-general of the ruling Lib- 
~~» eral Democratic Party (LDP) — who had ear- 
_ lier carried out his own political diplomacy 
_ ¿with the Soviets — briefed US President 
__ George Bush in late March, ahead of a 36 
April meeting between Kaifu and Bush in 
_ > California. 
~ When Kaifu meets Gorbachov both will 
be aware that far more is at stake than 
=; the four islands — Etorofu, Kunashiri, 
_- Habomai and Shikotan — as the success or 
| failure of their talks have wide implications 
_.. for both the West and the Asia-Pacific re- 
-o gion. But whether the Tokyo summit will 
lead to a new level of dialogue on broader 
security issues is another matter. 

But both leaders are also under intense 
pressure from domestic constituencies not 
to give ground on the territorial issue with- 
out extracting maximum concessions from 
_ the other side. This explains the cliff-hang- 
_. ing atmosphere in which the summit will 

take place, despite the numerous official 
contacts to prepare the way. 
|<... These preparatory moves reached a 
high point with Soviet Foreign Minister 
_ «Alexander Bessmertnykh’s visit to Tokyo 
on 29-31 March. In meetings with his Ja- 
|) panese counterpart Taro Nakayama and 
-U Kaifu, he agreed there was an issue of “ter- 
_..Titorial determination” between Tokyo and 
Moscow which has to be “faced up to 
|. <-Squarely.” 
Ozawa’s intervention. has given- both 
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FOREIGN RELATIONS 


sides a better understanding of each other's 
limits in the upcoming face-off. Soviet ob- 
servers are quick to point out that the poli- 
tical leadership in both countries is far from 
strong. They would like Kaifu to com- 
promise on Japan’s all-or-nothing official 
approach to the northern territories, but are 
not sure he has the authority to do so. Gor- 
bachov’s position is even more shaky. Gor- 
bachov will keep his options open until the 
last minute, while final decisions will be 
made by his inner circle of advisers. 
Nonetheless, the outlines of a deal are 
beginning to take shape. Gorbachov‘s 
stated willingness to recognise the joint 
Soviet-Japanese declaration of 1956 is likely 
to be a key part of the compromise formula. 
His intention seems to have been com- 
municated to Ozawa during his Moscow 
visit in March. The 1956 declaration re- 
stored diplomatic relations between the 





two countries and also promised the return 
of Shikotan and Habomai on the signing of 
a peace treaty. It was passed by the Su- 
preme Soviet and has never been officially 
rescinded, experts point out. The offer to 
return the islands was dropped in 1960, 
when the Japan-US Security Treaty was ex- 
tended. 

The Soviet side is ready to admit that 
these islands are geographically part of 
Hokkaido, and do not technically belong to 
the Kuriles chain. Thus they could return 
them while sticking to the letter of the 1951 
San Francisco Treaty, under which Japan 
gave up its right to any of the Kurile Is- 


FAR EASTERN ECONOMIC REVIEW 







Soviets hope islands compromise will unlock Japanese aid 


Cash for Kuriles 


lands. One Soviet source suggested that if 
this offer is not acceptable to Japan, Gor- 
bachov will try to downplay the islands 
dispute. The issue of sovereignty over 
Kunashiri and Etorofu, which the Japanese 
still demand as their long-term right, could 
be the point at which the compromise 
comes unstuck, however. Gorbachov is un- 
likely to bend on this point, given military 
and nationalist pressures to maintain the 
country’s post-war borders and national 
security. 

During Bessmertnykh’s visit no specific 
modalities of the return of the islands were 
discussed, while some 15 draft accords on 
economic and other cooperation were 
vague and unambitious. 

The Soviet president may also offer the 
demilitarisation of the larger islands, or at 
least troop withdrawals, a Soviet expert 
told the Review. This would not be a unilat- 
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eral offer, but part of a package of confi- 
dence-building measures to be im- 
plemented by the two nations. 

The compromise may well include a 
public expression of regret by Gorbachov 
about the fate of Japanese prisoners of war 
(POWs) from World War Il. The Japanese 
have hinted that.a visit to a Pow cemetery 
when Gorbachov is in Khabarovsk en route 
to Tokyo would give the Soviets more lee- 
way on the northern territories. The presi- 
dent’s supporters believe that with his pub- 
lic relations skills he could pull off the 
cemetery visit, without accepting one-sided 
blame for the course of the war in the Far 
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East. Lists of prisoners who died in captiv- 
ity are also due to be handed over to Japan- 
ese authorities during the summit. 

Ozawa’s talks in Moscow with Gor- 
bachov and his advisers seem to have given 
the Soviets reason to hope that Japanese fi- 
nancial aid will be forthcoming in answer to 
these compromise gestures. One top Soviet 
adviser predicted that the Japanese would 
not want to look less generous than the 
South Koreans, who are providing a US$3 
billion credit line. But specific figures for 
credits — as much as US$28 billion, an es- 
timate Ozawa aired in the Japanese press 
— have not been formally discussed. 

Ozawa appears to have extracted assur- 
ances from powerful business groups that 
they would back up any offers of finance 
and investment he made to Gorbachov. But 
any inducements Ozawa offered were 
strictly unofficial. No aid package to Mos- 
cow has yet been discussed within any Ja- 
panese ministry or the cabinet. Some Ja- 
panese financial officials have serious 
doubts about granting aid to the Soviet 
Union while it remains in such a state of in- 
ternal disarray. 


here are also serious doubts in 
Ts about the Soviet Union's 

ability to repay new loans — exist- 

ing loans by Japan are already 
badly in arrears — and about who would 
be responsible for repaying them given the 
increasing political and administrative frag- 
mentation in the Soviet Union. 

The Soviet side is likely to have a shop- 
ping list of economic proposals ready, if the 
Japanese show interest. These would not 
be for projects in the Soviet Far East, the 
Moscow source said, but would focus on 
the core of the Soviet economy west of the 
Urals. 

If the Soviets have a minimum goal for 
the summit, it is that both sides should 
put their past relationship, often combative, 
behind them. “Gorbachov will be doing 
somersaults to get something that can be 
called a political victory,” a diplomatic ob- 
server told the REVIEW. But any lingering 
hopes that this visit might lead to a full- 
blown peace process in Asia are now al- 
most dead. 

There is growing awareness in Moscow 
that this first Japanese-Soviet summit will 
not pave the way to an “Asian Helsinki 
process” — which the Soviets have been 
advocating since 1986 — or even to an 
Asian foreign ministers’ meeting, in the 
near future. The proposal for the foreign 
ministers’ meeting, made by former Soviet 
foreign minister Eduard Shevardnadze last 
September in Vladivostok, has been firmly 
rejected by the Japanese and their US allies. 
The confidence-building proposals which 
Shevardnadze took to Tokyo last year have 
met the same fate, Soviet experts say. 

“I think Gorbachov will be pragmatic in 
his foreign policy proposals,” a Soviet ex- 
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The Soviet Interior Ministry's archives 
show that 639,635 Japanese troops were 
taken prisoner during Soviet-Japanese 
World War II hostilities, which lasted 
from 9 August to 2 1945. 
Writing in the Soviet journal Far Eastern 
Affairs, legal scholar Vladimir Galitsky 
says that 65,245 of these were freed in 
the theatre of operations between Au- 
gust and December of that year. 

Altogether 546,086 Japanese POWs 
were eventually brought to the Soviet 
Union and placed in army work camps, 

in the Soviet Far East and 
Siberia. By 1956, when hostilities were 
formally ended, 577,567 of the original 
prisoners had been repatriated — most 
of them by April 1950 — while 62,068 
Pows had died. 

The death rate for Japanese prison- 
ers, 9-10%, is not abnormally high in 
Soviet eyes; the fatalities in Stalin's 
gulags many times higher. 

emphasises that POWs were 
treated in accordance with the Geneva 


pert predicted. “He will raise the issue of 
tri-lateral security [US, Soviet Union and 
Japan] and may make a Sea of Japan ini- 
tiative,” he added. Gorbachov may also ad- 
dress the security situation in the North 
Pacific, this expert said, but at the same 
time pointed out that the security problems 
of this region can be solved only in Wash- 
ington, not Tokyo. 

Finding its place in the Pacific world, 
where in a matter of decades small nations 
have surged past the Soviet Union in eco- 
nomic development, still poses a problem 
for Moscow. Changes in foreign and de- 
fence policy have not yet helped it gain 
membership in any regional organisations. 
Its Far East regions remain as backward as 
in 1986, when Gorbachov launched his Vla- 
divostok initiatives for Asia. 





Bessmertnykh, Nakayama in Tokyo. 
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himself a one-time POW camp com- 
mander. i 


The South Koreans have, not unnatur- 
ally, responded with enthusiasm to Soviet 
overtures. Their Moscow embassy, which 
was opened only in October, will soon be 
their third largest in the world, with 24 
staff. However, while most observers feel 
Seoul probably does not mind being played 
off against Tokyo, South Korea simply does 
not have sufficient capital to make a major 
contribution to infrastructure development 
in the Soviet Far East. 

A warming of the political climate be- 
tween the Soviet Union and Japan might 
lead to a more forthright discussion of the 
security issues which keep the Cold War 
alive in the Northeast Asia/Northwest 
Pacific region. The waters which separate 
the two countries are not only traversed by 
fishermen and traders, but by nuclear-mis- 
sile submarines and the anti-submarine 
vessels that stalk them. 

The Soviets have largely given up con- 
testing US naval supremacy in the Pacific. 
But the Sea of Okhotsk, bordered on the 
east by the Kuriles chain, is the Far Eastern 
base for the Soviet ballistic missile sub- 
marine fleet. While their missiles are aimed 
primarily at US, rather than Japanese tar- 
gets, these sea-based strategic forces have 
increased military tension in the area. Just 
as the Japanese perceive the Soviet naval 
activity around their islands as a threat, the 
Soviets also find the forces arrayed against 
them unsettling. Their reluctance to give up 
the Kuriles can in large part be explained by 
their need to defend the straits which lead 
to the Sea of Okhotsk. > 
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INDIA 


State leaders scramble for election advantage 


Desperate double act 





By Hamish McDonald in New Delhi 


he search by caretaker Prime Minis- 
ter Chandra Shekhar’s Janata Dal 
(Socialist) party for a political future 
continues to be a source of low comedy as 
campaigning intensifies for the general elec- 
tions in late May. Among the most desper- 
ate searchers are Deputy Prime Minister 
Devi Lal and his son Om Prakash Chautala. 

Devi Lal, 71, is one of several regional 
barons who rose to power at the head of 
peasant castes whose economic power was 
enhanced by the “green revolution” of the 
1960s. His backers were the Jats, farmers 
numerous in Haryana state abutting the na- 
tional capital, who helped him oust the 
Congress party and become chief minister 
in 1987. 

When his Janata Dal party gained 
power at the national level in the Novem- 
ber 1989 elections, Devi Lal moved to New 
Delhi as deputy prime minister. The same 
day he was swom in, Chautala replaced 
him as Haryana chief minister, without 
having a seat in the state assembly and 
without the prior knowledge of the Janata 
Dal leadership. 











Devi Lal: search. 


Chautala’s efforts to gain an assembly 
seat within the six-month constitutional 
deadline proved a severe embarrassment to 
then prime minister V. P Singh. In a by- 
election Chautala contested at Meham in 
February 1990, violence prompted Janata 
Dal to request a second vote. Devi Lal re- 
signed from the union cabinet in mid- 


45 


March, providing Singh with his first major 
crisis. 

At a second election in Meham in May, 
an independent candidate standing against 
Chautala was murdered and the vote was 
again annulled. Chautala resigned as chief 
minister, won another by-election and had 
himself reinstated as chief minister in July. 
But he was forced to step down four days 
later after a storm of protest within Janata 
Dal. Within two weeks Singh sacked Devi 
Lal after a scandal involving forged letters, 
apparently designed to undercut the then 
premier’s leadership. 

Father and son surfaced again when 
Janata Dal split, and Chandra Shekhar’s 
faction formed the government with Con- 
gress support. Devi Lal became deputy 
prime minister again and Chautala the 
Janata Dal (S) general . Mean- 
while, the family’s grip on Haryana did not 
weaken. Chautala continued to promote a 
huge amusement park project, plans were 
revealed for a four-lane highway from New 
Delhi, and Janata Dal (S) figures and their 
friends have been prominent in buying 
“weekend farms” on its fringes. 

Further, it was surveillance of Congress 
leader Rajiv Gandhi's residence by Haryana 
state police — working at Chautala’s insti- 
gation — that precipitated events leading to 
the parliament's dissolution last month. 
This came as a shock to Devi Lal, who fi- 
gured in the last session of parliament by 
appealing to backbenchers of all parties to 
revolt and save their seats. That plea fell on 
deaf ears. Shortly afterwards, Chautala 





SOUTH KOREA 


Air pressure 





The South Korean Government has 
closed a five-month debate over its next 
generation of fighter aircraft by deciding 
to buy the General Dynamics F16 in pre- 
ference to the McDonnell Douglas F/A18. 
The decision announced by Defence 
Minister Lee Jong Ku is expected to have 
far-reaching implications for the develop- 
ment of an indigenous aviation industry. 

Last October the government sur- 
prised McDonnell Douglas by announc- 
ing it was going to review its stated policy 
to buy 120 F/A18s, in what was thought to 
be one of its largest arms deals. The air- 
craft was chosen by the South Korean air 
force with an eye to replacing its ageing 
fleet of F5s, which form the bulk of its 
fighters. The programme was initially esti- 
mated to cost around US$5 billion. 

In the course of negotiations, however, 
the overall price rose by US$1.2 billion, ac- 
cording to Defence Ministry officials. Any- 
thing below that sum would have meant 


less business going to the fledgling local 
aviation industry, keen to build the foun- 
dation of an indigenous aerospace sector 
by taking advantage of the deal. Under 
the initial agreement, Seoul was to buy 12 
F/A18s completely assembled in the US, 
36 would be assembled locally from kits, 
and the remaining 72 would be co-pro- 
duced in South Korea under licence. 

At a news conference announcing the 
switch on 28 March, Lee repeatedly men- 
tioned cost as the overriding factor. The 
price increase could not have come at a 
worse moment, as the newly assertive 
parliament was in no mood to raise de- 
fence spending at the expense of cuts in 
welfare and education. Defence spending 
as a proportion of GNP has steadily de- 
clined from 6% five years ago to about 4% 
at present. 

While details of the new agreement 
with General Dynamics have yet to be re- 
vealed, industry sources say it provides 
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for buying 12 Flé6s “off the shelf,” with the 
rest to be assembled in South Korea under 
licence. The number of aircraft remains 
unchanged at 120 under a fixed-price 
clause which prevents renegotiation of the 
price, Lee said. The number, if not the 
quality, satisfies the air force. 

The following day President Roh Tae 
Woo added his weight to the deal by im- 
plying a readiness to cancel the F16 pack- 
age should General Dynamics seek to 
raise the price. It was the first clear warn- 
ing that Seoul might look elsewhere if the 
US company tried to renegotiate the price. 

Comparing the two aircraft, South Ko- 
rean officials concede the twin-engined 
F/A18 provides greater security for its 
pilots than the single-engine F16. How- 
ever, South Korean defence analysts were 
satisfied with the F16’s operational per- 
formance and minimal loss rate during 
the Gulf War. In addition, the South Ko- 
rean air force hopes to save about US$2 
billion in procurement, operational and 
maintenance costs by using facilities al- 
ready established to support the 48 or so 
Fl6s it currently has in service. 

However, the greatest benefits from 
the switch will be in the development of 
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kicked aside his proxy as Haryana chief 
minister and resumed the job, establishing 
a dubious record of three stints as a state 
premier within 16 months. 

But his return has not been untroubled. 
Three members of his party have been dis- 
qualified from the state assembly under an 
anti-defection law and revolt is brewing 
within party ranks. State Governor Dhanik 
Lal Mandal has called on Chautala to prove 
his majority in the assembly, and threatens 
to recommend president's rule unless he 
does so, Chautala has refused, but recom- 
mended instead the dissolution of the as- 
sembly and called for fresh elections to be 
held at the same time as national polls. 

This may have been the intention of 
father and son all along. Seeing early state 
elections as inevitable, the only hope of sal- 
vaging their control of Haryana was to fight 
the elections as incumbents — using state 
machinery and money as crudely as ever — 
in addition to the pro-Chautala muscle-men 
evident in last year’s mayhem at Meham. 

Nevertheless, the Haryana machina- 
tions are merely a sideshow to more serious 
plotting by other Janata Dal (S) regional 
leaders. In Gujarat, Chief Minister Chiman- 
bhai Patel appears set on forming a regional 
party to fight the elections in alliance with 
Congress, while in populous Uttar 
Pradesh, Chief Minister Mulayam Singh 
Yadav is also being courted by Gandhi. 
Chandra Shekhar, who would at best be 
left with a handful of supporters if that hap- 
‘pened, has stepped up his attacks on Con- 
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an indigenous aerospace industry in 
which conglomerates like Samsung, Dae- 
woo and Korean Air are poised to partici- 
pate. Industry sources estimate the Gen- 
eral Dynamics deal will require new in- 
vestment for aircraft assembly and parts 
manufacturing running to about US$700 
million over the next few years, and create 
some 16,500 jobs in the process. 

Under an ambitious aerospace deve- 
lopment programme, the three conglo- 
merates hope to jointly provide up to 15% 
of aircraft parts by 1995 — when the first 
Fl6s are to be assembled in Korea — and 
then 50% of parts when licensed produc- 
tion begins in the second stage. A more 
advanced technological phase, involving 
aircraft and engine design, is planned to 
follow from the turn of the century, ac- 
cording to an industry source. 

-. Although the government has squeez- 
ed as much as it could from the General 
Dynamics deal, it seems to have been a 
‘triumph of industry's ambition over the 
air force’s requirements. If anything, 
South Korea's hard bargaining over price 
represents its intention to pay as little as 
possible to enter into the next century's 
world aviation industry. m= Shim Jae Hoon 
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THAILAND 


Concern over junta’s rule crosses political spectrum 








power in a 23 February coup is 

going through a testing time. Civi- 
lian politicians, academics and the local 
press are needling the military chiefs almost 
daily over their refusal to lift martial law 
and the power they exercise over their ap- 
pointed interim government. And many of 
those Thais who were 
happy to see the over- 
throw of the widely un- 
popular government of 
former prime minister 
Chatichai Choonhavan are 
now starting to scrutinise 
the military leadership's 
longer-term political plans. 

While the military's Na- 
tional Peacekeeping Coun- 
cil (NPC) is clearly intent on 
keeping those politicians in 
the Chatichai government 
it has accused of corrup- 
tion away from power 
for the foreseeable fu- 
ture, there is a growing 
mood of scepticism about 
the generals’ own political ambitions. 
Even former army commander Chaovalit 
Yongchaiyut, who has the support of his 
military successors, is cautioning his 
“younger brothers” not to hold on to 
power for too long. 

“I want them [the NPC] to keep in mind 
the responsibility that they have for the 
country,” Chaovalit said in a recent inter- 
view. “What they are doing now will have 
a considerable impact on the nation in the 
future.” Chaovalit, who now heads his 
own New Aspiration Party, had previously 
written to NPC chief Supreme Commander 
Gen. Sunthorn Kongsompong warning of 
the “adverse and irrevocable” effect the 
junta’s plans to change the political system 
would have on the country. 

Sources close to Chaovalit say the 
former army chief is worried that the NPC 
leaders may have climbed on to a tiger of 
authoritarianism, and may find it difficult to 
get off. Chaovalit’s caution came as some 
politicians claimed that younger, middle- 
ranking military officers were actively try- 
ing to recruit former MPs from the dissolv- 
ed parliament to join a new political party 
to be formed around the Chulachomklao 
Military Academy Class 5 graduates who 
now dominate the military hierarchy. 

The inference is that Army Commander 
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Chaovalit: caution. 


dissent 
Gen. Suchinda Kraprayoon, the Class 5 
leader who is the most powerful figure 
on the NPC, may be toying with the idea. 
of exploiting the smooth ride the junta 
has had since taking power in order. to 
put himself in line to become the next 
prime minister. Suchinda has strongly 
denied any such ambition, saying he 
wants the country to teturn to civilian 
democracy as soon as possible. But military: 
sources say lower ranking 
officers under him are ad- 
vising him to take just 
such a course. “The young, 
officers want power,” one 
source commented. |... 
The nec has said it 
wants the 292-member, 
military-dominated na 
tional assembly to adopt a 
new constitution which 
would prevent MPs from 


ficials — including military 


into the cabinet. While 
some former MPs are 
known to have ap- 
proached Suchinda to tell him they would 
support him as the next prime minister, a 
group of other MPs is testing the junta’s to- 
lerance by saying they will draw up their 
own alternative constitution. 
The MPs are led by Sutham Saeng- 
pratoom, a leader of the national students 
centre in the mid-1970s who was a Solidar- 
ity party MP for Nakhon Si Thammarat in 
the last parliament. Sutham told the REVIEW 
he had 20 MPs in his group, with more 
than 100 more wanting to join. “We are. 
calling for a lifting of martial law, and then _ 
we will draw up our own draft constitu- 
tion.” Sutham also said the military may © 
rule the country, but only politicians could 
speak for the people. we 
The military leadership obviously has. 
other ideas. “They don’t know what they 
will be up against,” Sunthorn warned: 
Sutham’s group. The junta has quietly 
flexed its muscles by substantially modify- 
ing a new national policy drawn up by the 
interim civilian government headed by 
Prime Minister Anand Panyarachun, ac 
cording to political sources. The policy is 
due to be announced to the newly con- 
vened National Assembly — which has. 
been hand-picked by the junta and which 
therefore is expected to bow to the mili- 
tary’s political wishes. . 
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Key Afghan garrison 
falls to mujahideen 
> After holding out against repeated 
pon attacks for 12 years, the Afghan 
ent garrison at Khost finally fell 
on 31 March. On 2 April Afghanistan's 
President Najibullah conceded his 
government had lost control of the town — 
some 12 km from the Pakistan border — 
and declared a day of national mourning. 
In the latest renewal of their offensive on 
Khost which began a few weeks ago, the 
mujahideen reportedly captured or 
accepted the surrender of 3,000 out of the 
town’s 6,000-strong garrison. Their next 
target is thought to be Gardez, capital of 
Paktia province. Islamabad has denied 
Kabul's charge that Pakistani soldiers were 
involved in the battle for the town. 


Battles rage on two fronts 
along Thai-Burmese border 

> Fighting has broken out on two fronts 
along the Thai-Burmese border. In the hills 
opposite Mae Sariang, Karen guerillas and 
Burmese dissident students confronted 
government troops in a battle over Phaw 
Hta, a rebel base which was overrun in 
early March. The Burmese Government 
reportedly used air strikes to dislodge the 
rebels. Meanwhile, Thai have 
pounded feuding drug armies battling for 
control of narcotics routes into Thailand 
near Doi Lang, northwest of Chiang Mai. 
Burmese Government forces have been 
assisting one of the factions, comprising 
„Wa hill tribesmen who previously 
‘belonged to the now defunct Communist 
Party of Burma, against the other force, led 
by drug warlord Khun Sa. Skirmishes are 
continuing on both fronts. 


Photographs of KAL 007 
wreck shock South Korea 

> The first photographs of undersea 
wreckage of Korean Airlines flight KAL 007, 
shot down by a Soviet fighter on 1 
September 1983, were published by the 


Japanese magazine Friday in Tokyo on 29 


March. The pictures have sent fresh 
shock-waves across South Korea, and 
follow reports from the Soviet Union that 
the fighter pilot was aware he had fired a 
missile at a civilian airliner. One 
photograph showed a severed arm on the 
seabed 200 m below the surface near the 
Soviet island of Moneron. South Korea's 
Foreign Ministry has come under renewed 
pressure from bereaved families 
demanding information on the downing of 
the aircraft, as well as the return of the 
remains of relatives who were among the 
269 passengers and crew killed in the 


14 


crash. Japanese reports quoted a Soviet 
journalist as saying the authorities in 
Moscow were suppressing the truth for 
fear of compromising the Soviets’ newly 
established relationship with South Korea. 


Pyongyang orders cut in 

size of Seoul delegation 

> North Korea has restricted the size of a 
South Korean parliamentary delegation 
due to visit Pyongyang to attend the 85th 
congress of the Inter-Parliamentary Union 
(IPU) which is scheduled to start there on 29 
April. The delegation from Seoul should be 
limited to 25, including journalists, Yang 
Hyong Sop, chairman of the North Korean 
Supreme People’s Assembly, said on 27 
March. The IPU meeting is the first 
international conference held in North 
Korea that Seoul is attending, and has 
given rise to hopes that Pyongyang may 
resume talks with Seoul. The talks were 
suspended as a sign of the North’s 
displeasure over the annual Team Spirit 
military exercise jointly held by US and 
South Korean troops. 


Social indicators 


Indonesia’s latest census 
shows a shift to the cities 
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Indonesian Muslims protest 
over television programmes 

> Six months after an Indonesian 
magazine was shut down for offending 
Muslims, a privately owned television 
station in Surabaya is under fire from 
Islamic organisations. The Muslim group 
MUI has criticised several programmes 
recently aired by Surya Citra Televisi, a 
new station partly owned by President 
Suharto’s foster brother. The MUI 
complained some US-made shows were 
unsuitable for children. The group also 
objected to a programme that featured the 
preparation of a pork dish which aired 
shortly after the Islamic fasting month 


began. 
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Laos announces ruling 
politburo reshuffle 

> The Lao People’s 
Revolutionary Party 
(LPRP), which held its 
fifth congress on 
27-29 March, pledged 5 
to continue reforms 
to establish a free 
market economy and 
dropped four veteran 
leaders from its 
11-man politburo. 
Party president Souphanouvong, Phoumi 
Vongvichit and Sisomphon Lovansi were 
appointed special advisers to the central 
committee, while armed forces chief of 
staff Sisavat Keobounphan — who is also 
mayor of Vientiane — reportedly lost his 
seat on the ruling body following charges 
of corruption and nepotism. Five younger 
leaders were appointed full members of 
the politburo and Kaysone Phomvihan 
was re-elected party chief — a post he has 
held since the LPRP was founded in 

1955. 





Kaysone. 


Japan premier’s delayed 

Asean visit rescheduled 

> Japanese Prime Minister Toshiki Kaifu’s 
postponed visit to the Asean member 
states has been rescheduled for some time 
between 27 April and 6 May. Kaifu was 
originally scheduled to visit Asean in 
mid-January, but delayed his trip because 
of the outbreak of the Gulf War on 16 
January. One of the principal issues on his 
agenda is expected to be the new East 
Asian Economic Grouping proposed by 
Malaysia. 


First Chinese diplomat 

takes up post in South Korea 

> With the arrival of Xu Dayou on 28 
March to take up his post as China's first 
official trade representative in Seoul, South 
Korea has become the only country in the 
world hosting two permanent delegations 
each claiming to represent China. While 
Taiwan's embassy in Seoul continues to 
claim that it represents all of China, Xu told 
the local press that his office will start 
issuing visas in Seoul to facilitate bilateral 
trade, which last year soared to US$3.7 
billion. Peking’s unofficial relationship 
with South Korea marked a new turn on 
31 March with the arrival of Liu Huagiu, 
China's vice-foreign minister, to attend the 
10-day Economic and Social Commission 
for Asia and Pacific general meeting which 
opened in Seoul on 1 April. Liu is the 
highest ranking official from Peking to visit 
South Korea. 
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Our BD-9240, for example, 
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PAKISTAN 


Aircraft drama of penknives and politics 


Hijacking the truth 





By Salamat Ali in Islamabad and 
Suhaini Aznam in Kuala Lumpur 


ut for the deaths of four probably un- 
B witting Pakistani culprits, the 26-27 

March hijacking of a Singapore Air- 
lines Airbus provided high drama in the 
Lion City, initial confusion over airport sec- 
urity in Kuala Lumpur and some bizarre, 
politically motivated allegations in Pakistan. 

When army commandos stormed the 
aircraft and shot dead all four hijackers at 
dawn on 27 March, Singapore proved its 
point that it will brook no attempts to tar- 
nish its image as a super-safe destination. 
Leaders of Pakistan's ruling Islamic Demo- 
cratic Alliance (IDA) initially linked the hi- 
jackers to Benazir Bhutto's Pakistan 
People’s Party (PPP), but subsequent revela- 
tions put the IDA’s credibility in question. 

The eight-minute rescue operation 
ended eight hours of suspense for the 114 
other passengers on the shuttle flight from 
Kuala Lumpur to Singapore the previous 
night. All 114 passengers walked away un- 
scathed. Two of the 11-member crew suf- 
fered injuries when the hijackers threw 
them out of the plane hours before the res- 
cue mission. 

But after the first sigh of relief that a po- 
tential tragedy had been averted, it became 
clear that the hijackers were not profession- 
als and the “knives, grenades and explo- 
sives” that Singapore Home Minister S. 
Jayakumar had referred to, turned out to be 
one penknife, two table knives and six 
firecrackers. There were no grenades. The 
greatest danger the hijackers posed was 
when they doused the aircraft aisle with al- 
cohol and threatened to set it ablaze. 

Malaysian authorities, who had at first 
seemed guilty of extremely lax airport sec- 
urity, breathed a sigh of relief. Transport 
Minister Datuk Seri Ling Liong Sik stood by 
the claim that there were no weaknesses in 
security surveillance — though a firecracker 
is, technically, an explosive. Firecrackers 
are legally available in Malaysia but owning 
them or igniting them is illegal in Singa- 
pore. 

Nevertheless, Malaysia is stepping up 
airport security by reinstating individual 

ing checks on all passengers and 
their carry-on luggage at each airport de- 
parture gate. Firecrackers and penknives — 
blades shorter than four inches were previ- 
ously allowed on board — will be banned 
henceforth. 

Initial reports from Singapore said that 
all four hijackers were killed by the com- 
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mandos at about the same time but later re- 
ports from newsagencies, quoting local offi- 
cials, said that only three were killed ini- 
tially and the fourth was shot later after he 
was pointed out by one of the passengers. 
None of them were said to have tried to use 
the passengers as hostages. 

An official statement by Singapore's 
Home Ministry said that it regretted the in- 
cident could not be ended through negotia- 
tions alone and said that it had tried its best 
for a negotiated settlement by contacting 
Bhutto as well as by agreeing to provide 
fuel in exchange for the hostages. 

The statement said that initially the hi- 
jackers had wanted the plane to go to Libya 
or Iraq via Australia but Australian au- 
thorities refused to give landing rights. 


aw 





} 


Tears of relief from freed passengers. 





After about five hours of negotiations the 
hijackers were said to have agreed to re- 
lease a group of 10 women and children in 
return for fuel. 

The Singapore authorities said they pro- 
vided the fuel but the hijackers changed 
their minds and wanted the plane to take 
off immediately for either Brunei or Jakarta. 
At this point, the hijackers were said to 
have poured alcohol in the cockpit and de- 
manded the pilot start the engines im- 
mediately. They also threatened to start kill- 
ing the passengers in about five minutes if 
the aircraft did not take off. 

Before the commandos went in the Sin- 
gaporeans had been talking to the hijackers 
over their demand that six Pakistanis — 
some of whom were allegedly Prr members 
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under detention — be released. As the list 
included Asif Ali Zardari, Bhutto's hus- 
band, leaders of the ruling IDA alliance were 
quick to make pana capital. 

Sindh Chief Minister Jam Sadiq Ali, 
who is on an avowed mission to destroy 
the ppp, was the first to allege PpP involve- 
ment by declaring that the hijackers were 
linked to Bilawal House, the Bhutto family 
residence in Karachi. Later in the day, For- 
eign Secretary Shariyar Khan was more cir- 
cumspect and said though the hijackers 
had revealed their political sympathy 
through their demand, he had no concrete 
evidence to link them with the PPP. He gave 
a blow by blow account of the hijacking 
and added that in the final stages Singapore 
authorities requested that Bhutto talk to the 
hijackers, who had offered to give up only 
if they could talk to her. Bhutto was at her 
Hyderabad residence, but a servant there re- 
fused to wake her up to take the phone call. 

Next morning, Farooq Leghari — a 
Bhutto aide and former minister — alleged 
that the hijacking seemed to be a plot 
hatched by the local Intelligence Bureau (IB) 
to frame PPP leaders. He said it was curious 
that posters had appeared overnight in Is- 
lamabad drawing attention to Al-Zulfikar, 
an organisation headed by Bhutto's brother 
Murtaza. Al-Zulfikar, according to Mur- 
taza, was created for violent struggle 
against the military dictatorship of late Zia 
ul-Haq but had been wound up after Zia’s 
death in late 1988 and the subsequent re- 
turn of PPP to power. 


urtaza has since lived in exile in 

the Syrian capital of Damascus, 

where he vehemently denied to 
inquring local reporters that his organisa- 
tion still existed or that he had any involve- 
ment with the hijacking. The ruling IDA, 
especially Sadiq Ali, claims the shadowy or- 
ganisation exists and its members train in 
neighbouring countries — a widely under- 
stood euphemism for India and Afghanis- 
tan 


Federal Interior Minister Shujat Ali 
blamed the ppp, though he conceded that 
Bhutto herself might not have known of 
the plot. He announced an investigation 
into the hijacking, but the PPP declared that 
it would not accept the results unless the 
party was also associated with the probe. 
Opposition sources maintained that by de- 
claring the PPP guilty even before the probe, 
the interior minister had destroyed the cre- 
dibility of the exercise. 

The PPP's accusations against the IB seem 
based on the personal background of its 
new chief, Brig. Imtiaz. He was widely cre- 
dited with cobbling the IDA together in the 
late 1980s when he headed the domestic 
political wing of the Inter Services Intelli- 
gence (Isl). After coming to power in late 
1988, Bhutto sacked Imtiaz and wound up 
that wing of the Ist. Nawaz Sharif, the cur- 
rent prime minister who was then the Pun- 
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jab chief minister, hired him as a special 
secre — in which capacity he was in- 
valuable in Sharifs successful defiance of 
the ppp-dominated federal government. 
Sharif became prime minister late last year 
and installed Imtiaz as the B chief. 

In its new-found prominence, the 1B has 
lately been involved in domestic political 
controversies. Altaf Hussein, chief of the 
Muhajir Qaumi Movement (MQM) — a 
close IDA ally — recently alleged that the 1B 
had sown dissent in his party and had also 
plotted to murder him. The IDA and Sadiq 
Ali feared a collapse of their alliance when 
MQM ministers in the federal and Sindh 
cabinets began staying away from cabinet 


meetings. After conferring with Hussein, 
Sadiq Ali declared that he had seen suffi- 
cient documentary proof of the 1B murder 
plot to order investigations. However, Hus- 
sein has persisted in his demands for the 
removal of Imtiaz as well as of the Sindh 
police chief. 

The PPP argues that a regime which 
could plot against its own allies, could not 
be expected to do better for the opposition. 
Besides, the identity of three of the dead 
hijackers remains a mystery. The three al- 
legedly travelled under false names. Ac- 
cording to the local press, the true bearers 
of those names and addresses on the pass- 
ports are alive and well in London, Dubai 





MALAYSIA 


Ruling party secures toehold in opposition state 


Crossover season 


By Suhaini Aznam in Kuala Lumpur 
T he ruling United Malays National 





Organisation (Umno) has gained its 

first toehold in Kelantan since losing 
the northern Malaysian state completely to 
the Parti Islam-Semangat ’46 alliance in last 
October's general election. At the same 
time, the opposition Semangat ‘46, led by 
one-time finance minister Tunku Raza- 
leigh Hamzah, is being weakened by defec- 
tions. 

The defection of Semangat ‘46 Youth 
chief Ibrahim Ali, MP for Pasir Mas, and 
Nordin Salleh, state assemblyman for Sun- 
gai Pinang, on 22 March, are the first major 
signs of Umno’s recovery in Kelantan. 
Many lesser branch leaders had crossed 
over in the six months since Malaysia's 
most divisive polls, but these had barely 
caused a ripple. 

The Kelantan defections came a few 
days before Prime Minister Datuk Seri Ma- 
hathir Mohamad’s brief 28 March visit to 
Kota Baru — his first since October — dur- 
ing which he held a closed-door meeting 
with Umno members to spur them into 
wresting back the state. 

Kelantan Umno leaders recognise the 
enormity of the task. “Realistically, it is 
going to be a 10-year wait,” conceded 
Youth and Sports Minister Annuar Musa in 
February. Umno would try to take Kelan- 
tan at the next elections, due in five years, 
but Annuar felt its chances for success were 
slim. 

The clear dominance of Parti Islam (Pas) 
in the fragile partnership is a major com- 
plaint among Semangat ‘46 officials in 
Kelantan. Many saw no role for them- 
selves, while others were embarrassed 


by 
or privately opposed to Pas’ Islamic pro- 
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nouncements. Meanwhile, Umno has man- 
aged to undermine the state government 
by setting up federal agencies with direct 
grassroots contact. 

Kelantan Deputy Chief Minister Rozali 
Isohak, the state Semangat ‘46 chief, is un- 
perturbed. He expects a few more cross- 
overs, but these would barely make a dent 
in the party’s hold in the state. 

Of the various defections in the last 
six months, Ibrahim’s is significant for 
the personal bond he shares with Raza- 
leigh. Ibrahim’s father was an old family 
retainer at Razaleigh’s home, and on 
the eve of the 1986 polls Razaleigh had 
saved Ibrahim from a bankruptcy suit 
which would have prevented him from 
standing as an MP. Although Ibrahim’s po- 
litical career has spanned four political par- 
ties in 17 years, his loyalty to Razaleigh had 
not wavered. 

Unlike Razaleigh, most other Semangat 





Razaleigh: allies detect. 
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and Pakistan. The fourth, Yusuf Moghul, 
had no known links with any political 
group and came from a deeply religious 
family — an unlikely background for a 
member of the leftist Al-Zulfikar that he is 
alleged to have been. Equally curious is the 
revelation that of the six men the hijackers 
wanted released, two are from MQM, the 
sworn enemies of PPP. 

Bhutto says the hijacking was a plot by 
Sadiq Ali to force her and her husband into 
exile. Although the Sindh chief minister in- 
sists Bhutto and her party were involved in 
the affair, his record of jailing opponents 
without observing legal niceties makes his 
claim less credible. a 


‘46 members are not financially indepen- 
dent and have to earn a living. Outside 
Kelantan, some senior Semangat ‘46 lead- 
ers have quietly dropped out of politics. 

Deputy president Datuk Rais Yatim is 
currently reading law in Britain, while 
women’s wing chief Rahmah Osman has 
left to continue her studies. The party’s Per- 
lis state chairman, former deputy home 
minister Datuk Radzi Sheikh Ahmad, 
switched camps a few weeks ago after he 
had also gone off to study. 

Among the many justifications Ibrahim 
gave for his actions, only one stood out. 
“The reality here is that it is impossible to 
fight the establishment from the outside,” 
he said. 

When Razaleigh challenged Mahathir 
for the Umno presidency — which tradi- 
tionally leads to the premiership — in 1987, 
he lost by 43 out of the 1,500 votes cast by 
party delegates. When Razaleigh went to 
the voters in the general elections, Seman- 
gat ‘46 won only 19 state seats out of 152 it 
contested nationwide and eight parliamen- 
tary seats out of 61 contested. 

But Razaleigh has shown no signs of 
throwing in the towel. Since the elections, 
he has shrugged off petty rivalries and dis- 
affections at branch and division levels and 
kept his focus fixed on the party's long- 
term goals. Keeping the spirit alive is 

ount among these. 

The multi-racial Gagasan Rakyat 10- 
party alliance, led by Semangat ‘46 and in- 
cluding all major opposition parties except 
Pas, has decided to proceed with plans to 
register the opposition coalition under a 
common symbol and manifesto. The Pas- 
Semangat ‘46 alliance is the mainstay of an 
overlapping grouping — Angkatan Perpa- 
duan Ummah — of four Malay-Muslim 
parties that has no official status. 

The question now is whether Semangat 
‘46 can hold together until the next elec- 
tions in the face of crossovers for personal 
profit and desertions through sheer ex- 
haustion and disillusionment. Many lack 
the financial and political stamina to keep 
running for five years — spurred only by 
dim prospects of success. 
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Top Multinational Companies are 
already rubbing shoulders in Jebel Ali. 





SCHLUMBERGER 


Over the last 10 years, the Middle East has rapidly gained 
recognition as a world market. And now, more and more 
companies are looking to the region to expand their operations - in 
manufacturing, assembling, packing, re-exporting and distribution. 


Today, the Jebel Ali Free Zone Dubai, has opened its doors to the 
world and put together a package of benefits few companies can 
afford to ignore. 


* 100% foreign ownership + Unlimited transfer of profit and capital 
+ No corporate taxes for a minimum of 15 years 

+ No personal income taxes + No import duties/export taxes 

+ Abundant energy * Cost-effective labour force 


Marketing Dept. No.07, P.O.Box 3258, Dubai, U.A.E. Tel 
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Why aren't you? 


The Free Zone is built around Jebel Ali Port, the largest man-made 
harbour in the world. This gives the zone direct access to the Gulf 
region, with a consumer market of over 1 billion people. 
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All this, combined with a complete infrastructure and a superb 
quality of life for company employees has made Jebel Ali one of 
the most exciting business opportunities in the world. Ask any of 
the 300 companies that are already here. 


. Jebel Ali Free Zone 
Authority, Dubai 






: 084 - 56578, Telex: 47398 PAJA EM, Fax: 084 - 56093. 
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Fighter jet deal boosts Sino-Soviet military ties 


More punch for PLA 





By Tai Ming Cheung in Peking 
E a major boost for rapidly warming 





Sino-Soviet military ties, Peking has 

agreed to buy a squadron of 24 Su27 
combat aircraft from Moscow at a cost of 
US$700 million. The contract, expected to 
be signed in the next few months, repre- 
sents one of the biggest-ever foreign arms 
acquisitions by the People's Liberation 
Army (PLA), and will help to upgrade 
China’s air defence and power-projection 
capabilities. 

In addition, the Chinese are looking 
to acquire more Soviet combat aircraft 
from Iran, which has decided to hold on 
to the estimated 130 Iraqi aircraft that 
landed in the country during the recent 
Gulf War. 

Moscow initially asked for US$35-40 mil- 
lion for each aircraft but finally agreed to a 
“friendship” price of about US$30 million. 
With extras — including 
armaments, training for 
pilots and technicans, = 
and spare parts — the I 
final cost of the deal 
could reach US$1 billion, 
some analysts estimate. 
Although China had 
pressed for part of the 
transaction to be paid in 
barter, the Soviets, who 
are more strapped for 
cash than the Chinese, 
are accepting only hard 
currency payments. 


For security and his- Soviet Su27 fighter at airshow in Manila; 


torical reasons, the Chi- 

nese are lukewarm to the Soviet offer of 
providing technicians as part of a support 
package, and are asking only that their 
pilots and support personnel be trained in 
the Soviet Union. 

Soviet defence planners are said to be 
concerned at the military implications of 
providing China with advanced combat air- 
craft at least a couple of generations ahead 
of the latest Chinese models. The defence 
industry and foreign trade bureaucracy is, 
however, strongly in favour of selling the 
aircraft, given a rapid drop in orders for 
Soviet arms in recent years. 

The deal could be signed as early as the 
end of April if a much postponed visit by 
Soviet Defence Minister Dimitri Yazov to 
Peking finally takes place, though it is be- 
lieved that a more likely date would be 
some time in June or July. 

The Chinese had asked for the most ad- 
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vanced version of the Su27, but the Soviets 
are supplying a less sophisticated export 
model, which has some avionics replaced 
by older equipment and, possibly, a less 
powerful engine. The weapons package 
currently being negotiated is also for down- 
graded radar equipment and air-to-air mis- 
siles. 

While the US has said it sees no cause 
for alarm in the rapid rapprochement in 
Sino-Soviet defence ties, neighbouring 
states are concerned over the fighter sale. 
The Su27 supersonic, all-weather fighter is 
more than a match for the latest fighter jets 
that the Taiwanese, Vietnamese, Indians or 
other Asian states possess. It also has a 
combat range of more than 1,500 km, 
which would allow the aircraft to reach the 
Spratly Islands in the South China Sea, 
claimed by both China and Vietnam. Also, 
the range of the Su27 could be considerably 
extended when the Chinese are able to 





eventually acquire air-refuelling tankers. 

Taiwan and Vietnam’s ability to deter 
the Chinese could be seriously com- 
promised, especially as the two countries 
rely heavily on maintaining a clear-cut air 
superiority over the Chinese air force. 
Taiwanese defence analysts say the Su27 is 
superior to the Ching-kuo indigenous de- 
fence fighter that is currently being de- 
veloped as the mainstay of Taiwan’s air 
force into the next century. The Ching-kuo 
was developed with US technological as- 
sistance, and analysts say that to appease 
the Chinese and prevent Taipei from using 
the Ching-kuo for offensive purposes, the 
US deliberately provided the Taiwanese 
with an under-powered engine. 

The implications for Vietnam in terms 
of its once intimate military relation- 
ship with Moscow are even more bleak, 
says one military attache. “For the Soviets 
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Ding: defence rapprochement. 


to sell advanced fighters to one of Hanoi’s 
arch-foes, with more than a small chance in 
the future that the Chinese would employ 
the aircraft over the Spratlys underlines 
how far Moscow has turned its back on 
Vietnam in return for improved ties with 
Peking.” 

The Chinese air force has also been in- 
terested in other Soviet aircraft, including 
the MiG29 fighter and heavy transport air- 
craft. But because of the high cost of such 
equipment, the Chinese are unlikely to ac- 
quire any significant quantities of additional 
Soviet weapons in the near future, analysts 
say. The Su27 deal itself would swallow up 
almost all the extra money the PLA was 
given in this year’s budget, which jum 
12% over last year to Rmb 32.5 billion 
(US$6.23 billion). 

Nevertheless, the Chinese are eyeing 
the Iraqi aircraft in Iran. A high-level mili- 
tary delegation led by Lieut-Gen. Ding 
Henggao, director of the Commission for 
Science, Technology and Industry for Na- 
tional Defence — who is in charge of 
China’s defence. industries and weapons 
research and development — visited Tehe- 
ran at the end of March and is believed to 
have expressed interest in a barter purchase 
of the jets. 

The Chinese are believed to be particu- 
„ larly interested in Su22 
and MiG29 fighters, as 
well as the Su24 and 
Su25 ground attack air- 
craft. In exchange, the 
Chinese would provide 
tanks, artillery and other 
ground force weapons 
systems to help rebuild 
the Iranian army. Iran is 
interested in the latest 
generation of the Chinese 
M-class tactical missiles, 
but the Chinese have so 
far been non-committal 
on any sale, especially 
given the strong US at- 
tempts to control the proliferation of missile 
technology into the Middle East. 

Ding’s visit signifies a continued expan- 
sion of the Sino-Iranian defence relation- 
ship. This included the first visit to Peking 
by an Iranian defence minister last October, 
during which the two countries pledged to 
widen contacts in a number of areas, in- 
cluding defence industrial cooperation and 
development. 

Given the lack of spare parts for the im- 
pounded Iraqi aircraft, China’s main in- 
terest in acquiring the jets would most 
probably be for their technological value. 
China's military aviation industry is anti- 
quated. The Chinese have been unable to 
bridge the technology gap through indigen- 
ous research and development, and so 
have tended to depend on importing for- 
eign technology and making copies 
through reverse engineering. a 
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Another Year of Significant Growth 














Earnings per share + 17% 
| Dividends per share +17% 
| Net assets per share +16% 


Excellent results reflect the Group’s diversity and strength 
Net assets increased after revaluation of Group properties 


“1991 has started satisfactorily and while it is too early to make any earnings 
predictions, we remain confident about the prospects for the Group.” 


Henry Keswick, Chairman 
20th March 1991 
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4990 
usir 

Turnover 6,034.5 4,638.1 
Operating profit 265.3 238:0 
Share of profits less losses of associates 296.4 2347 
Profit before taxation 561.7 469.7 
Taxation 

— Company and subsidiary undertakings {67.0} (67.2) 

— associates (62.1) (54:9 

į Profit after taxation 432.6 387-6 
Outside interests {202.8} {162.55 
Profit after taxation and outside interests 229.8 195.4 
Extraordinary items 26.0 43.6 
Profit attributable to Shareholders 255.8 238.7 
Dividends (73.2) (61.4) 
L 
Transfer to reserves 182.6 177.3 
use use 

Earnings per share 

— basic 45.33 38.60 

~~ fully diluted 42.13 36,15 
Dividends per share 14.25 12.18 
Note: For purposes of comparison, the 1989 figures have been restated ta reflect ta) the adoption by 
the Company of international Accounting Standards; and {b} the adoption of United States Dollars as 
the Company's reporting currency. 











Jardine Matheson Holdings Limited 
incorporated in Bermuda with limited liability 


The Register of Members will be closed from 22nd to 26th April 1991 inclusive to identify those Shareholders entitled to the proposed final 
“dividend of US@11.10 per share which will, subject to approval at the Annual General Meeting to be held on 7th June 1991. be payable in cash 


‘receive their dividend in Hong Kong Dollars, or Shareholders registered on the Company's Hong Kong branch register of members who wish 
‘to receive their dividend in United States Dollars, should notify Central Registration Hong Kong Limited or one of the Company's transfer 
agents on or before 17th May 1991. Shareholders whose shares are held through the Central Depository System in Singapore ICDP) wilt 
“- sfeceive Hong Kong Dollars unless they elect through COP to receive United States Dollars. The Hong Kong Dollar equivalent of the dividend 
eoi declared in United States Dollars will be calculated by reference to a rate prevailing five business days prior to the payment date. 

















ver breakfast in Australia recently, 
I read in the newspaper that in 
London John Pilger was to be 
awarded the Richard Dimbleby 

Award for factual reporting for his latest 
‘film on Cambodia. I nearly choked on my 
cornflakes. I was on my first visit to Oz 
_ t’since the celebrations of the country’s 
| | bicentennial which seem to have done 
[much to create a new air of confidence (of 
<|- which more later). 

S The only sour note of the trip was that 
į someone had given me Pilger’s book on 
|} Australia, A Secret Country, to read. It 
_ | proved to be one long sanctimonious 
| whine for the romanticised causes of the 
Australia of the 1950s and ‘60s Pilger quit 
_| when he went on his enriching pilgrimage 

to the Mother Country: Aborigine rights, 
-the working man, bloody-minded indepen- 
‘dence, larrikinism, trade unionism, social- 
ism — all defeated, Pilger would naively 
-| have us believe, by conspiracies, nearly all 
_ | involving the CIA. As for Asia, Pilger today 
| seems to think Vietnam encapsulates all 

_those long-lost Australian virtues. 

‘Pilger’s capacity for humbug was dub- 
bed “Pilgerism’” by the British satirist Aube- 
» | ron Waugh, who in 1982 wrote a piece in 
-| the London Spectator lampooning a typical 
| Pilger story in the London tabloid the Daily 
-| Mirror. The self-appointed crusader for 
morality, in the best “at this-point-our- 
_ reporter-made-his-excuses-and-left” tabloid 
“tradition, claimed in screaming headlines 
vand a double-page spread that in Bangkok 
| he had bought a young “sex slave” just ar- 
{c rived from a poor province in the north of 
peN Thailand. 

: Long-term REVIEW readers may recall 
that Pilger sued the Spectator for libel, that 
- Bron Waugh asked us for help, that after 
“some research our then Bangkok corres- 
pondent (now editor of the Bangkok Post) 
aisal Sricharatchanya showed that Pilger 
had been duped by a “Mr Fixit” working in 
_ the car park of Pilger’s hotel (the very non- 
working class Oriental) into hiring the 
_ | young daughter of a Bangkok army 
sergeant who solemnly played the part of a 
_ | waif of a dirt-poor northern peasant family. 
| He obtained affidavits from the girls 
_ | mother, the headmistress of her Bangkok 
| school and others to prove it. 







































_ | But all this went for nothing: the then editor 
| of the Spectator became bored by the affair 
-and published a statement saying that 
| Pilger and the magazine had agreed to dif- 
-| fer. Pilger showed his true nature by. pa 
_}-tronising Khun Paisal and tarring ohir 
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DEREK DAVIES 





Traveller’s Tales 


REVIEW correspondent, the then Bangkok- 
based John McBeth, with the CIA brush 
(partly on the basis of his having been an 
extra in a US film on Indochina). The 
McCarthyist smear technique and the con- 
spiracy theory were much in evidence. 

In the sex-slave story, no one was 
doubting the emotional truth of the Pilger 
article (the trade in under-age prostitutes 
existed); it was the sermonising vulgarity 
and the sloppy reporting, defended by a 
libel suit and subsequent poisonous in- 
nuendos against fellow journalists, which 
offended. Pilger’s film about Cambodia, for 
which he won his award, is more objection- 
able, though here again many would share 
his reservations about the past, Asean- 
initiated, Western-supported hostility to- 
wards the Hanoi-sponsored Phnom Penh 
regime and the support for its rival coalition 
in exile, which includes the Khmer Rouge. 
Aid to the coalition gives at least indirect, 
non-military comfort to the latter. 

But Pilger again appears to have mani- 
pulated facts to fit his recurring leitmotif 
of pro-Hanoi polemics. Many of these have 
been documented, once again in the col- 
umns of the Spectator, by Derek Tonkin, 
who during 1980s was British ambassador 
to Vientiane, Hanoi and Bangkok. He de- 
scribes Pilger’s technique as being “to fast- 
en on to some element in a situation which 
has a half-grain of truth, to ignore the rest 
of the package and to present the half-grain 
as the true essence.” 

Tonkin points out that, in support of his 
line that the West is now pushing for the 
dismantling of the Hanoi-backed Phnom 
Penh regime and glossing over the past 
crimes of the Khmer Rouge, Pilger failed to 
mention the successful pressures put on 
the coalition to vacate the Cambodian seat 
in the UN General Assembly two weeks 
before his documentary was screened, one 
of the factors improving the chances of a 
solution; that he complained US Secretary 
of State James Baker refused to answer his 
questions, but ignored Baker's statement 
last July that the US opposed the coalition 
occupying the seat as long as the Khmer 
Rouge was part of it, that the US would do 
everything possible to prevent the Khmer 
Rouge from returning to power and that 
the US was opening a dialogue with Hanoi 
(which it did); that Pilger twisted Mrs 
Thatcher's words, alleging she said that the 
Khmer Rouge were “reasonable people” 
who would have to play some part in a fu- 
ture Cambodian government (she had said 
nothing of the kind); that a sequence in the 
film purported to show the Singaporean 
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UN delegate shaking hands with “Pol Pot’s 
man at the UN” when the man was actual- 
ly Son Sann, leader of the non-communist 
Khmer People’s National Liberation Front; 
that Pilger misrepresented US human- 
itarian aid to civilians in Khmer Rouge 
camps as military aid to the Khmer Rouge 
itself; that Pilger alleged (completely falsely 
says Tonkin) that the British Sas are train- 
ing Khmer Rouge guerillas (two men he 
named in this context are now suing Pilger 
for libel), and so on. 





The UN Border Relief Operation (UNBRO) | 
which is in charge of relief to Cambodian 
refugees along the Thai border is also com- 
plaining about the film, during which 
Pilger showed a Khmer Rouge munitions 
warehouse in Thailand and alleged it was 
owned by UNBRO and leased to the US 
Government, adding: “This is ironic — a 
humanitarian agency renting its property to 
a foreign government which allows the 
Khmer Rouge to use it as a military base.” 
Last December, UNBRO’s director, Alan 
Doss, complained to the Independent Tele- 
vision Commission (ITC) in London that the 
allegation was false, that UNBRO had no 
leases with governments and that its “al- 
ways precarious” funding could be dam- 
aged by such claims. 

The irc dismissed the complaint. Pilger 
and his associates claim that they 
thoroughtly checked the allegation before 
making it, but admit they never checked | 
with UNBRO itself (“We knew they would 
deny it,” they say). Doss wrote again last | 
February, asking “in all fairness” to see the | 
evidence and to be told the location of the | 
building. The irc did not reply. More re- | 
cently, the warehouse has been identified | 
and UNBRO is even more adamant that it 
has nothing to do with the building. The 
irc has agreed to make further enquiries. 

Richard Dimbleby, after whom Pilger’s 
award is named, was a rotund establish- | 

| 
l 
| 
| 
| 
H 





ment figure of British television, almost per- 
manently installed as a votive object be- 
neath the west window of Westminster 
Abbey, commentating in hushed tones on 
yet another royal ceremonial. In accepting 
the award, Pi struck a very non- | 
Dimbleby pose, apostrophising the voice of | 
dissent as “every bit as legitimate, if not 
more so, than one respective [I think he 
meant respectful]. of authority.” Quite so. 
But the welfare of the long-suffering Cam- 
bodian people and attempts to prevent the | 
return to power of the bloodstained Khmer | 
Rouge are hardly likely to be furthered by | 
ige. . 
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The Swire Group 


Swire Pacific Limited 


1990 Final Results 


Audited Consolidated Results. The profit attributable to 
shareholders for the year ended 31st December 1990 was 
US$314.1 million, as compared with US$395.2 million for 
the previous year. This represents a decrease of 20.5%. 


Exchange rate used: US$1 = HK$7.8 





Turnover 


Operating profit 
Net finance charges 


Net operating profit 
Associated companies 


Profit before taxation 
and minorities 

Taxation 

Minority interests 


Profit attributable to 
shareholders 





Earnings per share: 
‘A’ shares 
‘B’ shares 





Dividends per share: 
‘A’ shares 
-interim 
~ final, recommended 


‘B’ shares 
~ interim 
- final, recommended 





Net assets per share: 
‘A’ shares 
‘B’ shares 


2.32 
0.46 


2.19 
0.44 





Divisional Results. Cathay Pacific Airways Limited’s 1990 
results were 9.8% lower than those of the previous year, 
with a revenue load factor for the year of 74.3% compared 
with 75.6% for 1989. Given the severe difficulties 
experienced by the aviation industry, particularly in the 
second half of 1990, this should be considered a satisfactory 
outcome. Hong Kong Aircraft Engineering Company Limited 
had a good year, with an increase in profits of 5%, in the 
face of continued emigration. Swire Properties Limited's 
1990 profits were lower, with a sharp drop in the 
contribution from property trading only being offset to a 
degree by increased rental income in Hong Kong which 


rose to US$101.5 million from US$77.4 ‘million in 1989. 

The Hong Kong activities of the Offshore Oil and Shipping 
Services Division recorded good growth in profitability, whilst 
losses in respect of offshore activities were much reduced, 
The industries Division’s otherwise good operating results 
were impacted by rationalisation costs and the overall profit 
for the year was lower than that of 1989. Both the Trading 
Division and the Insurance Division reported sharply lower 
profits in 1990, reflecting difficult market conditions. 


Financing. Consolidated net borrowings at the end of 
1990, including the indirect borrowings represented by 
finance leasing obligations, amounted to US$1,361.7 million, 
compared with US$1,000.2 million at the end of 1989. The 
increase in overall Group borrowings reflects a high level of 
capital expenditure during the year, and the weakening of 
the Hong Kong dollar towards the end of the year which 
increased foreign currency obligations when expressed in 
Hong Kong dollars. 


Final Dividends. Fina! dividends to be recommended at 
the Annuai General Meeting on 30th May 1991 arnount 

to US7.3¢ (HKS7.0¢} per ‘A’ share and US1.5¢ (HKi1.4¢} 
per 'B’ share, the same as for 1989. Share registers wil! be 
closed from 20th May 1991 to 24th May 1991, both dates 
inclusive, and dividends will be payable on 7th June 7997 
to shareholders registered on 24th May 1991. 


investment Properties and Net Asset Value. The annual 
valuation at open market value of the Group's investment 
properties, both completed and under development, was 
carried out at 31st December 1990 by professionally 
qualified executives of Swire Properties Limited. The 1990 
valuation, at US$3,095.2 million, has resulted in an increase 
of US$57.4 million in the valuation reserves of the Group, 
Taking into account both the retained earnings in 1990 

and the increase in the valuation of investment properties, 
the net asset value of the Swire Pacific Group at 

31st December 1990 was US$3,678.2 million. 


Prospects. Cathay Pacific is likely to have a difficult year 

in 1991, reflecting the adverse conditions which continue 

to affect the airline industry generally, as a result both of a 
downturn in economic activity in major markets and of 

the residual effects of recent events in the Middle East. 
The overall occupancy level for the Group's portfolio of 
investment properties is good, although there was a 
softening of demand in the office rental market during 1990, 
Net rental income is expected to increase significantly in 
1991. The overall outlook for the Swire Pacific Group beyond 
1997 is encouraging though significant uncertainties as 
regards the performance of Cathay Pacific in 1991 currently 
make it difficult to take a comprehensive view on Swire 
Pacific's prospects, particularly so near to the ending of the 
Gulf War. 


The Annual Report for 1990 wil! be sent to shareholders on 7th May 1991 a 


ee 


D.A. Gledhill 
Chairman 


Hong Kong, 27th March 1991 


Swire Pacific Limited 
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KMT worries about its grip on power 








one-party rule. If all goes well, the changes 
beginning in April under President Lee 
Teng-hui will carry to a logical conclusion 
the process of liberalisation started by 
former president Chiang Ching-kuo when 
he lifted martial law in 1987. 
Lee, the first native-born Taiwanese to 
become head of state, has made it clear that 
¿he wants Taiwan to be a constitutional 
democracy freed from the tangled legal in- 
ventions which have kept the Kuomintang 
(KMT) in power since 1949. He already has 
the endorsement of the KMT Central Com- 
mittee for his plan to lift the “period of com- 
munist rebellion” — the justification for the 
emergency provisions under which Tai- 
wan has been ruled since the communist 
takeover of the mainland — by May and 
complete the reform process by 1992. 

One of the key elements of Lee’s re- 
~ forms will be the long-awaited retirement 
_-by the end of the year of senior parliamen- 
_ tarians frozen in office since elections were 
held on mainland China 44 years ago. Elec- 

_ -tions for the full National Assembly will fol- 
~ low later this year, for the Legislative Yuan 
in 1992, and for the Control Yuan, a gov- 
_ ernment supervisory group, in 1993. 

- “By 1993 we are going to see a funda- 
> mental restructuring of the political system 
as well as a redistribution of power in 
_ Taiwan,” said Kau Ying-mao, president of 
| the 21st Century Foundation, a private 

_ think-tank. 
It is not clear whether Lee's ambitious 
















and without a backlash from the party’s still 

werful conservatives and power brokers 
who have already mounted one unsuccess- 
ful challenge — in 1990 — to Lee’s leader- 
- ship. The conservatives — whose “One 
China” stand is encouraged by Peking — 
could pose risks to Lee’s step-by-step re- 


“forms. 

_. The initial hurdle will be a special ses- 
-Sion of the National Assembly this month. 
©The assembly will be asked to endorse the 
___ termination of emergency rule in May and 


_ approve several constitutional amend- 
_ ments which KMT officials describe as “pro- 
_ eedural” and which are the first stage of 
_ | Lee’s reforms. 

. The amendments will reapportion the 
number of seats in the three elected 





aes 





branches of government, all to be elected 
from Taiwan constituencies. The National 
Assembly will be cut to 327 seats, including 
20 to be filled by presidential appointment 
among Overseas Chinese. The Legislative 
Yuan will have 161 seats, including six 
Overseas Chinese representatives, and the 
supervisory Control Yuan will have 52. 

There are also amendments to strengthen 
the president's emergency powers and 
to bring the National Security Bureau 
under the presidential office, institution- 
alising an agency which enhanced the 
president's authority under emergency 
rule. 

KMT officials hope the April session will 
be the last meeting of the ageing parliamen- 
tarians who fill all but 84 of the current as- 
sembly’s 613 seats. Neither the KMT rank- 
and-file nor the public trusts the assembly 
and Lee has been criticised for not by-pass- 
ing it in the reform process. The party's 
traditional power brokers, on the other 





Li; Soong: party persuaders. 


hand, advised him to have the arch-conser- 
vative but politically dependable seniors 
complete the reforms in one step. 

Vice-President Li Yuan-zu and KMT gen- 
eral secretary James Soong have been can- 
vassing privately with the seniors for sev- 
eral months to head off a repeat of last 
year’s party leadership challenge. It pro- 
duced the biggest public protests Taipei 
had seen since anti-KMT riots in 1947, and 
forced Lee to call an unprecedented bi-par- 
tisan conference to defuse the crisis. 

Some of the seniors still doubt Lee’s 
commitment to their party’s One-China 
policy and may not be as loyal as they 
were a year ago when they elected him. 
This group — mainlanders who arrived 
in Taiwan with Chiang Kai-shek in 1949 
— see the April meeting as their last 
chance to register a protest against liberali- 
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sation, ; 


But the risks of the April meeting are 
manageable, compared with the elections 
for a new National Assembly in the second 
stage of reform. The KMT machinery is now 
weakened by factionalism and party loyalty 
is diluted more than ever by local politics. 
In an open political system with 61 regis- 
tered political parties, KMT candidates have 
discovered in recent elections that they can 
no longer depend solely on money from 
party headquarters to buy votes and must 
find their own grassroots support. 

The KMT is also finding itself more ac- 
countable to public opinion and leaders are 
worried that debate over the constitution 
later this year could raise demands for more 
radical changes than the KMT is willing to 
propose. 

In order to keep the political risks within 
manageable limits, Lee has opted for a- 
closed door reform process which focuses 
on procedural questions with minor adjust- 
ments. “There is some consensus in the 
KMT that constitutional reform will be minor 
to medium in scale and the basic structure 
of the government will remain,” said Chien 
Han-sen, KMT chief for Taipei. 

But observers say it will be difficult 
keeping the reform process under control. 
To begin with, the spectacle of an election 
campaign which replays on a larger scale 
the National Affairs Conference debates of 
last summer could be politically and socially 
disruptive and could lead to an internal 
party revolt, said one presidential adviser. 

Last summer's conference on constitu- 
tional issues reached no consensus and 
produced a confusing list of recommenda- 
tions. But what shocked KMT party conser- 
vatives was the common ground appearing 
between moderates in the opposition 
Democratic Progressive Party (ppp) and lib- 
eral KMT members. Some KMT insiders say 
the conservative backlash that followed ex- 
plains why Lee has kept a low profile in the 
past nine months and has quietly worked 
behind the scenes to allay conservative con- 
cern. 

At least eight different draft constitu- 
tions from KMT and opposition groups are 
now circulating. All of them are more rad- 
ical than proposals being discussed by the 
KMT's official task force for constitutional re- 
form headed by Li. The opposition drafts 
define the Taiwan Government as having 
no sovereignty over mainland China and 
do not refer to the Republic of China, 
though they generally avoid using the 
name “Republic of Taiwan” as some inde- 
pendence advocates want. 

Independent lawyers at the Taipei Bar 
Association have proposed skirting the 
volatile independence issue — anathema 
to the One-China advocates and to Pe- 
king — by freezing the present constitu- 
tion until such time as Taiwan and China 
are reunited, and adopting a temporary ` 


charter more. suited to Taiwan's current 





The gnarled face of authoritarianism, and the youthful spirit of democracy. 


situation. 

Even among many KMT members there 
is support for streamlining the government 
by eliminating two of its five branches — 
Control Yuan and the Examination Yuan — 
and readjusting the balance of power in the 
executive branch, now a two-track system 
combining the presidency with a premier 
and cabinet accountable to the legislature. 
Some also want to abolish the appointment 
of Overseas Chinese representatives to the 
assembly and legislature. 

One of the most sensitive constitutional 
issues is the direct election of the president, 
a change strongly supported in public opin- 
ion polls but dismissed out of hand by KMT 
conservatives. The president is now indi- 
rectly elected by the National Assembly 
upon the nomination of the ruling party. 
Party spokesman James Chu told the 
REVIEW there had been no discussion on di- 
rect elections by the KMT task force. But he 
also indicated that the shape of the future 
constitution remains an open question. 


he DPP is united in its demand for di- 

rect election since capturing the pre- 

sidency would speed up the pros- 
pects of opposition rule. “We need a di- 
rectly elected president, otherwise we can’t 
oppose the KMT power structure,” said Tsai 
Shi-yuan, a DPP assemblyman. 

Some KMT liberals argue that it would be 
better to accept direct elections now, when 
a KMT presidential candidate could proba- 
bly win the post, than wait until it is forced 
on the party in a damaging compromise 
with a stronger opposition movement. 
Since direct elections would greatly 
strengthen the presidency, it would require 
follow-on changes to the constitution, 
which the KMT is also unwilling to consider. 
The internal balance of power between the 
president and the cabinet would be altered, 
making other checks and balances neces- 
sary. 
Even if constitutional changes do not 
take such a dramatic turn, the KMT could 
still be forced to abandon its status quo ap- 
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proach to reform. “When the [new] Na- 
tional Assembly is elected, the KMT will 
move in a more liberal direction,” predicted 
KMT legislator Lin Yu-siang, a member of 
the liberal Breakfast Club faction. Lin said 
that the government's sovereignty should 
derive from the people it actually governs, 
not from those it would like to govern. 
“Some mainlanders and Taiwanese want 
the constitution to be brand new with its 
focus on the 20 million people of Taiwan.” 

The KMT’s official reform proposals are 
still in the drafting stage, but sources say 
they will include the election of the mayors 
of Taiwan's two largest cities, Taipei and 
Kaohsiung, though not the election of the 
provincial governor. The posts are now fill- 
ed by presidential appointment. These and 
other minor changes are called “substan- 
tive” by party officials but opposition politi- 
cians say they are the equivalent of getting 
“yesterday's constitution tomorrow.” 

Substantive or not, the KMT will have 
difficulty getting them approved unless it 
wins an overwhelming number of seats in 
the new national assembly. According to 
the constitution, a three-fourths’ majority is 
required to approve amendments. But the 
KMT won only 59% of the votes in the last 
legislative elections in December 1989, with 
the opposition party winning 30%. At the 
local level, only native Taiwanese have been 
elected to county magistrate positions in 
the past 20 years and in the 1989 elections 
the DPP and independents won seven of 21 
local government posts islandwide. 

KMT Officials are therefore openly wor- 
ried that they will not be able to win 75% of 
the elected posts in the new assembly, a 
fear compounded by the growing indepen- 
dence of Taiwan's voters. Three out of four 
voters say they have no strong party prefer- 
ence and 43% of respondents in a recent 
Gallup poll indicated they would consider 
voting for a third party in the next election. 

If opposition and independent candi- 
dates take more than one-quarter of the 
seats they could stalemate the assembly on 
constitutional reforms. If they take as many 
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as one-third, they could mount a boycott 
and prevent a quorum, throwing the re- 
form process into chaos and requiring 
major compromises by the ruling party. 

The KMT's election strategy now centres 
on candidate recruitment and rule changes. 
How to find candidates to run in an elec- 
tion for a job with no pay and few perks is 
a headache for party leaders. In Taipei, 
where many scholars and most officials 
work, some 200 people would like to run 
for only 29 seats, according to municipal 
party chief Chien. But elsewhere in 
Taiwan, there will be few qualified people 
for the tedious task of constitutional reform. 

What the KMT needs are large numbers 
of attractive, young standard bearers who 
will loyally support the party’s proposals. 
Such devotion is not easy to find among 
the younger generation of party members, 
more than 80% of whom are native 
Taiwanese who support demands for more 
drastic constitutional change. 

The KMT hopes to tilt the elections with 
a change of rules, but an amendment to 
allow incumbent government officials to 
run for elected office was abandoned after 
talks between DPP chairman Huang Hsin- 
chieh and Li. 

Other proposed rules under discussion 
by the Central Election Commission would 
aid the KMT by dividing districts into small- 
er, more manageable units and allowing 
military servicemen to vote by absentee bal- 
lot. Opposition members say that absentee 
voting would enable the military to deliver 
block votes more easily since some 500,000 
servicemen would not have to return to 
their hometowns on voting day. 

Because the stakes have never been 
higher, some observers anticipate more 
dirty tricks than ever before. “This election 
will be worse than any in the past,” pre- 
dicts Lu Hsiu-lien of the Coalition for 
Democracy, a group close to the opposi- 
tion. Lu says that the elections and Na- 
tional Assembly meeting next year could 
throw the whole political system into disar- 
ray. “A storm is brewing,” she said. m 
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Former election ace snipes at KMT bosses 


Top gun, loose cannon 


nce considered the consummate 

strategist as organiser of Kuomin- 

tang (KMT) election campaigns dur- 
ing the 1980s, John Kuan has found himself 
on the outside of the party's formal power 
structure. And he does not like it. 

Kuan, a US-educated native of Tianjin, 
is sniping at party bosses from the execu- 
tive suite of the KMT's radio station, the 
Broadcasting Corp. of China, and firing on 
them from his well-endowed Democracy 
Foundation. For he is an influential leader 
of the KMT’s “non-mainstream” group of 
Chinese mainlanders whose political role in 
Taiwan is under challenge. 

Kuan’s political cunning and sizeable 
network of supporters intimidate many 
KMT members because he put in place 
much of the party machine that won elec- 
tions for the party during the 1980s. His 
friends and allies include 
most of the KMT’s non- 
mainstream | members 
and a handful of senior 
party members who 
were tainted by challeng- 
ing President Lee Teng- 
hui for the presidential 
nomination last year, 
especially former premier 
Lee Huan. 

Kuan has maintained 
his connections and call- 
ed in many favours last 
year when he launched 
the Democracy Founda- 
tion and raised millions 
of dollars within a few 
weeks. 

Senior party officials 
appear awed by Kuan’s 
political influence and will talk about him 
only off the record. The KMT newspaper, 
the Central Daily News, publicly accused 
him last year of using democratic ideals to 
doak his attempt to grab back power for 
himself and his friends with his Democracy 
Foundation. The editorials were soon 
scotched and now the newspaper's editor 
will not discuss the incident. 

Kuan says the Democracy Foundation 
aims to develop Taiwan’s backward civic 
culture, promote party reform and help set 
the public agenda. But foundation mem- 
bers admit the group is a vehicle for the as- 
pirations of many exiled politicians from 
mainland China. Kuan’s frequent trips to 
the US and recent visits to Hongkong and 
Manila to meet younger generation Over- 
seas Chinese have raised suspicions that he 
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The president vs the power broker: Lee Teng-hui; John Kuan. 


is rallying support for a new KMT. 

Kuan told the REVIEW that he and his 
friends have set their sights on next year’s 
elections for the Legislative Yuan, which, 
he says, is becoming “the most powerful 
political institution in Taiwan.” In prepara- 
tion for the campaign, Kuan is learning to 
speak the Taiwanese dialect. Although he 
is now on the sidelines, Kuan is the KMT’s 
most articulate critic. He argues that demo- 
cracy is on the move in Taiwan and the KMT 
needs to be reformed from within. 

“Our organisation is so complicated no 
one can understand what it is doing,” he 
said. In nominating candidates for the com- 
ing elections, the KMT remains dangerous- 
ly paternalistic, he added. “Year after year 
party nominees have depended on the 
party and not on themselves. They have 
lost the ability to compete with non-KMT 


challengers. We should let people run who 
want to help themselves and will go to the 
grassroots for support rather than be sup- 
ported from above.” 

Kuan’s detractors often do not disagree 
with his arguments, but they question his 
sincerity in advocating greater party demo- 
cracy. Some party officials privately allege 
that Kuan was responsible for large scale 
money politics during the 1980s and that 
even his introduction of the primary system 
for selecting KMT candidates for the 1989 
elections involved considerable manipula- 
tion behind the scenes. 

Kuan’s party experience has given him a 
rare understanding of the way grassroots 
politics work in Taiwan, even though he 
became the scapegoat for KMT losses in the 
legislative poll of 1989 and was forced out 
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of his post as head of the party’s organisa- 
tion department. He later resigned his pos- 


ition as deputy secretary-general. 
“Our party in Taiwan has adopted the 


form of American democracy but in sub- 
stance we have Japanese-style politics,” 
Kuan said. “Under these circumstances, 
people think money politics is very natural. 
Taiwan politicians send and receive gifts, 
called ‘kimogi’ in Japan. Sending and re- 
ceiving gifts is very important to keep poli- 
tics operating.” 

Kuan has been especially critical of Lee’s 
plans for constitutional reform, telling an 
audience of Overseas Chinese graduates 
from Taiwan universities in Hongkong re- 
cently that Lee’s timetable was too rigid. He 
also complains that Lee has neglected to 
carry through internal party reform and has 
postponed indefinitely the third plenary 
session of the KMT's 13th Central Commit- 
tee. Kuan and others say Lee’s priority for 
unification policy towards mainland China 
and for constitutional changes overlooks in- 
ternal party affairs and this could prove 
costly in the future. 

But the president's supporters say that 
Kuan’s real concern is that the redistribu- 
tion of power within the KMT excludes trad- 

itional power brokers 
: such as himself in favour 

of the “court officials” 
$ and technocrats gathered 
around the president. 

At the core of this 
power struggle is an at- 
tempt to wrest the chair- 
manship of the KMT from 
Lee by changing the way 
members of the party's 
central committee and 
central standing commit- 
tee are selected. At pre- 
sent standing committee 
posts are essentially ap- 
pointed by the chairman 
who is elected by the 
central committee. Lee 
was elected according to 
official procedures, which 

in recent years have been by acclamation 
rather than secret ballot. By changing the 
rules, the non-mainstream group could 
rally support for alternative candidates 
through balloting and ultimately separate 
control of the party from the presidency. 

Other tactics, say some observers, in- 
volve playing the “China card” by labelling 
Lee, a Taiwan native, as a pro-indepen- 
dence president. This ploy would keep Lee 
on the defensive and force more com- 
promises with party conservatives. But the 
president's supporters doubt whether such 
political manoeuvres will succeed. In the 
coming elections the KMT conservatives will 
not get a majority in the National Assembly 
or the legislature and none of the mainland 
technocrats or military men has much po- 
pular support. m Julian Baum 
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Development dilemma grips the boondocks 


Roads to the rebels 


By John McBeth in Catanauan, 
Bondoc Peninsula 
D evelopment programmes have long 


benefits for the impoverished villagers who 
form the communist mass base, the roads 
that are often a component of rural assist- 
ance also allow government penetration of 
otherwise inaccessible rebel sanctuaries — 
as the Communist Party of the Philippines 
(CPP) has discovered in the Bondoc Penin- 
sula 


The cpp and its armed wing, the New 
People’s Army (NPA), first moved into the 
tongue of land that forms part of the south- 
ern Luzon province of Quezon in 1979. It 
was to prove fertile ground. Within three 
years the communists had organised a 
string of village revolutionary councils and 
turned the rugged peninsula into what 
today is still one of its major sanctuaries. 

It is one they can ill afford to lose. While 
the distractions of the December 1989 coup 
allowed the communists to regain some of 
the ground they had previously lost in 
Bicol, northern Luzon, parts of the Visayas 
and particularly northeast Mindanao, the 
nationwide strength of the NPA has 
ped from 24,000 to 18,000 in the last few 
years and significant inroads have been 
made into the CPP’s mass base. 

Like 14 other trouble spots across the 
country, Bondoc has been designated a 
“special development area” — a status 
which, in theory at least, qualifies it for ac- 
celerated government assistance. Although 
authorities have been slow to initiate civic 
action work as an integral part of its 
counter-ins programme, in the case 
of Bondoc it has come down to a question 
of what comes first, the chicken or the egg? 

While development may have been car- 
ried out with considerable success in Thai- 
land’s northern province of Petchabun in 
the early 1980s, even to the point where im- 
provised armoured bulldozers were em- 
ployed as offensive weapons, Southern 
Luzon Command (SOLCOM) chief Brig.- 
Gen. Federico Ruiz is convinced that Philip- 

ine efforts will come to nothing unless the 
riltary breaks the NPA’s hold. 

Following a strategy of gradual constric- 
tion, Ruiz now has 2,000 troops on Bondoc 
— an area which im such a feeling of 
isolation in the early 1900s that US colonial 
forces adopted it for the now commonly 
used expression, “boondocks.” Although 
they lost 14 men in a single ambush, army 


combat engineers last year completed a 37- 
km road slicing through the northern heart 
of the peni ; 

That road and another parallel route to 
the west are believed to enclose the main 
base area of the NPA’s south Quezon gueril- 
la front. The military claims the strength of 
the front has been reduced from 800 to 400 
since the army adopted its “seize-hold-con- 
solidate-develop” strategy in 1988. 

About 100 insurgents are thought to re- 
main in hills along Bondoc's east coast and 
in so-called “Marlboro Country” in the far 
south. But Philippine National Police (PNP) 
provincial director Lieut-Col Rex Piad says 
the size of the NPA presence varies and 
often depends on whether military pres- 


The Bondoc network 





~ Maharlika highway 
— Secondary road 
ae esr Planned Quirino highway 


_ AFP brigade headquarters 


0 20 40 60km 
a 
*Solcom: Southern Luzon Command 





sure is being applied in other places. 

The military says it is making headway 
despite efforts by the guerillas to stage a 
comeback. Many locals are refusing to pay 
revolutionary taxes, which in earlier years 
pumped as much as P250,000 (US$9,000) a 
month into the communist coffers, but the 
army’s main concern continues to centre on 
private businessmen, who stand to lose the 
most from NPA harassment. 

Much of Bondoc itself falls under the 
2nd Division’s 76th Battalion, an elite unit 
composed of former members of the 3rd 
Scout Battalion which was dis- 
banded after the 1989 coup. Another three 
battalions are stationed in the neck of terri- 
tory at the top of the peninsula and, further 
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to the northeast, a fifth detachment has 
been assigned to chase out guerillas threat- 
ening the planned Quirino Highway. 

The overall militarisation of Bondoc has 
proved a major problem for the 10-15-year 
Bondoc Development Programme being 
carried out by the German Government. If 
their approach may be somewhat different, 
project manager Hans-Jurgen Schmidt and 
Quezon Governor Eduardo Rodriguez both 
agree with the army that genuine develop- 
ment on the peninsula is impossible unless 
there is peace. 

Developed in 1987 as a show of support 
for the new Corazon ino administra- 
tion, the project included plans to spend 
DM 25 million (US$16.6 million) on sealing 
the existing coastal road and upgrading 
farm-to-market feeder roads. 
very much in favour of what the Philippine 
Government wanted, without knowing all 
the problems that would come up,” said a 
German diplomat. “They told us the sec- 
urity situation was under control.” 

Clearly, it was not. The following year, 
then West German Economic Cooperation 
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Minister Jurgen Warnke received two let- 
ters from Gregorio Rosal, spokesman for 
the cpP’s Southern Tagalog Regional Com- 
mittee. Both warned of dire consequences if 
the project went ahead. Rosal also made 
written representations to the Greens Party 
and opposition parliamentarians, describing 
the aid plan as “anti-people.” 

The Greens responded by drafting reso- 
lutions calling for the project to be aban- 
doned. Echoing Rosal’s arguments, the 
party pointed to Bondoc’s peace and order 
would facilitate military operations against 
the NPA without helping the impoverished 


In 1989 the Bonn government dropped 
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the idea to avoid what offi- 
dals feared would be total 
confrontation. Instead, it 
decided to proceed with a 
community-based techni- 
cal cooperation program- 
me using Philippine non- 
government organisations 
(NGOs). The first three-year 
phase, which began in Jan- 
uary 1990, is aimed at sur- 
veying local needs, setting 
up an organisational 
framework and going 
ahead with other modest 
confidence-building mea- 
sures. 

The second agricultural 
phase, however, is likely to be much more 
problematic. German officials have made it 
clear that if they are to succeed in their ef- 
forts to diversify crops and provide a self- 
Sustaining environment for the thousands 
of subsistence farmers who will eventually 
benefit from the project, the government 
must follow through on its promise of 
meaningful land reform. 

As in many other parts of the country, 
the watered-down agrarian reform pro- 
gramme has so far had little impact on Bon- 
doc where only an estimated 200 property 
holders own up to 80% of the arable land. 
Provincial officials claim one of the biggest 
landowners is businessman and presiden- 
tial hopeful Eduardo “Danding” Cojuangco, 
who is reputed to own 10,000 ha of coco- 
nut plantations in the central part of the 

insula 


In a two-way radio interview with 
Philippine newsmen from his jungle base 
last September, Rosal said the lack of pro- 
gress in dividing up large estates does not 
conform with the conditions laid down by 
the German parliament. Five Quezon-based 
organisations have been associated with the 
German project, but one, the Farmers Insti- 
tute for Southern Tagalog (Fist), has backed 
away. 

FIST maintains that no substantial 
changes have occurred to ensure the suc- 
cess of the project. According to its figures, 
the Department of Agrarian Reform (DAR) 
has placed only 4%, or 1,961 ha of the 
46,589 ha of farmland in the four muni- 
cipalities of San Narcisco, Mulanay, Cata- 
nauan and Buenavista in the central part of 
the peninsula under compulsory acquisi- 
tion. 

“We reiterate that unless farmers own 
the lands they till and alternative social sup- 
port systems are extended to them, no 
socio-economic project can alleviate the re- 
sidents’ impoverished conditions,” FIST said 
in a position paper last year. There has 
been a similar reaction from the Congress 
of Farmers for Agrarian Reform, an alliance 
of farmers’ organisations on the Bondoc 
Peninsula. Says chairman Edgardo Aben- 
goza: “Development projects are useless if 





Rodriguez; an impoverished villager: peace before economic progress. 


the target beneficiaries are threatened and 
their future is uncertain.” 

While the NPA has adopted a wait and 
see attitude, the German parliament is 
keeping an unusually close eye on develop- 
ments as well. “We still think we can go 
ahead as long as we can convince the NPA 
the project will serve the people, not the 
military,” says a German official. “If our 
security cannot be guaranteed, then we will 
be out. The Philippine Government has to 
provide the right environment.” 

The Germans do not want to be seen 
as part of the government's counter-in- 
surgency strategy — even if it is difficult to 
separate the two. 

While it is far from clear whether the mi- 
litary or the NPA will go along with the idea 
in practice, Governor Rodriguez has asked 


Aquino to include Bondoc 
in a list of selected peace 
zones where it is proposed 
both sides will respect a 
general ceasefire. Ambiti- 
ous as it may seem, a com- 
prehensive study is also 
being undertaken by the 
Asian Institute of Manage- 
ment to find ways of speed- 
ing up the implementation 
of the agrarian reform pro- 


gramme. 

Local landowners, many 
of whom live far away, 
are not openly objecting to 
the project at this point. 
Schmidt believes it may be 
more practical in some cases for tenant farm- 
ers to rent the land, something that would 
provide them with an incentive and the 
owners with a continued margin of profit. 
Although Cojuangco, for one, is opposed to 
land reform, he says he has no objection to 
some form of profit-sharing on his nation- 
wide properties. 

Meanwhile, the Germans are pressing 
ahead with their own survey into the social 
and historical backgrounds of 40 “entry 
barangay” representing about 10 different 
eco-systems among the 322 villages across 
the project area. From that, Schmidt and his 
Filipino workers will be able to determine 
the sort of small-scale projects that will bring 
most benefits to a people whose boondocks 
existence has placed them at the bottom of 
the social register. a 
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Unlikely allies in bid to block highway 
Short cut to suspicion 





By John McBeth in Ragay, Camarines Sur 


outhful Camarines Norte Governor 

Casimiro Padilla and the Communist 

Party of the Philippines (cpp) have 
one thing in common: they are dead set 
against the construction of the mainly 
USAID-funded Quirino Highway — even if 
it is widely expected to breath new eco- 
nomic life into much of Southern Luzon’s 
typhoon-prone Bicol region. But both have 
different reasons for opposing the long- 
planned project. 

Padilla, 43, fears the short-cut will de- 
prive Camarines Norte of its commercial 
lifeblood by drawing away investment. 
The crr’s military arm, the New People’s 
Army (NPA), regards the 96-km artery as a 
direct threat to base areas it has maintained 
along the Quezon-Camarines Sur provin- 
cial border and further south in the Bondoc 
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Peninsula since the early 1980s. 

Officials insist the road is not meant to 
form part of the Maharlika Highway, 
which links Manila to Camarines Norte and 
the other southern provinces of Camarines 
Sur, Albay and Sorsogon. Nevertheless, 
the new route will not only shorten the dis- 
tance to Bicol, but it will enable travellers to 
avoid the worst part of the Maharlika — 
where it loops through mountainous ter- 
rain in Camarines Norte. 

That particular 100-km stretch takes as 
much as three to four hours to negotiate and 
Padilla says priority should have been 
given to its reconstruction or to the building 
of a new and more direct route from 
Quezon to Daet, the province capital. 

The fact that USAID is funding a signi- 
ficant part of the Quirino project has not 
been lost on the NPA, which sees US deve- 
lopment assistance as part of the Philippine 
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Government's counter-insurgency effort. 
“Local contractors in some places have 
been able to co-exist with the communists,” 
notes one public works official. “But foreign 
contractors act like magnets — particularly 
the Americans.” 

Predictably, that is what has happened. 
Although the American-Philippine joint 
venture Turno America/Foundation Spe- 
cialists began preliminary work on the main 
57.5-km centre-section of the project last 
April, it has had to call a halt three times so 
far because of communist extortion de- 
mands. Now, a battalion of 2nd Division 
troops has been moved into the Quezon 
rail town of Tagkawayan, which also serves 
as Turno America’s base camp. 

USAID officials declined to discuss the 
project with the REVIEW, in itself a reflection 
of their sensitivity to the NPA threat. Even 
local contractors, who were awarded 
Philippine-funded contracts for a short 6.5- 
km gravel section at the northern end of the 
highway and another unpaved 32.2-km 
stretch at the southern end, between the 
towns of Sipocot and Ragay, have experi- 
enced security problems. 

The firm responsible for the 6.5 km had 
its contract rescinded after completing only 
35% of its task. In the south, only one of 
five companies involved has fulfilled its 
contract and another has completed a 
bridge spanning the Ragay River. The rest 
have ceased operations, leaving behind an 
unfinished road and questions over what 
happened to the 2200 million (US$7.14 mil- 
lion) appropriated for the work. 

The Department of Public Works and 
Highways hopes the entire highway will 
eventually fall under USAID funding, ex- 
panding the agency’s initial 2438 million 
outlay to nearly P600 million. But that still 
leaves the NPA. Although the guerillas have 
reduced their extortion demands from 285 
million to 220 million, it is doubtful 
whether the money would make a differ- 
ence even if it was paid. 

Battalion commander Maj. Fernando 
Orbase, who has di his men along 
the path of the highway to protect the road- 
builders and to carry out offensive patrol- 
ling, expects strong resistance. “This is a 
strategic place for the NPA because it is 
bounded by three provinces,” he told the 
REVIEW at his Tagkawayan command post. 
“In my opinion they won't give it up even 
if the road is built.” 

The highway will run parallel to the 
Manila-Legaspi railway line, which is soon 
to be upgraded under a P1 billion loan pro- 
vided by Japan’s Overseas Economic As- 
sistance Fund. In one of their more spec- 
tacular exploits, in September 1987 armed 
insurgents hijacked a Manila-bound train 
and rode it into the town of Del Gallego 
where they killed 17 policemen. 

Attacking established lines of communi- 
cation, however, proved to be counter-pro- 
ductive. The same month, the NPA drew 





strong public criticism when it blew up the 
Quilbay railway bridge and two road 
bridges near Sipocot and nearby San Fer- 
nando, cutting all traffic links between cen- 
tral and southern Luzon. It was the first 
time anywhere in Luzon the NPA had suc- 
ceeded in isolating an entire region, but the 
bombings came after a severe drought and 
at a time farmers were harvesting new 
crops which local officials hoped would 
pull Bicol out of its difficulties. 

Although the NPA acknowledged those 
attacks were a mistake, it recently de- 
stroyed another bridge between the towns 
of Lopez and Guinayangan, claiming it was 
only being used by the military. And its ap- 
parent determination to harass the Quirino 
Highway belies the benefits the project will 
bring to Tagkawayan, Del Gallego and 
Ragay, districts rich in coconuts and fish 
which would never have prospered if they 





Poor, dispossessed . . . and isolated. 


had had to rely on the Philippine National 
Railway's inadequate service. 

Instead, much of their produce is 
moved by skate, an indigenous rail trolley 
powered by a 7-hp engine that carries eight 
to 10 passengers or their equivalent weight 
in cargo. Since they were introduced 10 
years ago, the number of privately owned 
skates plying the single rail track between 
Sipocot and the Quezon town of Calauag 
has grown to more than 1,000. 

Ragay Mayor Maruja Senar says that 
when it is completed in 1993, the road will 
lift Ragay and the other rail towns from 
their virtual isolation and provide better ac- 
cess to markets. 

Communist resistance to the road stems 
from the fact that it will strengthen the gov- 
ernment presence and cut across the main 
line of communication between southern 
Bicol and base areas across the Ragay Gulf 
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on the Bondoc Peninsula. Armed guerilla 
groups move back and forth across the gulf 
and insurgents in Quezon and Camarines 
also use pumpboats to infiltrate along the 
coast into Albay and Sorsogon. 

Army officers and local officials claim to 
have already broken the NPA’s hold in 
Ragay, a surprisingly prosperous town 
which the i ts once taxed with im- 
punity. The change began last year after the 
army formed four locally recruited militia 
companies to augment thinly spread gov- 
ernment forces. Then in December, 201st 
Brigade troops seized the base of the Bicol 
Regional Party Committee, one of the three 
organs making up the cpp’s Southern 
Luzon Territorial Commission. 

Intelligence officers estimate there are 
about 400 main-force guerillas in Camarines 
Sur, about 100 of them attached to the 
NPA’s regional operations command in the 
coastal Tankong Baka region south of the 
Naga province capital, and the larger 300- 
man force closer to the provincial border 
with Quezon where the new road will cut 
through difficult undulating country of 
coconut plantations and scattered jungle. 

Other insurgents frequent the moun- 
tainous tri-border area of Quezon, 
Camarines Norte and Camarines Sur, often 
roving further north into Camarines Norte. 
There they have sought to extract revolu- 
tionary taxes from the gold-mining ven- 
tures of Benguet Mining. 

Last July NPA raiders seized gold and 
silver bars worth more than P6 million 
from the Benguet mine, and carried away 
1,500 sticks of dynamite. Shortly after that 
incident, the Philippine-Australia joint-ven- 
ture company Goldfields International pull- 
ed out of its Labo workings, reportedly be- 
cause of NPA harassment. 

Although gold is third only to copra and 
marine products as the mainstay of the 
Camarines Norte economy, what concerns 
Padilla is not the NPA but the Quirino High- 
way and the way it threatens to affect bus 
and truck traffic through his province. “If 
you quantify all this sort of business,” he 
says, “the amount is significant.” 

The governor is also worried that fishing 
boats which use the port of Mercedes may 
be drawn away to Camarines Sur by the 
easier access to the Manila market and the 
opening this month of Naga’s Camaligan 
fish processing plant. Analysts say the eco- 
nomic downturn could have the affect of 
providing new recruits for the NPA. 

If they appreciate his concern, local offi- 
cials elsewhere say Padilla is ignoring the 
fact that the highway will benefit the region 
as a whole. Camarines Sur Governor Luis 
Villafuerte suggests classifying the Quirino 
Highway for cars and buses only as a way 
of easing the impact on his economically 
depressed neighbour, but he says it is im- 
portant Camarines Norte diversifies its ag- 
riculture at a time when copra prices re- 
main low. a 
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MALAYSIA 1 


Town planners have to balance contradictory factors 


The L-shaped boom 





By Lincoln Kaye in Kuala Lumpur 


t the bottom of Jalan Sultan, where 
A: pedestrian precinct of China- 





town meets the sizzling four-lane 

motorway to Petaling Jaya, sit sev- 
eral blocks of reamed-out shop-houses. 
Through the ornate grillwork of the second- 
storey windows can be glimpsed the glass- 
and-concrete skyscrapers that beetle over 
Chinatown.The shop-houses have been ac- 
quired by the federal government's Urban 
Renewal Authority (URA) and the interiors 
have been levelled. 

Now only the ornate century-old facades 
are left, and officials remain mum about 
what is in store for them. They 
may be turned into boutiques, 
local conjecture has it. Or 
tourist hotels, or yuppie town- 
houses or even low-cost flats. 

In many ways, the shop- 
houses symbolise the dilemma 
of Kuala Lumpur today: the 
facade-behind-the-facade, the 
hollowing out of tradition, the 
uncertainty about the future. 
Sidewalk fortune-teller Fong 
Yun Pin has moved his card 
table a few blocks away from 
the now-defunct shop-house 
row where he used to do busi- 
ness. He foresees that “a great 
city could arise here, truly 
world class. But to achieve it 
won't be an easy process.” 

Superficially, at least, this 
fast-growing metropolis of 1.5 
million people would seem to 
be already halfway there. Boos- 
ters like the mayor, Tan Sri 
Elyas Omar, tout the “clean, 
green” image that has been cul- 
tivated over the past decade, in 
sharp contrast to such Asean 
capitals as Manila, Jakarta and 
Bangkok. 

Yet the city remains livelier than neigh- 
bouring Singapore, more culturally and ar- 
chitecturally diverse, and far more afforda- 
ble. Nor does it lack amenities: in the 
1980s, a new crop of luxurious dubs and 
hotels sprang up. Even the once-sleepy en- 
tertainment scene is showing new signs of 
life 


“There is no better place in Asia to make 


money. Or to have fun,” boasts a US-edu- 
cated merchant banker who passed up 
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fancy job offers abroad to return to his na- 
tive Kuala Lumpur. “For those in the 
know, you can’t beat the lifestyle. Visiting 
fund managers from Hongkong go back to 
head office talking about this place as a 
haven after 1997.” 

But, just beneath the slick, five-star ve- 
neer lurk traces of Third World urban chaos. 
And it is getting harder for upscale Kuala 
Lumpureans to ignore the city’s underside. 
Taps run dry, traffic backs up, flash floods 
inundate downtown thoroughfares at each 
monsoon, black smog periodically blots out 
the tops of skyscrapers, squatter slums nes- 
tle amid the condominiums. 

This schizophrenic “Tale of Two Cities” 





In the beginning was Chinatown. 


is a result of patchwork development. 
Greater Kuala Lumpur sprawls in the 
broad basin of the River Kelang, without 
any well-defined physical constraint to give 
shape to urban planning. 

The town was not always so amor- 
phous. Barely three generations ago, it was 
no more than a cluster of shacks at a conflu- 
ence of jungle streams. Historian Mubin 
Shepherd, now 86, recalls how, when he 
first came to Kuala Lumpur as a young 
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career officer in the British colonial admin- 
istration, “you could go everywhere, you 
needed by bicycle.” The lineaments of that 
compact, “L” shaped colonial city are still 
visible in the downtown street plan, Uni- 
versity of Malaya historian Lee Kam Heng 
points out. 

The shambling shop-houses of China- 
town form one arm of the “L.” The other is 
made up of the key ingredients of British 
power: the handsome, Moo e govern- 
ment offices, the half-timbered Tudor 
stolidity of the Selangor Club, the por- 
tentous bank buildings, the whitewashed 
gothic spire of the Anglican church. 

From these crisp beginnings, the conur- 
bation has ballooned into an 
administrative hodge-podge. 
As the nation’s capital, the 
243 km? of Kuala Lumpur it- 
self come under direct federal 
control. A penumbra of satel- 
lite towns, adding up to an- 
other 130 km?, fall within the 
surrounding state of Selan- 
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gor. 

Although not nominally in- 
duded in greater Kuala Lum- 
pur, the industrial city of 
Kelang and the harbour at Port 
Kelang are also organically 
linked to the conurbation. The 
overflow of industry and popu- 
lation could eventually necessi- 
tate a brand new “twin city” of 
up to a million people: the 
neighbouring states of Pahang 
and Negeri Sembilan are vying 
for the honours. With that 
many jurisdictions in play, no 
one bureaucracy can unam- 
biguously daim overriding au- 
thority for the grand design of 
the conurbation. 

Prime Minister Mahathir 
Mohamad himself presides 
over an inter-jurisdictional coor- 
dinating committee for the capital re- 
gion. He intermittently involves himself 
in such issues as the shrubbery planta- 
tions on highway dividers or the food- 
delivery systems at roadside hawker 
stalls. 


The mayor, too — a Mahathir protege 
and political appointee of nine years’ stand- 
ing — has built-up a reputation for 
dynamism with his “hands-on” style. But 
critics charge them both with a penchant 


ha 
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for micro-management rather than strategic 
vision. 

Yet the prime minister's own ambitious 
population and industrialisation goals cry 
out for a comprehensive urban develop- 
ment strategy, according to T. Mahesan, 
president of the Malaysian Institute of Plan- 
ners. Mayor Elyas projects the city’s op- 
timum population at about 2.5 million in 
the early 21st century. 

Presently, nearly one in 10 Malaysians 
lives in Kuala Lumpur. If that ratio is main- 
tained, then the city will be packed to 
nearly three times capacity by the time the 
national head-count approaches Mahathir's 
stated target of 70 million. 

The only way out is rapid development 
of alternative urban centres. The country 
will have to develop fully 7% of its land- 
mass as secondary cities, Mahesan esti- 
mates, just in order to maintain an overall 
urban density of no more than 20 persons 
per acre (roughly the level of modern-day 
Kuala Lumpur). Otherwise, magnet conur- 
bations like the Kelang valley could go the 
way of Calcutta. 

To avoid such a fate, a 235-page “Struc- 
ture Plan” for greater Kuala Lumpur was 
prepared by a team of experts after exten- 
sive public hearings. Released in 1984, the 
report spelled out broad guidelines on a 
range of key topics: zoning, infrastructure, 
industrialisation and population targets, 
low-income housing, slum eradication, so- 
cial services and ambitious public transpor- 
tation schemes. 

But the structure plan was meant as no 
more than a general statement of objec- 
tives. Details of implementation were 
to be ted in a series of local plans 
that were to be, like the structure plan itself, 
hammered out in open hearings and pub- 
licly posted. That, anyway, was the idea 
stated in the plan document. 

The timing of the plan worked against 
its orderly implementation. Almost as soon 
as it was issued, Malaysia was hit with a 
long and deep recession. Kuala Lumpur 
real-estate values slumped by as much as 
70% in some upscale sectors of the office 
and residential market, according to prop- 
erty analysts. Construction ground to a 
halt, and the question of how to regulate 
building developers appeared somewhat 
moot 


Then, when the economy rebounded in 
1988, nobody seemed to have time to pon- 
der such niceties as urban planning. They 
were too busy building. Housing subdivi- 
sions and condominiums sprouted in places 
where there were not yet even feeder 
roads, power lines or sewage mains. “We 
[private sector consultants] have to provide 
for just about everything,” relates Hussein 
Hamzah, president of the Malaysian Insti- 
tute of Architects. 

To anyone flying into Subang airport, 
the effects of this construction boom are 
dramatically visible. Vast tracts of graded 


house-sites, bulldozed but not yet built 
upon, scar the green carpet of erstwhile 
plantation land. 

Elsewhere, alongside the raw new row- 
houses, garbage tips smoulder and water 
oxidation ponds glint among the surround- 
ing trees. Such vistas give ironic mean- 
ing to Malaysia’s currently fashionable 
buzzword of “privatisation” in urban deve- 
lopment. How long it will take for public 
services to catch up, Mahesan finds “hard 
to say.” 

All the harder since the local plans, 
shelved during the slump, seem to have 
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City life, through a cartoonist’s prism. 


been sidelined during the rebound as well. 
Mayor Elyas reports that local plans have 
already been drafted for nearly half the 20 
planning areas in the structure plan scheme. 
But the administration chooses not to make 
the local plans public, he explains, lest “we 
limit our flexibility.” 

Too much planning “flexibility,” how- 
ever, raises the risk of a scattered and ad 
hoc lay-out. For one thing, the administra- 
tion hardly has the manpower to review 
projects on a case-by-case basis from a plan- 
ning standpoint. In all Malaysia, according 
to Mahesan, there are maybe 600 planners, 
only about half of whom work in govern- 
ment. 

It would be a superhuman task for such 
a limited pool of professionals to vet the 
volume of projects under way in boom 
times like these. In such a circumstance, 
holding developers to the terms of explicit 
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local plans may be the only way to main- 
tain sound planning principles. 

Not that textbook principles of city plan- 
ning are necessarily the sole guiding con- 
siderations governing the growth of the 
Kelang valley conurbation. Just as impor- 
tant, from the government's standpoint, is 
to redress the ethnic imbalance of the trad- 
itionally Chinese-dominated centre cities 
and bring in more Malay “sons of the soil.” 
Besides equity considerations, this policy is 
dictated by the fear of the ruling United 
Malays National Organisation (Umno) that 
the cities could turn into an opposition vote 
bank. 

Money politics, too, play a role in deter- 
mining the shape of urban development, 
construction industry sources admit. Build- 
ing permits offer an endless source of 
squeeze for politicians. Political funding 
considerations, as well as a bid to catch 
votes with high-profile projects, might also 
underlie the official penchant for costly, hi- 
tech solutions to such urban dilemmas as 
the transportation snarl, suggests environ- 
mental lobbyist Gurmit Singh. 

How else, he asks, to explain the city 
administration’s determination to set up a 
mass rapid transit system, a suburban light 
rail system, a M$170 million (US$62 million) 
downtown monorail loop, moving side- 
walks and cable cars? Realistic passenger 
usage projections could hardly justify such 
paraphernalia, Gurmit charges. 

Piecemeal implementation of these 
pipe-dreams without first providing for 
adequate feeder systems, he adds, would 
only compound traffic woes by creating 
new bottlenecks. And, by promising these 
grandiose schemes, the government lets it- 
self off the hook for rationalising and up- 
grading the existing network of stage buses 
and mini-buses — a low-cost, readily realis- 
able “appropriate technology” alternative. 
The upshot, says Gurmit, is more Proton 
Sagas (the popularly priced indigenous 
sedan from the government-backed car 
works), necessitati more highways, 
which in turn saa, valley’ wp ott 
raise the temperature and increase smog. 

Climatic conditions in the Kelang valley 
are like those of Los Angeles: an enclosed 
basin bounded by hills and fronting on the 
coast. The wind reverses directions after 
sunset, so that night-time sea breezes blow 
the day's accumulated smog right back in- 
land, where it is trapped by the mountains. 
Los Angeles already demonstrates the con- 
sequences of paving such an environment 
with freeways. 

Non-drivers generate pollution of a 
different sort. For those who cannot af- 
ford cars, Gurmit points out, there is 
always the option of building a shanty close 
to the job — a prospect that for many is still 
less painful and more affordable than at- 
tempting to commute by public transport in 
the Kelang valley. Workplaces come to rely 
on handy, nearby slum reservoirs of man- 
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Air hostess Darawan. She also helped Thai win the 1990 ‘Executive Travel’ Magazine Award for most efficient cabin staff. @ Thai 


























power. When a new defence minister took 
_ Over earlier this year, one of the first things 
_ he did was to tour “his” slum where minis- 
try staff lived. 

As soon as squatters stake out a new 
lum, they lose no time in signing up with 
_ their local Umno branch as a form of politi- 
cal insurance, says Syed Husin Ali, a social 
activist who works amongst slumdwellers. 
Since new migrants to the city tend to settle 
-together according to their state of origin, 
they also command some influence via 
their home-town representatives. 
| As far as Mayor Elyas is concerned, get- 
‘ting rid of the slums is simply a matter of 
building alternative low-cost housing. He 
estimates that about 5,000 units a year for 
_ the rest of the century ought to do it. Pri- 
vate, as well as the public, sector will play a 
“role, he adds. Commercial developers are 
obliged to include a fixed percentage of 
__. low-cost housing in their schemes. 
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to tell which is rising fastest, the city’s 
Æ skyline or the property prices. Yet, 
_ paradoxically, at the centre of the city, what 
_ should be prime real estate is given over to 
_ whole swathes of two- and three-storey 
_ row-houses that are 6-80 years old. 
: Nobody is getting rich off these build- 
-ings. Colonial-legacy rent control laws es- 
sentially deny landlords control of their 
_ pre-World War II vintage properties. Rents 


I: modern-day Kuala Lumpur it is hard 


are all but impossible. The original tenants 
became the main beneficiaries; some prem- 
ises are already in their fourth or fifth sub- 
leases. 
This quixotic legislation, however, has 
had the unintended effect of embalming 
historic core of the city in relatively 
riginal condition (albeit somewhat de- 
crepit, since nobody has much incen- 

e to maintain the buildings). Early 
this year, Housing and Local Govern- 
-ment minister Ting Chew Peh an- 
_ nounced plans to phase out the rent 
_ © control act. 

«~ Land developers are already eyeing 
‘the shop-house warrens in the city 
centre. Absentee landlords, long de- 
-nied their property rights, are looking 
-= forward to a windfall. Even some of the 
resident shopkeepers would like no- 
-thing better than to sell off their lots at 
the M$300 (US$109) per ft? that its loca- 
|- tion should command (though the odd 
_ > Tot sizes — only 20 ft wide by more than 
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are fixed at absurdly low rates and evictions 


Distinctive row-houses under pressure. 





Mohamad Ali Osman, hints that the slum 
problem might prove more intractable. The 
proportion of slumdwellers in the city has 
declined over the 1980s as a result of a rising 
population. But the absolute number has 
remained pretty much constant at nearly 
200,000. New arrivals may keep pace with 


— or even outstrip — low-cost housing 
construction, which runs chronically be- 
hind target. 


Where the cantonment used to be 
(handy to a still-functioning entertainment 
district) now looms City Hall. From his 
29th-floor balcony, Elyas can view the ris- 
ing skyscrapers of the “Golden Triangle” 
commercial hub as well as the isolated 
clumps of outlying tower blocks. If the air 
were clear — which it seldom is, nowadays 
— pockets of high-rise development could 
be spotted all the way to the Selangor state 
line and beyond. 





Redevelopment threatens street life 


Yesterday’s houses 


100 ft deep — make such sales problemati- 
cal). 


Conservationists are casting about for 
ways to preserve the buildings. An often- 
cited precedent was the recent conversion 
of the art-deco Central Market into a war- 
ren of boutiques. 

But this “success” has left the market 
gentrified beyond recognition. And, mean- 
while, bureaucrats are already talking about 
shutting down the jumble of equally vener- 
able spice and condiment shops across the 
street now that the produce market they 
used to complement no longer functions. 

Whatever the upshot, the end of rent 
control seems certain to doom the way of 
life, if not the actual bricks and mortar, of 
the old shop-house districts. At present, be- 
hind the cornices, balustrades and pilasters 
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Elyas’ own planning director, Datuk 
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There is room —- and demand — for lots 
more towers, Elyas says, preferably of the 
“intelligent, five-star” variety. The skyline 
may look fragmented now, but it will all 
link up in the end, he is convinced. To con- 
nect the scattered pockets of intensive de- 
velopment, he would like to see sophisti- 
cated “people mover” systems like moving 
sidewalks and cable cars that would obviate 
the need for vehicles in the city centre. Only 
when such alternative transport becomes 
available downtown could he responsibly 
limit traffic access to the city centre, he says. 

At the same time, of course, the admin- 
istration must create more green space and 
civic amenities, upgrade its sewers and 
drainage, revive the core city as a residen- 
tial precinct, promote arts, conserve old 
buildings (or at least their facades). And all 
these potentially contradictory missions 
have to be pursued at once. “So many fac- 
tors to be balanced,” the mayor sighs. s 


of the shop-houses’ stucco facades, whole 
families often live five or more to a cramped 
room. Downstairs, under the “five-foot- 
way” ground floor loggia, street life thrives. 

Hawkers serve up an amazing profu- 
sion of fast foods and pedlars flog their 
wares. Services on offer range from barber- 
ing to fortune-telling, Chinatown is the 
biggest and most central of these zones, but 
similar quarters are dotted. throughout the 
Klang valley in the traditional hubs of the 
conurbation’s constituent towns. 

The precincts may not be the cleanest — 
rats as big as house cats: are occasionally 
seen skulking in the drains. But it looks like 
more Kuala Lumpur residents enjoy their 
daily quota of “taking the air’ and people 
watching in such kerb-side oases than in all- 
City Hall's vaunted “green lung” parkland ` 
enclaves combined. 

Not necessarily for much longer, 
though, if officials and developers have 
their way. Prime Minster Mahathir, in one 
of his latest campaigns, now advocates 
herding the food stalls into sanitary, Singa- 
pore-style hawker centres. Preliminary pre- 
paration of food should be done in central 
kitchens, Mahathir says, and customers 
should queue up for self-service a la 
McDonald’s. 

“It won't be the same thing at all,” 
pronounces noodle virtuoso Teo Chin 
Teck, renowned on Jalan Petaling for 
his showmanly flourish with a wok. 
Maybe not, but there are other ways of 
providing people with a low-cost place 
to hang out in the evenings. Mayor 
Elyas Omar, for instance, is particularly 
pleased with the underground shop- 
ping mall that has been built beneath 
the downtown padang (or playing field). 

The development preserves green 
space and at the same time provides a 
place to shop and enjoy the crowd, Les- 
sons may be drawn for the redevelop- 
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Conveniently located at No. 1 
Jian Guo Men Wai Avenue, the 
China World Hotel is the first 
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With its prime location in the 
prestigious China World Trade 
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ment of the centrally located old horse-rac- 
ing track, which will be turned into a com- 
bination of green space, shopping malls 
and high-rise construction. 

Such development makes far more 
sense than the wholesale preservation of 
entire neighbourhoods full of shop-houses 
in central Kuala Lumpur, according to ar- 
chitect Hijas Kasturi. A little bit of conserva- 
tion, for sentiment’s sake, goes a long way, 
he seems to feel. 

Far more urgent is the need to create a 
modern, downtown hub around which the 
city can coalesce — something that 
the old shop-house precincts now pre- 


empt. After that, the city can tum its atten- 
tion to developing an architectural “signa- 
ture.” For this, Kuala Lumpur might use 
the characteristically Malay commemora- 
tive arches framing its boulevards, Hijas 
suggests. 

Artist Victor Chin, who grew up in a 
pre-war shop, finds it perverse to wilfully 
demolish the city’s most distinctive feature 
— its old row-houses — and then search 
about for a synthetic substitute “signature.” 
The buildings may not have been classically 
beautiful, he admits, but with their shaded 
loggia, internal airwells and cross ventila- 
tion, they are admirably suited to urbanisa- 
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From gang warfare to Victorian-Mogul splendour 


Sanitary beginnings 


of such an assertive young country, 

Kuala Lumpur's centennial celebra- 
tions last year were curiously understated. 
Part of the reason may be that to construe 
1990 as the city’s 100th birthday is to im- 
plicitly characterise the municipality as no 
more than a garbage collecting agency. 

The entity that was established in 1890 
was the Kuala Lumpur Sanitary Board, 
from which today’s city government is 
lineally descended. Besides picking up the 
trash, the early administration was charged 
with widening, illuminating and sign-post- 
ing the roads. 

These amenities signalled the arrival of 
the early waves of Europeans on the scene. 
By that time, the city already had a history 
of more than three decades, mostly marked 
by the gang warfare of rival factions of im- 
migrant Chinese labourers who came for 
Malaysia's 19th century tin rush. 

Effective founder of the city was the 
redoubtable Yap Ah Loy, a Hakka gang 
leader from China, who fought on the los- 
ing side of a civil war in the feudal state of 
Ipoh to the north. Retreating to Selangor, 
he joined the entourage of a local prince 
and was invested as “Kapitan Cina” of 
Kuala Lumpur. 

The name means “muddy estuary,” and 
refers to a confluence of two jungle streams 
that offered boat access to the tin-rich in- 
terior. Control of such a strategic trans- 
shipment point was a monopoly worth 
fighting for, and Yap’s Hakkas found them- 
selves challenged by successive waves of 
immigrants from Fujian and Canton. 

These Chinese rivalries mapped them- 
selves onto the convoluted civil wars of the 
Malay sultans — at least until the British 
used the peninsula’s internecine strife as a 
pretext to establish their own rule. 


F the “garden city” showcase capital 


The great trade entrepots of British 
Malaya, however, were concentrated in the 
coastal Straits Settlements of Singapore and 
Penang. Kuala Lumpur, though the capital 
of Selangor state and an important inland 
depot, remained a sleepy administrative 
centre in the colonial scheme of things. 

Nevertheless, it rated its own collection 
of portentous government buildings in the 
Victorian-Mogul style pioneered in Bri- 
tain’s Indian Raj. Even the railroad station 
was given minarets. Meanwhile, across 
the river from the trim 
European quarter, China- 
town transformed itself 
from a ragged collection 
of attap huts to the war- 
ren of shop-houses it re- 
mains today. 

As Britons moved in 
on Chinese tin interests 
— a demarche much 
helped by the advent of 
the tin dredge, which un- 
dercut the role of labour 
contractors — the rich 
towkays had to turn 
from mining barons to 
vice lords. Some of them 
did so well at it that they 
were able to build stately 
mansions, Kuala Lum- 

architecture got out 
of its Mogul rut and explored styles ranging 
from Palladian to Art Deco. 

After the World War II interlude of Ja- 
panese occupation, local politics gathered 
momentum towards independence. When 
12 of the city council's 18 seats were put up 
for election in 1952, the two leading ethnic 
parties, the United Malays National Or- 
ganisation and the Malayan Chinese As- 
sociation, first forged the concept of an elec- 
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Mogul rut vs modern Islamic. 


tion in Malaysia's tropical milieu. 

Their architectural eclecticism mirrors 
the country’s cultural diversity; and the 
melding of public and private space in the 
“five-foot-ways” reflects the gregarious cos- 
mopolitanism of the Malaysian tempera- 
ment — at least as it is supposed to be. 

But Chin admits that after decades of 
living in his family shop-house, he decided 
to sell when an influx of new industry 
changed the character of the neighbour- 
hood. With the profits from the sale, he has 
moved with his widowed mother into a 
bungalow in Petaling Jaya. “She’s much 
happier here,” he reports. m Lincoln Kaye 


toral alliance that remains the ruling coali- 
tion in the country today. 

Independence day, in 1957, triggered a 
tush to refurbish the city in a style befitting 
a national capital. Throughout the early 
1960s, the government feverishly built (most- 
ly in undistinguished internationalist styles) 
such appurtenances of sovereignty as a par- 
liament building, indigenous banks, stadi- 
ums, secretariats and a National Mosque. 

In 1960, Kuala Lumpur was carved off 
from the state of Selangor and given spe- 
cial federal capital status. The municipal 
council was abolished, and the mayoralty 
was made a federal appointment (“just like 
a cabinet minister,” the present incumbent, 
Tan Sri Elyas Omar points out). Right up 
until last year, Selangor received a hefty 
yearly royalty for its relinquished territory. 

Meanwhile, political rivalry be- 
tween the central government and the old 
_ Straits Settlements, bas- 
è tions of Lee Kuan Yew’s 
Left-populist movement. 
Singapore split off from 
the federation in 1965. To 
assure its capital an eco- 
nomic importance com- 
mensurate with its politi- 
cal clout, federal officials 
revoked the free port 
status of Penang, the 
other remaining Straits 
Settlement under Malay- 
sian rule. This gave Port 
Kelang a chance to 
flourish as an entrepot, 
which in turn gave a 
boost to the industrialisa- 
tion of the entire Kelang 
valley. 

Racial tensions in 
Malaysia came to a boil in the riots of 1969, 
when 248 people were killed. In the after- 
math, the government launched a series of 
“affirmative action” entitlement program- 
mes designed to encourage the fuller par- 
ticipation of Malay “sons-of-the-soil” in all 
aspects of economic life, including urbani- 
sation. This policy gathered momentum 
with the accession, in 1981, of the current 
regime. m Lincoln Kaye 
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Cross-ocean connections 





The Pacific by Simon Winchester. Hutchinson, 
London. £19.99 (US$35.70). Published in the 
US by Random House. 

Simon Winchester disarmingly explains 
in his preface to this unappealing book: “I 
know very little of economics, and shy 
away instinctively from statistics.” Fair 
enough. The trouble is that the book’s pur- 
pose is to celebrate “a creaking shift in the 
plates of world history” (Winchester may 
be weak on economics but is strong on tec- 
tonics) when at some time dur- 
ing the Eighties (“or it could 
have been the Seventies”) the 
“50-odd countries now grouped 
around the Pacific’ (were they 
at one time not grouped around 
that ocean?) “seemed to take 
the torch of leadership from 
those hitherto grouped around 
the Atlantic’ (are they no 
longer so grouped?). 

Despite the sloppy prose, 
one divines what he means, 
and what he means is wrong. 
Whatever shift took place dur- 
ing the 1970s (or 1980s) was not 
a transfer of the torch of leader- 
ship. Even the leviathan of 
Japan, with over one-third of 
the US debt in its vaults, has 
not — yet — aspired to lead. 
What happened was a series of 
shifts in the earth’s economic 
centre of gravity caused by ex- 
traordinary growth rates in the GNPs of cer- 
tain East Asian nations. The only leader- 
ship which has resulted so far is in the eco- 
nomic statistical tables, which Winchester 
shies away from. 

Those tables enshrine the only real 
forces uniting and defining the “new en- 
tity.” Without them he cannot discuss fu- 
ture threats to the region’s success (e.g. 
protectionism) or future strengths (intra- 
East Asian trade and investment have over- 
taken trans-Pacific flows). Without them, 
the Pacific becomes a huge lake separating 
the 50-odd heterogeneous nations around 
its rim. With economics largely banished to 
a series of ridiculous maps at the back of 
the book, Winchester discards his strongest 
hand, downplaying the common thrust to- 
wards prosperity which is the region's real 
common denominator, condemning his 
book to being a series of television-type 
featurettes. 

He does his best to establish other link- 
ages: the “silken threads” woven across the 
ocean by the diaspora of Overseas Chinese; 
the “sutures” of hi-tech; the circuitry of 
communications; the cultural currents 
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washing round the basin’s rim, to say no- 
thing of the oceanic ones; and even the 
edges of the tectonic plates. 

On the Hawaiian island of Kauai, he 
goes through the ritual of the self-con- 
sciously sensitive solitary sneering at the 
tourists giggling at their lei greetings and 
the artificial oven-baked luaus. They “some- 
times have a special knack of ruin- 
ing anywhere and anything that's 
perfectly good — and in Hawaii, it 
is often tempting to think that 
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Winchester: traverses the Basin. 


they've done it in spades,” he remarks, 
going off to hunt for the rare o'o bird and to 
commune with another “suture line,” the 
volcanic string of Hawaii, the “birthplace of 
the new Pacific,” a “vortex of celestial 
power.” He wants to be alone, and depre- 
cates development. It is a profoundly anti- 
Pacific Basin stance. 

Unable to trace the economic sutures 
that actually stitch the basin together, Win- 
chester repetitively invokes mystic forces 
which he alone can feel, asserting his own 
sense of an “ineffable and inchoate,” possi- 
bly “ephemeral and evanescent” Pacific 
identity or oneness. The communication of 
such insights demands a rich imagination 
and writing of a quality that sweep the 
reader along with the fanciful flights. Un- 
fortunately both are lacking; Winchester is 
very much l'homme moyen sensuel and his 
gift for the banal should have dictated a 
closer adherence to facts. 

Possibly sensing this, Winchester at- 
tempts to sew things together with ac- 
counts of voyages (if not trade, then let's 
plump for the romance of trade). He goes 
to the Australian outback to accompany a 


FAR EASTERN ECONOMIC REVIEW 


WINCHESTER 
oh > 2 San 


load of iron ore from the Newman mine to 
the coast, thence to Japan where it is turned 
first into sheet metal and then into 600 cars 
which are in turn trucked to Yokohama, 
put on board ship for Seattle and thus on to 
hundreds of Nissan dealers in the US. The 
exercise is a journalistic hook on which 
otherwise unconnected anecdotes and ob- 
servations can be hung — schoolboy ` 
thoughts on oriental “face” and exploded 
canards on oriental non-innovativeness. 
The technique hardly makes up for a 
lack of structure. The grab-bag of asides, 
like the rest of the book, contains numerous 
errors not important in 
themselves but which 
irritate because of the 
pedagogic tone in which 
Winchester habitually lec- 
tures us. Examples: a ship 
on a course of 020° cannot 
at the same time be “weav- 
ing her way” past reefs 
and shoals; the early Euro- 
pean efforts to reach the 
Spice Islands were not so 
much in search of condi- 
ments “to perk up the taste 
of the otherwise dull 
[European] fare”; they were 
after spices that would preserve 
the food; Japanese tourists in 
Hawaii do not avoid visiting the 
sunken shrine of the USS Ari- 
zona at Pearl Harbor; they are 
by far the largest contingent of 
non-American visitors, photo- 
graphing themselves there with 
as much enthusiastic insensiti- 
vity as they record their trips to 
the sites of killings in Manila's 
Intramuros. And so on. 
Winchester also gives accounts of ap- 
proaches he made to the Pacific in the 
tracks or the wakes of those that went be- 
fore him. First, silent upon a peak in Da- 
rien, he gazes on the Pacific having gum- 
shoed stout Balboa across Panama (no, not 
Cortez: Keats got it wrong — but then so — 
does the blurb-writer of the book's pub- 
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lisher, who did not apparently read the — 


book and repeats on the fly-sheet that it 
was indeed “stout Cortez”). 

That is followed by voyages round Cape 
Horn a la Magellan (poor Captain Cook 
barely gets a mention, probably because he 
was not first); via the Indian Ocean and the 
Malacca straits to the “terminal narcolepsy” 
of today’s Singapore, and a train journey 
from London’s Liverpool Street station 
trans-Siberian to Hongkong, where an un- 
identified limousine inexplicably awaits to 
ferry him across the harbour and up the 
Peak, simply so that he can round off the 
trip by gazing, Balboa-like, from its west- 
ern edge at the tautologous “unimaginably 
huge . . . unthinkable immensity” of the 
ocean. 

The cities around the Pacific rim and 
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eir inter-connections could have provided 
an excellent framework for some of the 
book's themes. A few cities are profiled: an 
“urban nightmare” Tokyo, a daydream Los 
_ Angeles (complete with gangster who 
trades an interview for a ride in Winches- 
“sters “freebie” Rolls Royce) and “nervous 
_ old colony” Hongkong. 
_. The latter sketch is particularly objec- 
_ tionable in the light of an extended lecture 
giving such a twisted account of the neo- 
_ Confucian strengths East Asia has inherited 
_ that it could have been penned by Harry 
Lee himself. The Confucian man is de- 
_ scribed as courteous, kindly, hardworking, 
full of moral rectitude, having stepped 
_ “from the lines of Kipling’s If by way of 
Norman Vincent Peale.” Winchester goes 
on to paint his own modern Hongkong 
“version of this paragon, a fictional James 
Chan who manages a cockroach-infested 
» Office for a British firm, Inchcape Pacific (is 
_ Winchester working off an old score here?), 
who fines his browbeaten staff if they are 
te, who “works” unceasingly (actually 
_ playing endless games on a computer) and 
_ who instructs his colleagues to lie, cheat 
and harass to make a sale, above all never 
_to apologise: “Making money is the only 
_ reason for our being here.” 
-< This is a false and mendacious parody, 
‘written by a man who has apparently con- 
fined his dealings to tourist rip-off shops. 
longkong may have more than its share of 
crooks, but not often at the James Chan 
level. The passage on the “elegantly gold- 
edged sink of iniquity” of Hongkong could 
“have been written by a Hollywood B-movie 
| Script-writer: the eastern end of Wanchai’s 
Lockhart Road is “a combination of neon, 
_ filth and crime that is peopled with a cast 
of low-life characters drawn from the 
fleshpots of China.” I may be prejudiced 
but I’m not ignorant here: the REVIEW’s of- 
fices back onto the eastern end of Lockhart 
Road. 
_. So Winchester’s cities do not take us 
very far. Seattle is merely a backdrop for 
Boeing; the spectacular, cosmopolitan 
harbour-cities of San Francisco, Vancouver, 
onolulu, Sydney and Melbourne are dis- 
missed in passing references, although all 
relevant to the theme. “Like it or not,” 
inchester intones, heading for the Out- 
back, “Australia has long been a country 
better known for her mining towns than for 
the grace and charm of her principal cities.” 
Another inadvised attempt to create an 
artificial framework takes the form of a 
_ Grating sales-pitch for several products 
_ Winchester designates as Pacific “icons”: 
__ the fibre-optic communications, he quirkily 
_ prefers to satellite links; Jumbo jets pow- 
_ ered by the latest version of the RB-211 en- 
_ gines and the Macintosh computer. The 
__ 68 pages exalting these products above all 
_ competitors as peculiarly suitable for span- 
__ ning the Pacific could have been drafted by 
__ the public relations departments of Cable 








and Wireless, AT&T, Cathay Pacific, Boeing, 
Rolls Royce and Macintosh. There are no 
grounds for believing that Winchester’s 
personal endorsement of these products is 
not sincere, but plenty of evidence of 
“freebies” enjoyed by Winchester exists 
within these pages as uncomfortable and 
inappropriate passages in a book of such 
pretensions. 

The author who pays tribute to the 
trusty old Rolls Royce which never let him 
down, and subsequently is rewarded by 
free limousines, must in the end be 
catalogued as a travel writer of some sort. 
But it is a work at a much lower level than 
those of Winchester’s long-time mentor, 
Jan Morris. She, of course, specialises in de- 
picting Empires, countries and cities in de- 
cline, waiting until Hongkong was proba- 
bly doomed before belatedly covering that 
vibrant city. Perhaps her tutelage has ren- 
dered Winchester unfit to write an up-beat 
story. Although he is writing (“affection- 
ately” he claims) of a magnificently diverse 
region of the brightest promise, he hardly 
likes anyone he meets and hardly encour- 
ages the reader to follow in any of his 
footsteps, whether he’s being sworn at 
in Tokyo or depressed by the sad-eyed 
women of Polynesia. 

He would probably prefer it that way: 
unaccompanied, he can wend his idiosyn- 
cratic way with little danger of mere tourists 
at his heels. Kingsley Amis once pin- 
pointed the Norman Douglas/Laurie Lee 
school of travel writing as “self-con- 
gratulatorily sensitive in the old wanker’s 
mode.” “Self-congratulatorily sensitive” 
says it all, except that Winchester’s sensitiv- 


Father figure 


Aung San of Burma by Aung San Suu Kyi. 
Kiscadale, Edinburgh. US$12.00. 


Aung San, the architect of modern 
Burma, was assassinated in 1947 on the 
eve of his country’s independence. Only 
32 years old at the time, he was an un- 
disputed national leader, inspiring a re- 
verence that verged on worship. Today 
he is still as much a hero to the Burmese 
as Mahatma Gandhi is to the Indians. 
When millions. of people throughout 
Burma marched against military rule in 
1988, it was his portrait which many car- 
ried. He symbolised all that Burma was 
not but should have been: democratic, 
peaceful and prosperous. 

Perhaps not surprisingly, it was his 
daughter, Aung San Suu Kyi, who 
emerged as the most prominent leader 








of what came to be known as “Burma's 


second struggle for independence.” At 


her first public appearance in 1988, most 
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ity is at best banal and at worst pure 
w ; 

On the Overseas Chinese connections, 
Winchester-poseur ponders weightily: 
“Perhaps, I then thought to myself, it is 
possible to imagine a spider's web of such 
silky bonds linking every city on every 
Pacific shore, with a Chinese at each end of 
every link.” No need to imagine, old darl- 
ing: the links have been identified, de- 
scribed and quantified by better writers 
than yourself. 

In his peroration, Winchester suggests 
that the currents and stars which guided 
the old navigators of Polynesia are the 
unseen forces uniting the ocean and 
pulling the rim towards the centre: “A 
traveller from Hongkong to San Francisco 
may well sojourn briefly in Hawaii. One 
wandering between Tokyo and Los 
Angeles can (and often does) stop awhile in _ 
Guam.” No he doesn’t, or not very often. 
Today’s traveller increasingly flies non-stop 
coast to coast, carried by the very Jumbos 
and jet engines which Winchester erected 
as Pacific icons. 

But he concludes, undeterred by facts: 
“Perhaps the ancient Polynesian seaways 
which once united the Ocean's shores are 
once again, though unseen and half for- 
gotten, bringing them and all who live 
upon them closer together.” Unfortunately, 
the Polynesians never made it coast to 
coast; they got to Hawaii, where they and 
their civilisation met almost total annihila- 
tion under the impact of the American 
haolis. Still, however meaninglessly fanciful, 
it's one of the few nice thoughts in the 
u Derek Davies 


people knew nothing about her other 
than her name. But that happened to be 
the most evocative name in modern 
Burmese history. It was easy enough to 
see her as the female reincarnation of 
her famous father. This proved too 
much for Burma's military rulers, who 
placed her under house arrest in July. 
1989, and there she has remained ever 
This biography of her father was 
originally published by. Queensland. 
University Press. This new, improved 
edition comes with a timely introduction. 
by Roger Matthews, the Asia editor of 
the Financial Times, and a photo essay of 
Aung San and his family. 

_ The book is also a means to under- 
standing the complex nature of Burmese 
politics; why it went so wrong after in- 
dependence — and why, in 1988, so 


-many Burmese still saw Aung San as 
their ideal. 


-| R Bertil Lintner 
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The 1992 
Universal. 
Exposition 
actually began 
ages ago. 


„ You are in Seville, 
t where the setting 
me ae sun paints the 
buildings gold and your camera 
is poised to capture the magic 
of the Torre del Oro near the 
Guadalquivir river, before night 
falls. 
Although the city will be made 
even more famous by Expo ‘92, 
it is already a permanent 
exhibition for centuries 
of Spanish culture. 
To see for yourself you only 
have to stroll round the 
picturesque quarter of Santa 
Cruz. Wonder at its majestic 
Gothic Cathedral, one of the 
biggest in the world. Admire 
La Giralda. Visit the Alcazar Real 
and the Casa Pilatos. Or join in 
the colourful “Feria de Abril” 
when the townspeople dress in 
splendid Andalusian costumes. 
Now, you sit down with a glass 
of sherry and reflect that the 
1992 Universal Exposition may 
only last a year. 
But the exhibition of Seville will 
go on for centuries. 
Consult with your travel agency. 


Ty 


csr 


Spain. 
Everything under the sun. 


Spain. Host to the Olympic Games and 1992 Seville Universal Exposition. 











` By Carl Goldstein in Hongkong 


sia’s hotel and travel industry is 
emerging from a grim interlude 
caused by the Gulf War, with cau- 
tious hopes that it will soon return 
to the rapid growth of the late 1980s. The 
end of the war on 28 February after only six 
weeks of fighting boosted consumer confi- 
_. dence, and the industry is now gearing up 
_ to meet a growing demand for hotel rooms, 
airline seats and a host of other travel-re- 
lated services. Asia-Pacific tourism is ex- 
pected to expand faster throughout the 
1990s than that of any other part of the 
: world. 

<-But hoteliers, airline executives and 
“travel agents have no excuse to rest on their 
Jaurels. While better times lie ahead, reces- 
__ Sion in the US, Britain and Australia, plus 
_ slower growth in Western Europe and 
Japan, will hold down tourist travel for 
most of this year. 

Businesses in those countries will find 
budgets under pressure and will be less 
able to send company executives out so 
_ freely. Lingering fears of terrorist attacks or 
_ hijackings will also be a depressant. 


























— BUSINESS AFFAIRS 


TOURISM | 


_ Asian hotels slowly recover from Gulf War Jitters 


B almy weather ahead 


An early February survey by the San 
Francisco-based Pacific Asia Travel Associa- 
tion found that most of its members — air- 
lines, hotels and travel agencies throughout 
the region — expected that their results in 
1991 would be poorer than the sober num- 
bers racked up in the previous year. Last 
year’s performance was hobbled during the 
latter five months by post-invasion, pre- 
Gulf War jitters. There will be no return to 
the heady days of the late 1980s for at least 
a year, most analysts say. But the long-term 
outlook remains strong. 

The effects of war were felt in the region 
in the form of plunging hotel-occupancy 
rates and airline-load factors. Visitor arrivals 
and tourism receipts declined in absolute 
terms or failed to show expected increases. 

“We saw business vanish virtually over- 
night,” complains Michael Matthews, vice- 
president of marketing for Regent Interna- 
tional Hotels, a Hongkong-based luxury 
hotel operator. After war broke out, occu- 
pancy at Regent hotels in Hongkong and 
Bangkok dropped to 50-60% from their pre- 
vious levels in the high-80% range. 

Bangkok's luxury Oriental Hotel drop- 
ped to about 50% occupancy from 95% by 






late January, according to Mandarin Orien- 
tal managing director Robert Riley. Hotels 
which relied more heavily than the Oriental 
or Regent on tourists were hit even harder. 
The Thai tourism industry was badly hurt 
by sharp drops in long-haul tourist traffic, 
particularly from Western Europe and the 
US, though an increase in domestic tourism 
helped cushion the blow for middle-market 
hotels. : 

A US State Department announcement - 
advising its citizens against visiting Thai- 
land kept Americans and other foreigners 
away from the country. The British Gov- 
ernment warned its nationals not to visit 
the Philippines, while the Japanese au- 
thorities issued a general statement advis- 
ing Japanese to avoid unnecessary travel. 

In Singapore, hotel-occupancy rates fell 
below 50% by February, a sharp down- 
turn from the 84% registered in 1990. Re- 
tailers that depended on the tourist trade 
were hit hard as well. Duty Free Shoppers 
Singapore, which specialises in the sale of 
luxury goods, was forced to dose one 
major outlet after the number of Japanese 
visiting the city-state dropped by more than 
40% in the first two months of the year. 










Out of the fla 


_ Despite hopes that a surge in demand would quickly restore air- 
___ line traffic in Asia to pre-Gulf War levels, the reality is not en- 
couraging. In a bid to bring the travel sector out of the doldrums 
__ it has been in since Iraq invaded Kuwait in August, the airline 
_ industry is beginning to fight back. 
-Fares are gradually being cut by most carriers in response to 
a 50% reduction in the price of jet fuel to around its level nine 
mths ago. Airlines worldwide lost US$2 billion in the first two 
months of 1991, according to the International Air Transport As- 
„sociation in Geneva. 
_ As a Singapore Airlines (SIA) spokesman puts it, marketing 
fforts are being aimed at “jump-starting” the travel industry to 
stop the flow of red ink. Two unprecendented moves under- 
score the mood of the airline industry: 
_ P Giant US aircraft manufacturer Boeing announced on 20 
March that it was introducing a multimillion US dollar advertis- 
ing campaign worldwide to help rebuild airlines’ high-yield 





business travel markets. . ee 
PA day later, British Airways said it would give away 50,000 
___ Seats worldwide on 23 April in a raffle that closed on 30 March. 
These were extreme examples of airline efforts to woo back 
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a public wary of air travel, even in Asia, because of fears of ter- 
rorist actions and warnings issued by the US and Britain. 
perceived risks in visiting various countries during the 
crisis. Before the US-led coalition began its air offensive against 
Iraq on 17 January, many Asian carriers had believed they 
would be protected from the downturns being experienced in 
the US and Europe by a cushion of intra-Asian travel. 
But an executive at Hongkong’s Cathay Pacific Airways 
says: “It didn’t happen.” Cathay’s number of passengers car- 
tied during the six-week air and ground war that ended on Feb- 
tuary 28 dropped about 20% compared with the year-earlier 
period, and “not much has come back,” according to the airline 
officals. Even passenger traffic during the usually lucrati BE 
Lunar New Year holiday in mid-February was down by 20% sce 
from a year earlier. a SE oo: 
For 1990, Cathay reported a profit of HK$2.99 billion ; 
(US$383.3 million), a 9.8% decline from the previous ye TES, 
airline attributed the decline to higher fuel prices . 
costs in 1990. o nn 
Nonetheless, Cathay has not made any 
and options for another 49 aircraft in the r 
sion on the replacement aircraft’ 
747s is expected at mid-year. __ 
Japan Airlines (AL) says business tr 
to the same level as March 1990 and booki 
en Week holiday seasor 
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¿= Tourist arrivals in Hongkong were 15- 
20% lower than in January and 
February because of the Gulf crisis, accord- 
ing to the Hongkong Tourist Association 
(EKTA). Partly in consequence, the associa- 
tion is predicting that average occupancy 
rates will only reach 71% this year, down 
from 79% in 1989 and 1990, 

But the lower rates expected this year in 
-Hongkong also stem from self-inflicted 
causes: hoteliers went on a building binge 
‘even as demand weakened because of the 
depression that has marked China’s tour- 
ism industry ever since the 1989 Peking 
massacre. Hongkong’s hotel industry 
catches a cold when China sneezes: for 
much of the 1980s, almost one-third of the 
colony’s visitors were merely stopping over 
on their way to or from the big neighbour 
to the north. 

The HKTA says the number of available 
rooms in the colony will rise 17% to more 
than 33,000 rooms by the end of 1991. And 
the following year is expected to show a 
further jump to 36,000 rooms. 


angkok will feel the effects of 
B a building spree even more 

strongly. The total supply of hotel 

space is set to double, to almost 
40,000 rooms in 1992 from about 20,000 
rooms at the end of last year, according to 
recent projections. The oversupply will be 
all the more glaring as foreign tour 
operators — which were repelled by 
Bangkok's worsening traffic and pollution 
problems — are increasingly spending 
more time in the northern city of Chiang- 
mai or on the the resort islands of Phuket 


Taiwan, 


shape. Both JAL and All Nippon Airways (ANA) were hit by a 
national edict that overseas holiday travel was unseemly while 
the war was going on. In February, JAL’s international traffic fell 
32% from February 1990 results, while its domestic traffic saw 
virtually no growth. The airline has forecast that profit for the 
fiscal year ended on 31 March would fall 41% from a year earlier 
“to #31 billion (US$235 million). 
ANA is building up international scheduled flights started 
: only five years ago. The airline says its number of gers 
carried in the just-ended fiscal year was up only 17% from a 
year earlier, compared with a forecast of 30%. For the current 
year, it forecasts that passenger traffic will rise 30%. 

For 1991, Korean Air predicts that its load factor will rise only 
half a percentage point to 73.1% from a year earlier on interna- 
tional routes, but it expects a drop of 3.8 points to 70% on 

[= domestic services this year. Rival Asiana forecast an unchanged 

_ 70% for international flights but a rise of nine points to 77% for 

domestic routes, mostly because of feeding local flights from an 
increasing number of overseas routes. 

Taiwan's China Airlines (CAL) had a drop of two points, 
down to 80%, in its load factor for 1990, and the airline expects 

_ a further two-point decline this year. It also faces competition on 
_ Overseas routes from Eva Airlines, which is scheduled to start 
- Services in July... 
_ o In Southeast Asia, sia’s use by business travellers is picking 
_ up, following falls in its load factor of three to four percentage 
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and Samui in the south. 

The picture is similar elsewhere. In 
tourism receipts slumped to 
US$1.8 billion in 1990 from US$2.7 billion 
the year before. Cancellations by tourist 
and business travellers to the island repub- 
lic from August 1990 onwards played a 
part. But chaotic traffic conditions and air 
pollution, plus a failure by the local tourism 
establishment to exploit the island’s natural 
beauty, were just as important. Hotel-occu- 
pancy levels are expected to continue their 
downward trend by hitting 55% this year, 
down from 58% in 1990. 

Still, the Gulf War's end has permitted a 
return to the kind of optimism in Asia that 
continues to attract new contenders for a 
slice of the growing travel pie. “This decade 
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belongs to Asia,” says Eric Waldburger, 
managing director of the Ritz-Carlton Hotel 
in Hongkong, which is scheduled to open 
in August. The Atlanta-based compan 
pursuing projects in Jakarta, Bangk 
Kuala Lumpur and Tokyo. Me 
Longer-established groups in Asia are 
just as active, one seemingly vying with the 
next to announce the most ambitious plans 
British-owned Holiday Inns International 
says it will double the 13,500 rooms it mi 
manages throughout Asia and Oceania 
within five years. : 
The French group Accor, which since its 
recent takeover of Pullman Hotels — also of 
France — ranks second only to Holiday 
Inns in worldwide room rankings, has 11 
Asian properties under construction 


points to 71.7-66.3% from November to January. While wary 
a weak world economy, it expects sufficient long-term growt 
As a result, the airline placed an order for a six Boeing 747 
bringing its total outstanding 747 orders and options to 47. 
Malaysian Airline System (Mas) suffered cancellations of up- 
to 20% of seats booked on European flights in January, with u 
to 25% cancellations recorded on flights to and from Japan. The 
airline is being restructured in response to a government er 
and may try to sell its loss-plagued domestic operations as 
of a drive to increase efficiency. cee 
Philippine Airlines (PAL), Thai Airways International and- 
Garuda Indonesia are ing full schedules. In PAL’s case 
however, industry executives and analysts believe the lingerin; 
memory of a series of natural disasters last year in the Philip 
pines as well as a management shake-out would make the air- 
line’s recovery difficult. mee 
In Australia, Qantas Airways is expecting to break even in 
1990-91 fiscal year, but only because the sale of nine 747s offset 
operating losses. Executives have taken a 5% pay cut, and 40. 
pilots have been given leave of absence to work for SIA for t 
years, with a further 10 temporarily working for MAS. 
Australian domestic carriers Ansett and Australian Airlines 
are suffering from the effects of the country’s recession and th 
encroachment of start-up carrier Compass Airlines, which is of- 
fering lower fares on the more lucrative routes. 









~ add to the 17 already open. Many more are 
under negotiation or study. 

Robert Kuok’s Shangri-La International 

Hotels plans to raise its inventory of hotel 

rooms to 13,000 by 1993 from 8,000 cur- 

_rently. By 1995, according to managing di- 
h 











Luxury hotel operators such as Regent 
International, Mandarin Oriental and 
Hongkong’s Peninsula group are also ex- 
; panding, but at a more measured pace. 
‘This reflects the fact that it can cost US$150 
million to build a single facility. 

The optimism that underlies the break- 
eck pace of expansion by hotel companies 
fuelled by growth projections for the key 








“pected to outstrip those of North America 
or Western Europe. A report by WEFA, a US 
consultancy group, predicts that annual 
-growth in Japan’s GDP will amount to 4.4% 
__. from 1990-95. This compares with 2.2% for 
the US and 2.9% for Western Europe. The 
group also says that Hongkong, Taiwan, 
South Korea, Thailand, Malaysia, Singa- 
_ pore, Indonesia and the Philippines will 

average 6.7% growth in the same period. 
pansion of the middle class in 


O these countries and further rises 


in the level of disposable income. This 
translates into increased travel and spend- 
ing on leisure activities. The travel industry 
is set to be among the prime beneficiaries of 
_ fundamental economic changes now work- 
_ing through the region. 
'.. The past two to three years have seen 
the rise of intra-Asian travel on a scale that 
would have seemed entirely fanciful only 
five or 10 years ago. Last year, 11 million Ja- 
- - panese, 3 million Taiwanese and 1.5 million 
_ South Koreans travelled abroad. A Tokai 
_ Bank report predicts that 25 million Japan- 
ese will travel overseas in the year 2001. 

While comparable projections for the 

other two countries are not available, it is 
safe to say that big increases will continue 
in the next few years, particularly for South 
Koreans, who are at an earlier stage of the 
- foreign travel boom. These Asian travellers 
together with many more from Hong- 
kong and Asean countries — have become 
a major force in the region’s travel industry. 
_ Singapore and Hongkong once regard- 
ed North America and Western Europe as 
_ their prime sources of tourists. Today, 
_ Japanese and Taiwanese travellers each ac- 
- counted for 22% of Hongkong’s 6 million 
= Misitors last year, compared with the 13- 
14% each that North Americans and West- 
em Europeans provided. 

»., Of Singapore’s 5.3 million visitors last 
_ year, 990,000 were Japanese. Not only were 
_ the Japanese by far the largest group by 
-< nationality, they also were the biggest 









ne result of such strong economic 
growth will be the continued ex- 


















“economies in the region, which are ex- | 
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spenders. In addition, the Japanese take 
honours as the largest visiting group in 
South Korea, Taiwan and Australia. 

The rapid growth of intra-Asian travel is 
the main reason why most analysts agree 
the biggest room for expansion lies in the 
mid-range, three- and four-star hotel mar- 
ket. This sector seems best situated to cap- 
ture the custom of the rapidly growing 
numbers of Asian travellers. 

But even companies firmly wedded to 
the top end of the market are looking to 
bring in more of these newly rich travellers. 
‘Tm pushing our people to recognise the 
pockets of opportunity within the intra- 
Asian travel market,” says the Mandarin 
Oriental’s Riley. 

In contrast to the Japanese, the Taiwan- 
ese have concentrated their travel in China. 
Until 1987, travel to the mainland was tan- 
tamount to treason in the eyes of the ruling 
Kuomintang government. But political 
liberalisation has, like in South Korea, re- 











sulted in huge numbers of people taking 
advantage of their new freedoms to travel 
abroad. 

Last year, 950,000 Taiwanese went to 
China, almost singlehandedly preventing 
the year from being a complete bust for the 
troubled Chinese hotel sector. 

Hotel-occupancy rates have plunged to 
40% or less in Peking and 35% in Shanghai, 
according to travel-industry officials. The 
tourist destination of Xian in northern 
China is perhaps the biggest bust of all — 
10% occupancy, with hotels charging only 
US$12 a night for a room. 

Some people involved in China tourism 
say the country may have benefited from 
the Gulf War. “Tourists can usually only 
keep one disaster area fixed in their minds 
at a time,” says one travel agency manager. 
“Everyone is now so terrified of anything to 
do with the Middle East that they've forgot- 
ten all about” the clampdown on the pro- 
democracy movement in June 1989. a 





ENERGY 


Burma turns to Japan for energy help 


Browned off 





By Bertil Lintner in Bangkok 
Be: rickety economy has been 





dealt a further setback by power cuts 

and blackouts. Sources in Rangoon 
say they sometimes have no electricity for 
up to seven hours a day. This is caused by 
an acute shortage of natural gas and a lack 
of maintenance of the country’s main 
hydroelectric power station at Law-pi-ta in 
Kayah State, more than 200 km northeast 
of Rangoon. 


The shortage is expected to hamper 
Burma’s factories, whose capacity-utilisa- 
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tion has already reached an all-time low. 

In fiscal 1989-90, the Myanmar Electric 
Power Enterprise, a state-owned mono- 
poly, had a total installed capacity of 807 
MW. Of this, 44% was generated by 
natural gas, 32% by hydroelectric power, 
13% by diesel generators and the remaining 
11% by thermal energy. No official figures 
showing the recent decline have been re- 
leased, but according to unofficial esti- 
mates, only 10% of Rangoon’s energy re- 
quirements would be met in a few months’ 
time if the present trend continues. 

The Ministry of Planning and Finance 


TEADE Hanae: 






first drew attention to the desperate con- 
__ dition of the Law-pi-ta complex in a Sep- 
- tember 1989 letter to the Rangoon embassy 
-< of Japan, Burma's main aid donor, It said 
> that the electricity utility was “extremely 
concerned” about the condition of the 
power station. Cracks had appeared in tur- 
bine components because of fatigue, ap- 
parently forcing engineers to reduce the 
load borne by the facility. 
© The letter went on to ask Tokyo to lift 


the suspension of Japanese loans, which 


‘were cut off after the military takeover in 
Rangoon in September 1988, and to pro- 
vide a grant of about US$3 million to pro- 
cure spare parts. The ministry also men- 
tioned similar problems at a gas-turbine 
power station at Myanaung, 200 km north 
of the capital. 

The Japanese responded by sitting on 
their hands. Before the military suppres- 
sion of Burma's pro-democracy movement 
in 1988, Japanese aid accounted for 72% of 
all economic assistance received by Ran- 
goon. Aid to some existing projects was 
partially resumed in March 1989. 

But in October 1990, the Foreign Minis- 
try in Tokyo declared that Japan was “in- 
creasingly concerned” about the situation 
in Burma and expressed “its strong desire” 
that the ruling military junta should respect 
the results of the May 1990 general election, 
which was won by opposition parties cam- 






“KYOWA SAITAMA -- 
DON’T YOU KNOW?” 


paigning for the restoration of democracy. 
Japan has not started any new aid projects, 
though some projects were resumed in 
March 1989. In addition, Tokyo extended a 
¥3.5 billion (US$25 million) debt-relief 
grant to Rangoon in July 1990 in response 
to Rangoon’s first repayment on its debt to 
Tokyo of the same amount four months 
earlier. (The Japanese, in effect, gave back 
to the Burmese what they had paid.) 


Japan had stated that utilisation of aid 
in the past was ineffective. It sug- 
gested the idea of grouping aid donors to- 
gether with multilateral organisations such 
as the IMF and the World Bank in an effort 
to persuade Burma to adopt more sensible 
economic policies. The political stalemate in 
Burma, however, has prompted Japan to 
shelve these plans. Privately, Japanese offi- 
cials are angry that Burma ordered US$1 
billion of military hardware from China in 
October 1989 at a time they say Rangoon 
should be spending its meagre foreign-ex- 
change reserves on maintaining infrastruc- 
ture such as power stations. 
As a result of the Burmese Govern- 
ment’s incompetence and power shortages, 
the capacity-utilisation ratio of most indus- 


S hortly after the election in Burma, 





THE KYOWA SAITAMA BANK, itd. 
Head Office: Tokyo. Japan 


ifs the new force in Japanese finance. It was created on 
April 4, 1994 when two of Japan's most powerful financial institu- 
tions, the Kyowa Bank and the Saitama Bank, merged to form one 
of the largest banks in Japan. It's a bank you'll want to know. 


KYOWA SAITAMA BANK 


The new force in Japanese finance. 





































nance, capacity utilisation in food indus- 
tries slumped to 20% in the year to March 
1990 from 83% six years earlier. Textiles 
capacity usage dropped to 37% fror 
and metal industries’ to 17% from 60% 
decline is expected to continue if th 
tricity shortage worsens. c00 
Analysts point to another factor 
contributed to the near-collapse of ti 
country’s manufacturers: since Burma an 
China signed a treaty in 1988 to open tt 
common border to trade, the country hi 
been flooded with cheap Chinese 
sumer goods that have swamped local pr 
ducers. 7 
One way out is for Burma to exploit i 
oil reserves. Some foreign oil companies at 
exploring for oil in 10 onshore blocks cov- 
ering most of Burma’s potential petroleum 
belt from the Gulf of Martaban in the sout 
east to the upper reaches of the Chindw 
river in the far north of the country. Bi 
even if oil is struck this year, it will not take 
place for another three or four years, ac 
cording to the most optimistic estimates. 
It- may be even longer; because the 
companies are using more energy tha 
anybody else except the government, and. 
the present shortage is hampering the oil 
firms’ activities. Burma’s external debt no: 
exceeds US$5 billion, and the country can- 
not afford to import enough oil. to me 
domestic needs. : 
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- Bank of Tokyo says overseas network is chief asset 









: By Anthony Rowley in Tokyo 


1 hen Tasuku Takagaki took over 
WE: president of Bank of Tokyo 

i (BOT) in June 1990 and reshuffled 
the bank’s top management, radical change 
seemed in the offing. Many people outside 
the bank argued that the century-old in- 
_« stitution needed to find new directions and 
< a merger partner with which to explore 
“>. them. 
_. A merger between Taiyo-Kobe and Mit- 
sui banks had been consummated a few 
months earlier, heralding what appeared to 
_be a wave of link-ups among Japanese city 
banks. In November, Kyowa and Saitama 
banks announced their intention to merge, 
and BOT was assumed to be next in line. 
Rumours in the financial community linked 
BOT to a number of potential suitors in 
Japan's compartmentalised banking indus- 
try. BOT is a foreign-exchange institution 
_ operating under its own law, so in order to 
- - merge, it would have to join with another 
_ -category of bank. A number of city banks, 
_- which have nationwide branch networks, 
_ have been mentioned, as has Industrial 
_ ~ Bank of Japan (BJ), a long-term credit bank. 
No alliance has materialised, though 
- BOT deputy president Tamotsu Yamaguchi 
_ does not deny the possibility of a merger. 
_ But he says the weaknesses that were sup- 
- posed to drive BOT into the arms of a suitor 
_are becoming strengths. He points out that 
-o the bank, with the worst of the Third 
“World debt crisis behind it, is poised to 
> capitalise on its overseas strengths, espe- 

¿dally in the US and Southeast Asia. Also, 
the bank's lack of a domestic branch net- 
work will spare it the higher funding and 
administrative costs that other banks suffer. 
The computer costs of domestic branches, 
which cater to millions of small customers, 
e higher than those of foreign branches, 
BOT says. 
¿= BOT's stockmarket rating, however, con- 
> tinues to reflect uncertainty about the 
o bank's future. Its shares are selling on a 
-= ratio of price to prospective earnings of 47, 
a considerably smaller multiple than those 
-of Mitsui Taiyo Kobe, Daiwa, Dai-Ichi 
= Kangyo or Fuji banks, whose price-earn- 
_ ings ratios are around 70. 
: In the stockmarket, IB] is the favourite 
_ merger partner for BOT, though Yamaguchi 
-dismisses the possibility of such a marriage. 
- He says “big problems” would arise from 
-any tie-up between BOT and 1BJ or even Dai- 
_ Ichi Kangyo, Fuji and Sumitomo banks. 
Any major merger would create a much 
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stronger banking entity than exists in 
Japan, he says, and that would not be good 
for harmony in the banking sector. 

Yamaguchi suggests that the only cir- 
cumstances under which BOT would con- 
sider such a merger would be if, say, 
Citibank were to merge with Chase Man- 
hattan in the US or Deutsche Bank were to 
gobble up Britain’s NatWest or France’s 
Societe Generale. Then Japan would need 
to create a similar superbank. 

If the future for Japanese banks lies in 
developing a strong domestic base in retail 
banking, as some analysts suggest, then 
various smaller banks could be absorbed 
by BOT. Perhaps the best match for BOT, 
suggests Brian Waterhouse of broker James 
Capel, would be Hokkaido Takushoku 
Bank, the smallest in asset terms of the 
country’s dozen city banks. 

Sapporo-based Hokkaido Takushoku 
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has an extensive branch network in the 
Kanto region as well as in Tokyo. This sys- 
tem would complement BOT's tiny network 
of 32 domestic branches situated mainly in 
Japanese ports. Tokai, another city bank, is 
also often considered as a merger possibil- 
ity for BOT, though such a link-up could agi- 
tate other city banks and be blocked by the 
Finance Ministry. BOT could choose to ab- 
sorb a regional bank or even one of the 
larger thrift institutions. 

The intense merger speculation sur- 
rounding BOT arose as a result of its large 
Third World debt. According to Capel’s 
Waterhouse, this outstanding debt is 
roughly equivalent to the size of the bank's 
capital and reserves, whereas the average 
exposure for two dozen other leading Ja- 
panese banks amounts only to one-fifth of 
capital and reserves. 

BOT's loan book to developing countries 
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-totalled ¥570 billion (US$4.1 billion) in the 


fiscal year ended on 31 March 1990. Its out- 
standing loans to Mexico alone stood at 
¥57 billion. 

A BOT executive says the bank hopes 
to cut its loan book to developing countries: 
to about ¥400 billion. By the end of Sep- — 
tember 1990, the amount had been whittl- 
ed down to around ¥500 billion. These fig- 
ures relate to Third World lending by BOT's 
parent company. The consolidated figure, 
he says, was less than 10% higher. BOT's 
US subsidiaries have taken on most of the 
remaining exposure to this kind of debt, 
but it is “fully provisioned against,” he 
adds. 

The bank has sold or has converted to 
equity substantial chunks of debt, parts of 
which are in the Philippines and Eastern 
Europe as well as in Latin America. It is also 
set to take provisions against 30% of Third 
World loans by the end of March 1991. The 
nature of the Japanese tax system, how- 
ever, greatly understates provisions com- 
pared with those made by banks in the US 
and in Europe. Japanese banks have to 
make provisions from pre-tax profits — 
only 1% of exposure is tax exempt — and 
can recover tax only when loans are written 
off. 

With 55-60% corporate tax rates in 
Japan, the net effect on BOT is that its debt 
provisions for developing countries 
amount to slightly more than 70% on a tax- 
adjusted basis. Given an average second- 
ary-market value of 20-30% for Latin 
American debt, the bank says it is fully 
covered against its exposure to developing 
countries. The bank also says that allowing 
for the fact that it can count 45% of so-called 
hidden reserves towards its Bank for Inter- 
national Settlement. (Bis)-defined capital, .. 
the ratio of developing-country loans to 
capital is only about 20%. 

The BOTs Yamaguchi says the bank’s 
capital-asset ratio at the end of March was 
above the 8% level mandated by BIS for 
1993. The yen-US dollar exchange rate crit- 
ically affects the ratio in BOT's case because 
of the huge size of its mainly US currency- 
denominated overseas assets compared 
with its yen-denominated capital. An esti- 
mated 85% of the bank's ¥36.1 trillion 
worth of assets are deployed overseas, or 
about double the average for the city banks. 

But recent swings in the yen-US dollar 
rate still leave the bank in a much healthier 
position than it was before the Plaza Accord 
of 1985, when the strong US currency 
pushed its total exposure to developing 
countries over the ¥1 trillion mark. 

BOT's Third World debt problem may be 
containable, but analysts still question the 
overall returns on the bank's overseas as- 
sets. In the fiscal year ended on 31 March 
1990, the bank earned an average 0.16% on 
its total assets of ¥36.1 trillion. By compari- 
son, Sumitomo. Bank earned 0.28% on its 
sas ie domestic assets of ¥63 trillion. The 
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average return on assets for Japan’s 12 city 
banks was 0.22%. 

According to broker Jardine Fleming, 
the average spread on domestic business 
for the six largest city banks was around 
1.5%, compared with an average spread on 
overseas business of little more than 0.1%. 
Such figures appear to support a case for 
BOT to shift more towards the home market 
than overseas lending. 

“The future for Japanese banks is to ex- 
pand at home,” Capel’s Waterhouse argues. 
But this view is different from BOT's. “Only 
banks with established skills in overseas 
markets and a strong network through 
which to deliver those skills will prosper in 
the competitive environment of the next 
century,” BOT chairman Yusuke Kashiwagi 
says. 

tae from being apologetic about BOT's 
300 branches and offices in 42 countries — 
10 times the number it has in Japan — 
Yamaguchi views them as a source of 
strength. He points out that Japan’s city 
banks are only now coming to grips with 
the higher costs of deregulated deposit 
rates in Japan. Currently, 60% of city banks’ 
time deposits are deregulated, and this is 
projected to rise to 100% by 1993. 

BOT, however, is accustomed to bidding 
for the bulk of its deposits in the open mar- 
ket overseas and has special powers to 
issue one- to three-year debentures in 
Japan. “We do not have to make the huge 
adjustment to deposit deregulation which 
the city banks do,” Yamaguchi says. 


he more attractive domestic spreads 

that Japanese banks have enjoyed 

in recent years also reflects their 
targeting of smaller companies, espe- 
cially property companies and stock- 
market speculators. Many of the loans 
made to these companies are now under 
a doud, but BOT can point to the fact that 
at 417 billion — as of 31 March 1990 — 
its real-estate loans in Japan were roughly 
one-tenth the average size of city banks’ 
average exposure. The bank, too, has not 
been so dependent upon stockmarket-gen- 
erated profits as have its Japanese com- 
petitors. 

Yamaguchi rejects as outdated the term 
specialist foreign-exchange bank given to 
Yokohama Specie Bank at its founding in 
1880. (It was renamed as BOT in 1946.) “We 
are an international finance bank very 
much involved in international and capital- 
market activities but very little in retail busi- 
ness,” Yamaguchi explains. 

The fact that BOT's monopoly on foreign- 
exchange trading in Japan was breached a 
decade ago as Tokyo became one of the 
world’s premier foreign-exchange trading 
centres does not worry the bank. The bank 
has shifted its emphasis from traditional 
foreign-exchange trading to building a re- 
lated business in swaps and options in 
which it daims to be pre-eminent among 
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Japanese banks. Its skills in project financ- 
ing, mergers and acquisitions, and cor- 
porate banking gives BOT what it claims is a 
unique capability. 

The bank is targeting the US and South- 
east Asia especially for its future loan 
growth. In the US, BoT believes it is in a 
strong position to capitalise on the expected 
advent of interstate banking. Its prospects 
are further enhanced because many US 
banks are labouring under a burden of bad 
loans to real-estate and other depressed 
sectors of the US economy. 

Until about a year ago, BOT was the 
third-largest Japanese lender to the trou- 
bled US real-estate sector, after Sanwa and 
Sumitomo. Today, the bank’s emphasis 
is on “exploring the middle-market” in 
terms of company size, according to 
Yamaguchi. 

BOT believes that large US companies are 
overbanked, but it still views as wide open 
the loan market for medium-sized com- 
panies. Yamaguchi says US firms prefer 
dealing with BOT because it is neutral and 
lacks the traditional ties of banks such as 
Mitsubishi and Sumitomo to major Japan- 
ese companies. 

Already the most active of the 675 for- 
eign banks in the US, BOT has an especially 
tight grip on lending in California. In 1989, 


Takagaki: new broom. 
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it bought Union Bank of California, addin 
a domestic business network to the inter- 
national-finance operation of its subsidiary 
California Trust Bank. 

BOT is also enthusiastic about expansion 
in Southeast Asia. Asean countries are 
viewed as especially attractive, given. th 
strong economic Local banks hav 
a strong hold on these markets, but BOT i 
confident that it possesses skills lacked by 
Southeast Asian banks. More importan 
however, is the fact that BOT acts as agi 
for Japanese official development assis 
loans made by the Overseas Economi 
Cooperation Fund and grants made by the 
Ministry of Foreign Affairs. This gives the 
bank leverage in penetrating Southeas 
Asian markets beyond its own network. . 

Yamaguchi says the bank is also helped 
by the fact that the bulk of foreign invest 
ment going into Asean originates from Ja 
panese companies, many of whom are BOT 
customers. All these factors are impor 
because as Waterhouse notes, “margins i 
Southeast Asian banking are among th 
highest in the world. The trouble is gettin 
access.” 

BOT has traditionally enjoyed preferer 
tial treatment among Japanese banks whe! 
it comes to gaining government permissio’ 
to open overseas branches. Some analysts 
say this dates back to the time when the J. 
panese imperial family had a major stake 
the bank before 1946. Bank executives p 
fer the more prosaic explanation that 
stems from the years immediately afte 
World War II, when BOT was nominated b 
the government to go overseas to bid f 
deposits on behalf of fund-starved Japan 
banks 


One place where this prerogative. has 
not helped sot is China. When Peking 
recently agreed to allow several Japanese 
banks to open branches in Shanghai, BO 
was conspicuous by its absence. Pekin 
attitude towards BOT is almost certainly i 
fluenced by the bank’s decision to open 
representative office in Taipei in mid-1990, 
despite strong disapproval by Chinese offi- 
cials. BOT's Taipei operations were the first 
to be set up in Taiwan by a Japanese bank 
in 30 years. 


by the strong outward investment from t 
country and the inability of domestic bar 
to handle the outflow. BOT executives sug- 
gest that China, by comparison, will not be 
of strong interest from a banking point of 
view for at least two decades. : 

In Europe, BOT faces a much less 
friendly climate for foreign banks. It ma 
choose to emulate the Bank of Yokohama 
which acquired British investment. bank 
Guinness Mahon; Mitsui Taiyo Kobe 
which bought into Italy’s Monte dei P: 
di Sienna; or even Nomura Securities 
which is taking a strategic stake in Banc 
Santander in Spain. But it is not disclosing 
its plans. i 
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-By Rigoberto Tiglao in Manila 
he beleaguered Philippine eco- 
nomy may be turning the corner. 
Under cover of the Gulf crisis and 
growing political manoeuvrings 
ahead of Manila’s 1992 elections, the first 
o S are emerging of what one World 
_ Bank official has called a “tentative turn- 
around,” Inflation and interest rates have 
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IMF's insistence on reforms as a condition of 
aid; the Gulf crisis, which forced the ad- 
ministration to take harsh measures (but, 
paradoxically, made them publicly more ac- 
ceptable); the efforts of Finance Secretary 
Jesus Estanislao, who has emerged as 
Aquino's economic tsar; and the presi- 
dent’s personal decision not to seek re-elec- 
tion. 

Aquino’s insistence that she will not run 








Luck, loans and last-gasp reforms push Philippines towards recovery 


Cory comes good 


(despite continued speculation to the con- 
trary) has ostensibly left her able to adopt 
unpopular measures without worrying 
about their short-term impact. 

Moreover, under conditions of eco- 
nomic recovery, Aquino’s endorsement of 
a presidential candidate would be a magical 
anointment, rather than the kiss of death it 
might have seemed only months ago. The 
chances of an opposition figure such as 


fallen, leading companies have recently an- 
“nounced expansion plans and the ex- 
_ change rate has stabilised. 

More significantly, the much-criticised 









Eduardo “Danding” Cojuangco taking her 
place would be much reduced, while a suc- 
cessor of any colour would be more likely 
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_ government of President Corazon Aquino, 
ving escaped by the skin of its teeth from 
a foreign-payments crisis, is showing new- 
found grit in policy matters. 

If these developments are sustained, the 
_ economy is poised for a recovery that six 
months ago seemed out of the question. 
_ Such a transformation, in the final year of 
__ Aquino’s tenure, would have long-lasting 
implications — not least because it could 
have an important effect on the economic 
policies of the next president. 

= =- The government's belated resolve in 
__ steering towards structural reforms stems 
from a combination of circumstances: the 
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: : 2 Lords of privilege 


__ Five years after Manila's restoration of democratic institutions, 

__ the root of the Philippines’ economic malaise remains: the per- 
___vasiveness of vested industrial and political interests. 

~The Philippine economic landscape is populated with 
_ monopolies, cartels, a landlord class whose influence and titles 
are colonial throwbacks, businesses which have grown big be- 
hind tariff walls and other elites with good reason to obstruct 
change. 

Only if the Aquino administration and its successor manage 
¿oto end these privileged groups’ grip on the economy will the 
present stabilisation programme pull the country out of its 
"quagmire. 

-The protectionists’ power was demonstrated last September, 
_ when Executive Order 413, which would have introduced 

_ Sweeping reforms of the tariff system, was suspended on the 

evening before it was due to take effect. A radical attempt to 
_ take the economy more competitive, the reforms ran into op- 

position from some of the country’s leading companies. 

_ The measures are due to be resubmitted to Congress this 

summer. Finance Secretary Jesus Estanislao and others are con- 









— == One-year Treasury-bill rate : a 
Composite Index j _ ficial Ulrich Baumgartner was not overstat- 








to build on the economic policies of the 
Aquino government. 

This could break the past pattern of wild 
swings in direction between presidential 
terms, providing a period of continuity that 
would help the economy’s longer-term re- 
vival. A sustained recovery would also 
bolster the country’s democratic processes. 

Much hangs on whether the initial evi- 
dence of returning health is confirmed in 
coming months and whether the Aquino 
regime can maintain the momentum to- 
wards reform in its final year. Senior IMF of- 





ing matters when he told Manila's aid 
donors at a Hongkong meeting in Feb- 


fident that the debate in the past few months has weakened the __ 
protectionists’ arguments, and that this time the reforms will be. 
passed. ; PERE 
Representative Margarito Teves, one of the leaders of a cam- 
paign for congressional support of 413, says: “What we found 
out in the last few months is that it has been easier to convince 
political leaders identified with nationalist organisations to agree 
to trade reforms. The industrialists [who rely on import sub- _ 
stitution] are still blocking it.” ~ ay ear een 
Passage of 413 could be an important step towards long-term © 
revival. Indeed, a gradual convergence among economists of = 
different persuasions towards the view that vested interests 
have held back development represents a break in the clouds of 
Philippine economic policy. Outside observers such as the 
World Bank and mF, which have been pushing the point for 
some time, have meanwhile become more insistent. o == 
The World Bank, in an unusually trenchant analysis, recent- 
ly criticised what it terms oligopolistic structures in Philippine _ 





industry. A bank memorandum released to Philippine aid — 
donors in February emphasised its view that the country’s re- ` 
covery will ultimately depend on an infusion of competitive- 

ness. This could be achieved by dismantling cartels and remov- 

ing protection from inefficient industries. Among the sectors it 
identified were: ie ee ee E 
P Inter-island shipping: “Dominated by a cartel,” the indus- 
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ruary: “The Philippine economy is at an im- 
portant crossroads, and the tasks that lie 
ahead are arduous.” 

1 Because of the election timetable, Es- 
tanislao has only months to complete his 
economic-reform programme. The most 
important measures will have to be put in 
place at the latest by September, after 
which legislators’ attention will be fixed on 
the May 1992 poll (for Congress seats, as 
well as the presidency). Estanislao cites 
June as a deadline for enactment of crucial 
‘tax measures and for implementation of a 
suspended tariff-liberalisation programme. 
To secure their acceptance after that 
“would require a miracle,” he says. 

The revival of confidence in the Philip- 
pine economic outlook is based on a quick 
succession of positive developments: 
> IMF's approval of a new standby facility 
on 21 February unlocked badly needed aid, 
giving Manila a transfusion of cash that 
helped it avert disaster. In addition, the 
facility obligated the Philippines to carry 
through reforms that would reduce the 
government's budget deficit and liberalise 
trade. 

» Official aid donors at the 25-26 February 
meeting in Hongkong pledged US$3.3 bil- 
lion in loans over the next two years. Some 
of this amount is also tied to the IMF condi- 
tions being met, a fact that brought home to 
listening Philippine congressmen the po- 
tential cost of failure to deliver on the re- 
forms. 
> The quick end to the Gulf War and the 
halving of oil prices from their late-1990 
peaks removed one of the gravest threats to 
the Philippines, which is dependent on oil 
imports. 
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> Favourable political developments have 
reduced the likelihood of further coup at- 
tempts. The authorities have continued to 
neutralise potential opponents, arresting 
several key leaders of the disaffected Re- 
form the Armed Forces Movement and 
Young Officers Union since October. 
Meanwhile, the political Left, which consists 
of labour unions, the Communist Party of 
the Philippines and the New People’s 
Army, continues to weaken. A “people's 
strike” called against harsh fuel-price rises 
in December fizzled out, severely damag- 
ing the Left's credibility. 

A cabinet shuffle in December and Janu- 
ary, though principally aimed at defusing 
opposition to the price rises and to Oc- 
tober’s peso devaluation, reduced bureau- 
cracy at Malacanang Palace and brought 
fresh blood to key posts. 

Although Manila has unmistakably 











stepped back from the brink of the budge 
and foreign-payments crisis it faced in D 
cember, the turnaround in the wider. ego- 


and 3.2% in December. : 
Interest rates, which had started to veer 
out of control in November, also appear to 


This reflected a narrowing government 
budget deficit, coupled with a central bank | 
move to reduce the stock of short-term bills - 
(thus taking the heat out of the system) by _ 
restructuring to longer maturities roughly 


try’s regulations and structure “tend to keep costs at the level of 
the least efficient member of the cartel.” 
> Banking: A market structure “characterised by oligopoly” 
which also “adds to costs by way of high operating and profit 
< P Road transport: Government regulations “have succeeded in 
increasing costs and decreasing operator profits without achiev- 
“ing corresponding benefits in terms of safety or service.” 
» Car manufacturing: Attempts to “promote the development 
of an automotive industry . . . through cartels and import con- 
trols [have] come under attack for producing too little at too 
high a cost.” 
Manila's close encounter with economic disaster at the end 
of 1990, especially its budget crisis, have begun to focus atten- 
{2 tion on what anti-Marcos economists used to call “rent-seeking 
_ capitalism”: the amassing of wealth and influence not by pro- 
_ ductive forces but through privileged access to a limited re- 
source. (In the classic case, the resource was land; in the exam- 
-ple of Marcos cronies, it was a trading monopoly awarded by 
presidential decree.) 
< “This is an economy presided over by lords of privilege,” a 
senior World Bank official says. “The irony in recent years is 
that purportedly pro-poor groups such as unions have un- 
“oo knowingly entered into an unholy alliance with entrenched 
monopoly interests which have exploited the nationalist senti- 
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ments.” 

Today’s “rent-seekers,” sheltered by high tariff walls, in- 
dude some of the Philippines’ leading industrial groups — 
makers of textiles, appliances, steel products, chemicals. and 
food products among them. The World Bank memorandum 
noted that this pattern of protection encourages investments in 
less efficient activities, while discouraging those in which the 
country has a comparative advantage. 

In another illustration, the Philippines’ tax-to-GNP ratio is the 
lowest in the region, reflecting a fiscal dimension to the power 
of the country’s oligarchy. Direct income taxes make up only 
3.2% of GNP, compared with 8.8% for Malaysia and 10.8% for 
Indonesia. This is because convoluted laws provide scope for 
massive tax evasion by those with access to smart lawyers, or to- 
corrupt internal revenue officials. ee 

Tariffs, meanwhile, are the single most important factor ex- 
plaining why Philippine manufacturing productivity is only 
marginally higher than it was in 1970, while the productivity o! 
its Asian neighbours has surged. With an effective protection - 
rate that has been as high as 73%, Philippine businesse 
achieved fat margins without the need to raise efficiency. © 

“It was not unexpected,” the World Bank official says, 
find [Philippine] textile magnates squandering their wealth i 
gambling casinos in Las Vegas rather than modernising thei 
plants.” a Rigoberto Tig 
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P5 billion (US$178 million) of debt held b 
the government-controlled Social Security 
System. Manila’s banks agreed not to bid 
up the price of bills at the weekly auctions 
while this restructuring was taking place 
and while the government awaited the loan 
disbursements. 

The stockmarket, smelling a distant re- 
covery, has boomed. On 2 April, the Mani- 
la Composite Index stood at 1,110.8 points 
— roughly its position a year ago and up 
more than 100% from its 1990 low of 541.8 
on 5 October. 

Political deadlock in the Philippine Con- 
gress has helped to rein in the budget def- 
icit. With the 1991 budget yet to be ap- 
proved by both chambers, expenditure re- 
mains frozen at 1990 levels, representing a 
7% cut in real terms. Although Congress 
will soon reconvene after its year-end re- 
cess, neither legislators nor the executive 
have shown much urgency about trying to 
resolve the impasse. For the first six weeks 
of the year, the Finance Department re- 
ported a budget surplus of P3.4 billion. 


fforts to narrow the deficit were 

also helped by December's cut in 

government fuel-price subsidies. 

The action — which the Aquino 
administration arguably would not have 
been bold enough to take had it not been 
for the Gulf crisis — caused fuel prices to 
jump an average of 40%, with premium 
petrol soaring 80%. But it had the desired 
effect on the Oil Price Stabilisation Fund, 
which, after interest payments, is the 
biggest component of the deficit. 

The fund fell to P15 billion in January 
from its end-November peak of P16.6 bil- 
lion. Public opposition to the subsidy cut 
was muted by perceptions that it was 
necessary because of the rise in crude-oil 
prices following Iraq's invasion of Kuwait. 

Another adverse development also 
brought a belated blessing: the July earth- 
quake in the northern Philippines. About 
US$337 million of international loans for re- 
habilitating damaged areas was disbursed 
in December. This was a critical month. 
The Philippines’ foreign-reserves crisis was 
reaching its peak, and the economy was 
reeling from the initial shock of reduced 
fuel subsidies and October's devaluation of 
the peso (both actions demanded by the 
IMF). The earthquake loans enabled Manila 
to meet its immediate foreign-currency 
needs without the expected sharp draw- 
down of reserves. 

This bridged the gap until the IMF's ap- 
proval of a new standby facility unleashed a 
flood of money into Philippine coffers. In 
the five months to the end of March, Mani- 
la received a total of US$1.1 billion — more 
than its receipts in all of 1989. The total in- 
cluded the earthquake loans, US$440 mil- 
lion released by the IMF on 25 February and 
part of a total of US$715 million in loans 
from other donors that was contingent 





upon the IMF pact being signed. 

This influx pushed the Philippines’ 
gross international reserves to a three-year 
high of US$2.3 billion at the end of Feb- 
ruary, up from US$1.7 billion a month ear- 
lier. Together with the dampening effect of 
a 9% ad valorem levy placed on imports in 
late January, the rise in reserves halted cur- 
rency speculation. 

Blackmarket rates for the dollar, which 
had previously reached P30:US$1, slipped 
to slightly below the P28:US$1 rate set by 
October's devaluation (compared with 
P25.75:US$1 previously). This, too, gave 
the Philippine authorities crucial breathing 
space. In the past, the fight against cur- 
rency speculation had often forced officials 
to tighten credit so much that the economy 
over-contracted. 

Perhaps more significantly, in the past 
three months there have emerged strong 
indications that some of the Philippines’ big 
players have started to move in anticipation 
of an economic upswing. 

Among them are Cebu Holdings, which 
is raising an additional 2400 million to 
complete its Cebu business park. Ayala 
Corp. has merged three real-estate sub- 
sidiaries in preparation for a P1.7 billion 
public listing and has separately an- 
nounced a P85.5 million car-assembly ven- 
ture with Honda and Mitsubishi of Japan. 


Manufacturing productivity : 


Index (1980=100) 






Thailand 
Malaysia > - 





“s+” Philippines® 


RT Re J PT me ba 
‘70 ‘72 ‘74 ‘76 '78 ‘80 ‘82 '84 ‘86 ‘88 ‘90 
Source: World Banik 


FAR FASTFRN FCONOMIC REVIEW 





Estanislao, architect of nascent revival; would-be migrant workers are unconvinced. 


Japanese-owned Rohm Electronics has 
raised its capital to P1.2 billion to fund ex- 
pansion of its export plant. 

Not everyone shares this outlook. The 
Philippine Daily Globe, in a front-page col- 
umn, ridiculed popular economist Ber- 
nardo Villegas’ forecast of 6% GNP growth 
this year, compared with an official target 
of 2.5-3%. The Globe said Villegas had al- 
ways managed to predict a boom just be- 
fore a recession. (Villegas’ record is not 
quite so bad. Although he failed to see the 
break-out from the 1983-84 crisis, he was 
virtually alone in predicting the 1987-89 ex- 
pansion). 

Seasoned investors such as the Hong- 
kong-based JF Philippine Fund are “cauti- 
ously optimistic,” while other observers 
have sounded notes of caution. World 
Bank official Gautam Kaji said in February 
that Manila’s 9% import levy — which he 
likened to a tourniquet for the bleeding fis- 
cal deficit — would cause “economic gan- 
grene” if not removed soon. Import-depen- 
dent industries have been hard-hit by the 
measure: sales by the Philippines’ three car 
assemblers, for example, plunged 57% in 
the first two months of 1991 as car prices 
rose 40% under the influence of the import 
levy, higher oil prices and the peso’s de- 
valuation. 

And there is still a risk that the turn- 
around could be aborted. Past administra- 
tions have relaxed at the first sign of recov- 
ery — as happened in 1988, when the roots 
of the 1990 crisis were laid. Estanislao has 
already warned against what he terms “the 
noises” calling for a rollback of fuel prices. 

“The foreign financial community is 
very closely watching things,” an IMF offi- 
cial says. Indeed, foreign banks have not 
released US$115 million out of US$715 mil- 
lion in loans committed in 1989, 

Still, a momentum for recovery and for 
economic reforms is building, apparently 
with solid political foundations. The harsh 
economic measures were undertaken at the 
lowest point of Aquino's popularity (scep- 
tics say only a politically naive president 
could have done it). Yet, the World Bank's 
Kaji says, “the public on the whole appears 
to have recognised the inevitability of the 





government's actions.” 

And Estanislao, who was head of the 
‘Development Bank of the Philippines 
when Aquino drafted him into the cabinet 
on 31 December 1989, has surprised many 
with the political savvy he has shown in 
dealing with an often uncooperative Con- 
gress, A deeply religious former academic 
(and a celibate Opus Dei devotee), he was 

‘hardly an obvious candidate to succeed Vic- 
< ente Jayme, an Aquino confidante who had 
‘proved both ineffective and controversial. 
_Estanislao’s tactics were illustrated at 
-February's aid-pledging session, hosted by 

the World Bank in Hongkong. Unusually, 
six Manila congressmen were invited to the 
event as observers, a move no doubt de- 
signed to broaden congressional apprecia- 
tion of how Manila’s economic policies are 
received abroad. Afterwards, legislators 
such as Sen. Vicente Paterno went to the 
fore in defending the government's adjust- 
ment programme. 

The Finance Secretary has been almost 
devious in forcing Congress to confront tax 
reform, Although congressional leaders 
had agreed in October to push through tax 
reforms, they subsequently baulked at car- 
rying them out. Estanislao, furthermore, 
was forced to retreat on tariff restructuring. 
In the aftermath of these setbacks, how- 
ever, he quietly rammed through the 9% 
import levy as an emergency measure. He 
promised to the IMF, as a condition of the 
standby facility, that the duty would be 
phased out from August 1991 and replaced 
by yet-to-be-enacted tax measures. By the 
time Congress realised what was happen- 
‘ing, Manila was committed to introducing 
reforms. 


ongress nevertheless still has con- 
siderable power over the Philip- 
pines’ economic future. Besides 
A the tax measures, without which 
continued IMF aid would be in jeopardy, 
the legislature has also yet to agree to im- 
plementation of the suspended Executive 
Order 413, which represents the most rad- 
ical trade liberalisation programme in two 
decades. In addition, the passage of five 
pending bills would signal to the world that 
Philippine protectionism is ending. 
Even for officials of the World Bank and 
IMF, who are more used to dealing with 
Third World strong men, it has been an 
educational experience. Their buzz-word 
recently has been “consensus,” which 
„means obtaining the support of Congress 
| for the adjustment programme. Uncharac- 
` teristically, the IMF alluded to these political 
hurdles at February's aid meeting. Warning 
of the risks of “a weakening of the consen- 
-sus for adjustment” as the 1992 elections 
approach, it exhorted the government to do 
“everything in its power to prevent an un- 
ravelling of its economic strategy as it 
comes under pressure in the period 
~ ahead.” 





The timing of the tentative recovery is 
particularly significant. Past Philippine pre- 
sidents have ended their terms with the 
economy in disarray, as a result of cor- 
ruptly rewarding campaign backers, treas- 
ury-raiding to build up election war-chests, 
or the dismantling of economic reforms in 
midstream. 

In addition, new presidents have tradi- 
tionally reversed the policies of their im- 
mediate predecessors, either to distance 
themselves from the previous incumbent, 
or repay vested interests. Ferdinand Mar- 
cos introduced state interventionism (later 
“cronyism”) in reaction to the open-eco- 
nomy programme of his predecessor Dios- 
dado Macapagal, who in turn had reversed 
Carlos Garcia's “Filipino-First” policies. 
Aquino’s hands-off approach, seen in her 
refusal of state support for the ailing 
coconut industry, has gone to the other ex- 
treme. 

These swings have created a schizop- 
renic, paralysed national psyche torn be- 
tween industrial development and income 
redistribution; between xenophobic nation- 
alism and an openness to the most rapa- 
cious of foreign businessmen; between 
statism and a laissez-faire ideology. 

It is easy to see how, if the turnaround 
falters, renewed economic woes might be 
pinned on Aquino's non-confrontational 
foreign-debt strategy, leading her successor 
towards debt repudiation just as most of 
Manila’s rescheduled borrowings start fall- 
ing due in 1992. So far as non-intervention 
is concerned, presidential aspirant 
Cojuangco is already campaigning for in- 
stitutions such as the United Coconut Plan- 
ters Bank and its United Coconut Oil Mills 
to be strengthened to rival their com- 
petitors, the coconut-oil multinationals. 
Aquino, however, holds out hope of break- 
ing the pattern. 


While the present improvements do not | 


alter the basic economy's structural flaws — 
protection of import-dependent domestic 


industries, a weak export sector and cyclical | 


balance-of-payments crises — Aquino's 
technocrats are aiming for major reforms 
that would correct these deficiences. As a 
World Bank survey on worldwide efforts in 
trade liberalisation has noted, the success- 
ful countries were marked by stable admi- 
nistrations of about six years’ duration, pre- 
cisely the term of a Philippine president. 

Deputy executive secretary Herminio 
Coloma said in January: “Our dream is to 
see the Aquino administration end in a 
blaze of glory that would recall its rise in the 
February 1986 people-power revolt.” That 
seemed wishful thinking then. Now it is a 
possibility. 

It would also be one of the Philippines’ 
strangest chapters if its weakest and least 
competent presidency — because of a dis- 
tant war and an unlikely choice of eco- 
nomic torch-bearer — were to stumble 
upon a change in economic fortunes. @ 
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SEALED BID 
SALE 


16 PRIME HOUSTON 
LAND TRACTS 


80% SELLER 
FINANCING 
AVAILABLE 


Strategically located 
development and investment 
parcels throughout the 
Houston metropolitan area. 


Suggested uses include mixed 
use commercial, residential 
hotel, retail, multi-family 

and restaurant. 


Select properties include: 
17.3 Acres — Adjacent Freeway 
Last Asking Price: $6,405,498 
Reserve Price: $2,562,119 


8.6 Acres ~ 
Near Intercontinental Airport 
Last Asking Price: $2,247,696 
Reserve Price: $824,155 


279 Acres — Freeway Frontage 
Last Asking Price: $11,545,578 
Reserve Price: $6,076,620 


97.6 Acres — Tollway Frontage 
Last Asking Price: $11,691,504 
Reserve Price: $8,502,912 


Bid Deadline: 
May 10, 1991 


caul 215-452-2775 
DAILY 9AM TO 5PM 
FOR CATALOGUE #6400 
OR FAX 215-396-7087 


Broker Cooperation 


KENNEDY-WILSON, INC 
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ECONOMIES 2 


By John McBeth in Manila and 
Susumu Awanohara in Washington 


inal settlement of the long-festering 
Eee% over the future of US 

military bases in the Philippines — 
with predictions of a treaty-signing to coin- 
cide with an expected visit to the region by 
‘Secretary of State James Baker in June — 
will be another major development that 
could cement confidence over the future of 
the Philippine economy. 

The somewhat surprising participation 
of Finance Secretary Jesus Estanislao in the 
negotiations is raising hopes that an agree- 
ment is in sight. Although his detailed pro- 
posals have yet to be presented to Wash- 
ington, Estanislao appears to have blurred 
the ‘distinction previously drawn between 
a compensation package for the 
facilities and other forms of US as- 
sistance. 

Unlike Foreign Secretary Raul 
= Manglapus, who knows little about 
: international financial matters and 
-has tended to take a narrow view 

-of the talks, Estanislao has come 
-up with a broader, more creative 
= . “menu” for US economic assistance 
| = to the country beyond rent pay- 
ments. In doing so, he is helping to 
bridge the gap between the twosides. 
< Estanislao was brought in by the 
presidential Malacanang Palace to 
-work with US officials to sort out the 

| financial aspects of a new bases 
_ treaty. He told a 1 April news con- 

















Estanislao helps break impasse on military bases 


Gap bridged 


billion a year in 1993-95 (twice the average 
for 1990-92). The World Bank estimates 
Manila will require an average of US$2.9 
billion a year in medium- and long-term 
loans from 1990 to 1995. 

For much of the so-called Philippine- 
America Cooperation Talks, Manglapus as 
leader of the Philippine negotiating panel 
had taken pains to differentiate between di- 
rect compensation for the bases and other 
US assistance. By lumping everything to- 
gether, Estanislao expects the overall pac- 
kage to be worth between US$700 million 
and US$1 billion. 

Although the US is still waiting for the 
finance secretary to spell out his ideas, one 
official told the REVIEW: “As a concept, it’s 
fine with us.” The US has already proposed 
paying US$360 million a year in compensa- 




















and military equipment. 

Washington has stood firm against 
Philippine demands that it receive the same 
preferential treatment as Poland, which re- 
cently had a substantial amount of its offi- 
cial debt forgiven by the ‘so-called Paris 
Club of major aid donors. 

US officials point out that Poland is a dif- 
ferent case because US$33 billion of its 
US$48 billion debt is official. By compari- 
son, all but 20% of Manila’s total US$29 bil- 
lion debt is owed to commercial banks. The 
same officials argue that a proposed debt- 
reduction scheme for Philippine commer- 
cial bank debt tied to the bases talks would 
not be in Manila’s best interests. A major 
debt-reduction plan would raise the market 
price of Philippine debt and shrink the rate 
of discount applied in the exchange of old 
debt with new debt. 

In what appears to be an acceptance of 
that explanation, Estanislao is now working 
on a formula which would avoid replicating 
the Polish model, but would have a similar 
effect by stretching out debt repayments. 
He is also seeking US support for low-in- 
terest loans from the World Bank’s Interna- 
tional Development Agency. In addition, 

he wants a recommitment of official 
2 resources for Philippine use in a sec- 
ond-round of debt buy-backs under 
the Third World debt reduction plan 
of US Treasury Secretary, Nicholas 
Brady. 

Estanislao wants the US to help 
to market, but not guarantee, a US$3 
billion long-term, dollar-denomi- 
nated bond issue floated mainly 
among the six Asean states as a way 
of raising the sort of up-front money 





needed for a comprehensive recov- 





ery programme. The plan, based.on 











a Philippine concept of burden-shar- 
ing, is expected to be outlined at an 
Asean workshop in early June. Es- 
tanislao anticipates launching the 













< ference in Manila: “The less we talk 
“about compensation, the better.” 
‘The finance chief says he has been 
acting on instructions from the 
palace to go beyond the bases issue 
tself and to cover the whole range of 
Philippine economic needs. “The broad 
range of cooperation can include precisely 
the bases plus everything else,” he said. 
_. “And that will come up to a very big 
“amount of money.” 
_ Although he has still to convince a recal- 
_- ditrant Senate, which must ratify any new 
_ treaty, Estanislao realises that US assistance 
_ in securing foreign financing and debt relief 
_. will be crucial for the country in the coming 
years — when an economic restructurin 
_ programme is widely expected to inhibit 
rapid economic growth. 
ý A World Bank report has pointed to a 
bunching of maturities of previously re- 
scheduled debt. Repayments of medium- 
_ and long-term loans will average US$3.1 


: : iz 





tion for a 10-12-year treaty, along with a 
US$160 million commitment to the so-call- 
ed Philippine Assistance Programme (PAP), 
the annual aid-pledging scheme for the 
country. Added to that would be other 
forms of current US assistance, including: 
> US$25 million a year in housing invest- 
ment guarantees. This underwrites govern- 
ment borrowings from commercial banks 
to finance low-cost housing. 

æ A US$100 million balance-of-payments 
waiver under which the Philippines pro- 
vides goods and services to US military 
forces in the Pacific region. Over the past 
few years that figure has varied between 
US$90 million and US$200 million. 

> About US$25 million in extra medical 
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issue in two tranches, the first 
within the next 12 months and the 
second in 1992-93, 

Although it is not directly tied to 
the bases talks, the Philippines is 
seeking to use the signing of a new 
treaty and related! US adatik as a 
marketing tactic. Manila officials believe the 
bond proposal would avoid the problem of 
donor fatigue because many of the poten- 
tial buyers are not substantial contributors 
to the PAP. 

Despite some reservations, US officials 
seem to believe that the new bases agree- 
ment may be wrapped up by the third 
week of April, when US senior negotiator 
Richard Armitage is tentatively scheduled 
to visit Manila. Experts suggest the US side 
may try to minimise the element of uncer- 
tainty in its annual compensation and that 
Manila could work out a bases/debt-reduc- 
tion linkage without requiring a major new 
commitment from the US. s 























a Excellent performances from most of the Company's underlying businesses 


“The companies which constitute Jardine Strategic’s principal business interests are facing: 
a challenging year and the high rate of growth achieved in 1990 is therefore unlikely to be repeated 
in 1991. Nevertheless, we expect to report another satisfactory earings performance and we have 








Highlights 1990 


~fully-diluted 


great confidence in the long-term future of the Company.” 


Henay Keswick, Chairman 


2ist March 1991 





Jardine Strategic Holdings Limited 
incorporated in Bermuda with lirmited liabitty 


Jupe 1991. Shareholders re 
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1990 RESULTS 


e Earnings per share — basic + 36% 
~ fully-diluted + 29% 

a Dividends per share + 25% 
a Net asset value per share ~ basic + 6.6% 
+ 74% 


Jardine Strategic 


Outstanding Results 


Year ended 31st Decembe: 
1990 
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J Turnover 3,780.3 2.798.8 
| _ Operating profit 476.7 1453 
Share of profits Jess losses of associates 250.8 197.2 
| Profit before taxation 427.8 342.2 
Taxation 
— Campany and subsidiary undertakings (37.9) id}, 
— associates (54.5) (60.8) 
Profit after taxation 335.1 
Outside interests {122.2} 
| Profit after taxation and outside interests 212.93 
Extraordinary items 50.6 
g Profit attributable to Shareholders 262.9 
L 61/2% Preference dividends (18.9) 
244.0 
Dividends 
— preferred ordinary {2.0} 
— ordinary {21.5} 
Transfer to reserves 220.5 
use 
[ Earnings per share 
— basic 35.17 
— fully diluted 29.69 
Dividends per share 
~— preferred ordinary 6.42 
— ordinary 4.00 7 
USS 
a ni 
| Net asset value per share 
| — basic 3.21 
| — fully diluted 2.91 
Ls 
i 
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_ Asia and the new economic order 
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_ teetering. If that is not enough, regulatory 


he US economy may not emerge 
from recession this year, but long- 
term trends are clearer. Indeed, in 
oS the next several years, the predica- 
‘ment of the US industrial and financial sec- 


tors holds a message for East Asia: the new 

‘world order in the aftermath of the Gulf 

|. War will be far less hospitable than the old 
one, 


: The US faces daunting challenges 
through the mid-1990s. It is heavily in- 
debted and will have to rein in consump- 
tion. In the 1980s, the country’s debt rose 
to more than US$12 trillion from US$4.7 
trillion. Debt service for industrial com- 
panies will pre-empt much-needed new 
investment and will require large-scale 
asset sales. In 1980, US corporate debt 
was about 33% of GNP, but by the end 
of the decade, it was nearly 50%. At the 
same time, the stock of equity in US com- 
panies was cut by about US$400 billion. 
© The trade deficit nar- 


-Towed before the Gulf crisis 


-nowhere in sight, and sev- 


eral money-centre banks are 












_ Investment patterns do not show much 
hope either. While net private investment 
veraged 3-3.5% of GNP between 1950-80, it 


‘fell in the 1980s to an average of 2.2%, 
“reaching the lowest levels in 45 years. Pro- 


ductivity is a concern, too. For US workers, 
t fell nearly 1% in 1990. 
Then there is the less quantifiable mood 


of the nation. The short-term confidence- 


boosting impact of the Gulf War notwith- 


_ | Standing, Americans are uneasy about their 

_ | economic future. They are concerned about 

-stagnant living standards or worse, and a 

_| political debate is beginning to focus on the 

_ | growing gap between the rich and the rest 
of the population. 


Foreign competition has become a 


By Jeffrey E. Garten 


worry from Boston to Los Angeles. There is 
a delicate balance between recognition that 
competition is healthy and resentment that 
it is so pervasive. A strong consensus exists 
that economically powerful nations, par- 
ticulary Japan and Germany but also others 
such as South Korea and Taiwan, should 
do more in the world economy by spend- 
ing more abroad for international purposes 
and by opening up their economies to for- 
eign imports. 

The impact of these trends and attitudes 
is likely to be a set of US policies that differ 
substantially from the Cold War days and 
throw icy water into the more idealistic as- 
pects of a new world order. Whereas the 
US once subordinated commercial policy to 
strategic goals, it is now likely to press its 
economic interests with far less restraint. 

Japan, South Korea, Thailand and Aus- 
tralia are already experiencing US pressure. 
China, never an ally but nevertheless a spe- 
cial situation for more than 
15 years, may also feel the 


| thanks partly to a depreciat- ———EEE brunt of Washington’s frust- 
| ing dollar. But the balance ration now that it is running 
_ of interest income remitted A dose of large trade surpluses with 
from US investments abroad z the US. 
vis a vis interest paid to for- benign US A new kind of US eco- 
eign investors declined nomic nationalism is arising. 
_Yapidly. Consequently, the neglect It will not be classic, defen- 
» -Current-account deficit wide- sive protectionism as re- 
“ned. could be flected in tariffs, quotas and 
Just as troublesome, the z other barriers to imports. In- 
US. financial system is in a what Asia stead, we can expect Wash- 
‘shambles. The end of the ington to make more effort 
savings-and-loan bailout is needs to pry open foreign mar- 


kets and to promote specific 

hi-tech industries where 
broadly defined national security is alleged- 
ly being threatened. Techno-nationalism, 
for all its shortcomings in a porous world 
economy, is probably coming with a ven- 
geance, and Japan and South Korea will be 
the most visible victims. 

Another global implication of the US’ 
economic problems is the weakening of 
the international economic structures that 
Washington built in the past several dec- 
ades. It fostered a trading system that 
rested on the principle of multilateralism 
and a global-monetary fund in which all na- 
tions were to have an important voice. The 
US will not abandon this essentially liberal 
approach, but it is likely to pursue: 
> More bilateral government-to-govern- 
ment agreements such as its semiconductor 
accord with Japan. 
> A push for narrowly defined reciprocity 
in sectors such as banking. 
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> Unilateral retaliation without consulting 
Gatt. 

> Trade policies that favour Canada and 
Mexico. 

> More exclusive decision-making clubs of 
countries such as the Group of Three (US, 
Japan and Germany), 

The US can also be expected to push a 
concept of burden sharing that is increas- 
ingly broad in scope. Taiwan and Singa- 
pore might be pressed only for more 
money, but Japan and South Korea are sure 
to be urged to participate in peace-keeping 
operations. 


Japan will be among the highest of US | 
priorities. Nothing can stop the inexorable 
momentum of US-Japanese interdepen- — 


dence on financial links, trade and the 
mingling of technologies and management 
styles. The fact that Tokyo is becoming a 
domestic issue in the US, however, ensures 
recurrent crises and constant recrimina- 
tions because Japan is going to be seen as 
both part of almost every US problem and 
part of nearly every solution. 

The US could also push Asia down on 
its list of priorities. A new focus on a 


Mexico trade agreement, an obsession with | 
making sure that Western Europe does not 


turn too far inward, a fear of collapse in the 
Soviet Union and new demands in the Gulf 
will not leave a lot of time for Asia. 

From the standpoint of US interests, a 


diminishing profile in East Asia is bad 
news. The US is in danger of ceding the re- 


gion to Japan. Already, big American banks 
are packing their bags and going home. 
Will the next ones be many of the great 
American industrial names that are strap- 
ped for the requisite investment funds to 
compete with the Hitachis and the Canons? 

For East Asia, the verdict is not so black 
and white. A dose of benign neglect from 
the US could be what the region needs. 
After all, the growth of intra-regional trade 
and lessened dependence on the US could 
pay long-term dividends. 

The economic dynamism of East Asia 
could translate into ideas for economic 
arrangements outside the Anglo-Saxon 
model that — if we look at the US, Britain 
and Australia — is enviable at the 
moment. But the initiatives will have to 
come from the region and will have to be 
implemented by East Asian countries 
themselves. What is wrong with that? = 


Jeffrey E. Garten is managing director of The 


Blackstone Group, an investment bank in New | 


York, 
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If: are living or working abroad, Abbey 
National will help you make the most of 
your money. In Jersey’s financial climate, your 
funds will flourish as surely as the flowers. And as 
Abbey National is well established on the Island, 
you can have all the benefits of a high rate deposit 
account with interest paid gross, and much 
more besides. 

We've established arrangements with our 
bankers to introduce a fast and highly efficient 
international money transfer system, which allows 
you to transfer money from your bank account to 
your Offshore investment account, wherever you 
happen to be. 

Our Offshore investment accounts are so 
flexible, you'll find exactly the right one for your 
needs. Offshore Plus offers instant access and five 
rates of interest, depending on how much you wish 
to invest. You can start with just £500. Offshore 90 
offers even better rates (at 90 days’ notice), and you 
need £1,000 to get started. In all cases, no tax is 
deducted; your interest is paid in full. 

Now we've planted the thought, send us the 
coupon, and we'll really get things growing. 


~ NOW, WHEREVER YOU ARE 
IN THE WORLD, YOUR MONEY 
GROWS BEST IN JERSEY. 










ABBEY 
NATIONAL 


~ (OVERSEAS) LIMITED 

















Fast, flexible cash flow and high-rate tax free interest. 





| To: Peter Donne Davis, Managing Director, Abbey 
| National (Overseas) Ltd, PO Box 545, Jersey JE4 8XG. 
| Channel Islands. 

Please send me full details of the Abbey National 
| Offshore Plus & Offshore 90 Accounts, including current 
| interest rates. 


| Name s 








| Address 


| 
| - | 


| Country - _— 

















Copies of the latest audited accounts are available on request... 















SPAIN 
29.8 MILLION PEOPLE OVER 15 


FEDERAL REPUBLIC OF GERMANY. 
65.3 MILLION PEOPLE OVER 15 





GREECE 
7.9 MILLION PEOPLE OVER 15 





BELGIUM 
7.9 MILLION PEOPLE OVER 15 PORTUGAL 


7.8 MILLION PEOPLE OVER 15 











ITALY 
46.3 MILLION PEOPLE OVER 15 





FRANCE IRELAND 
44.9 MILLION PEOPLE OVER 15 2.5 MILLION PEOPLE OVER 15 






= UNITED KINGDOM 
46.0 MILLION PEOPLE OVER 15 





When Europe's frontiers open, new 
markets will be born. Munich, the 
metropolis at the heart of Europe, has 
always been a meeting place for 
international experts and decision-. 
makers. Today, with its unique mixture 
of tradition and innovation, itis an ex- 
tremely popular venue for the world: 
of business. The success of the many 
top international.events speaks for: 
itself. Munich planned its future long 
“ago. Come to the Munich trade fairs 
and plan your future without frontiers. 


‘Trade fairs without frontiers: C-B-R, inhorgenta, ispo, 
IHM, Mode-Woche, FARBE, Analytica, IFAT, Holzbau 
und Ausbou, transport, ELTEC, INTERFORST, imega, 
Systec, electronica, Heim + Hondwerk; BAU, bauma, 
SYSTEMS, Productroniga, ceramitec, LASER, 
drinktec-interbrau. 

Please do not hesitate to contact us for information: 
Münchener Messe- und Aussteliungsgeselischaft mbH, 
POBox 121009, D-8600 München 12, Tel. 89/5107-0: 
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BRIEFING 


- Insolvent Malaysian insurer 
placed under state control 


» The Malaysian Government on 30 
"March assumed control of Mercantile 
- Insurance, one of the country’s largest 


- general insurers, after it became insolvent. 


- Officials said the takeover, the first by 
Malaysia's Director-General of Insurance, 
necessary to protect the interests of 

creditors and policy holders. The 

| government appointed auditors Samad & 
Co., a local affiliate of Arthur Andersen, to 
examine Mercantile’s finances, while 

several top officials at the insurer were 
suspended. Mercantile posted M$244 
million (US$89 million) in revenue in 1989. 






Suharto approves plan 

for Jakarta link road 

> Indonesia's President Suharto approved 
plans for a US$100 million overpass to link 
downtown Jakarta with southern suburbs. 
The 16-km road, due to open early in 1993, 
will be built by Citra Summa, a consortium 
consisting of Summa Group, owned by 
Edward Soeryadjaya, and Bimantara Citra, 
majority owned by Suharto’s second son. 
Jakarta’s governor said special buses plying 
the overpass would transport 20,000 
commuters an hour to and from the city 
centre. 


Chinese bank lending 

hit record in 1990 

> Chinese banks lent a record Rmb 273 
billion (US$52 billion) in 1990, 22% more 
than in 1989. Loans went mostly to ailing 
state firms left short of finance by the 

< government's budget deficit. 


South Koreans to build 

Thai newsprint plant 

> Thailand's first newsprint plant will be 
built by South Korea’s Shin Ho group ina 
joint venture with the International 
Finance Corp. and local investors. The 
latter comprise Bara Winsor, Bangkok 
Bank and the leading newspaper Thai Rath. 
The US$120 million plant will have an 
annual capacity of 100,000 tonnes. 


US chooses 20 firms 

‘to lead Japan drive 

> Washington named 20 US companies 
who have agreed to make a five-year 
commitment to trading in Japan. They will 
receive government help in penetrating the 
Japanese market as part of US efforts to 
address criticisms made by Tokyo during 
trade talks. The lucky 20, whose annual 
-Sales range from US$30 million to US$1 
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billion-plus, make products from lasers to 
furniture. They were chosen from 130 
firms which entered a competition held by 
the Commerce Department last May. 
Officials of the 20 companies accompanied 
US Commerce Secretary Robert Mosbacher 
on a visit to Tokyo. 


Malaysian broker Rashid 
acquires Singapore seat 

> Rashid Hussain Securities is the first 
Malaysian broker to gain a seat on the 
Stock Exchange of Singapore. It announced 
on 1 April that it will take a 49% stake in 
Cathay Securities for about S$9.58 million 
(US$5.4 million). The other 51% will 
remain in the hands of Cathay’s 
Singaporean directors. Rashid Hussain, 
meanwhile, dropped its plan, announced 
in January, to acquire 49% of Alliance 
Securities. No reason was given, though 
the higher price involved — reportedly 
around $$14.0 million — was probably the 
main factor. 


Business indicators 
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Tokyo abolishes quotas 

on foreign beef, oranges 

> Japan abolished import quotas on beef 
and oranges on 1 April under 1988 
agreements with the US and Gatt. 
However, on the same day beef import — 
tariffs were raised to 70% from 25%, 
offering little likelihood that the amount of 
US and Australian beef sold in Japan will 
rise quickly. The tariffs will fall to 60% in 
1992 and 50% in 1993. Japan imported 
190,000 tonnes of Australian beef in the 
year ending March 1990, and 152,000 
tonnes from the US. Consumption of 
oranges, meanwhile, has failed to grow as 
expected, and imports have been running 
at only 75% of their quotas. US shipments 
are expected to fall this year because of 
frost damage to California orchards. 
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Taiwan jails leaders 
of illegal finance house 


> A Taiwan court imposed harsh jail 
sentences and steep fines on officers of | 
illegal Hung Yuan investment house. Its 
chairman, Shen Chang-sheng, was jaile 
for seven years and fined NT$3 million 
(US$110,000). Others got five years and 
fines of up to NT$2 million. Most of the ! 
arrested officials, however, received.” 
suspended jail sentences. The now-defunct 
Hung Yuan, Taiwan’s largest investment 
scam, had received more than NI a 
billion in illegal deposits. 


Bangkok files protest 

over US rice exports 

> The Thai Commerce Ministry. formall 
protested to Washington about a US pk 
to sell subsidised rice to the Philippines 
Washington has offered Manila 63,000. 
tonnes of low-grade rice with 30-year 
financing at 4%, including a seven-year _ 
grace period. Thailand, hurting from its- 
inability to export its own low-quality crop, 
complained that the US is selling its rice 
US$158 a tonne, undercutting the Thais? 


= US$70 and market prices by US$40 a tonne 


Japanese property group: 
begins selling assets 

> Dai-Ichi Real Estate, one of Japan's: 
larger property developers, has begun — 
what is expected to be a major programme 
of asset disposals — including stocks and 
property — aimed at reducing debt: The 
property group has debts totalling abou 
¥1.3 trillion (US$9.5 billion), of which” 
¥700 billion is owed by Dai-Ichi Corp. Its 
main creditors are Mitsui Trust & Bankin 
Co. and Nippon Credit Bank. Reports > 
suggest Dai-Ichi will eventually have to. 
make “massive” disposals of real-estate: 
holdings in Japan and elsewhere. The 
group expanded rapidly in the boom days 
of Japan’s stock and land markets but is. 
now one of a growing list of companies 
facing distress sales to repay debt: > 





Cambodia appeals for aid 

after harvest’s failure 

> The Cambodian Government has 
appealed to the international community 
for food and agricultural supplies to help 
meet a 1 million tonne rice shortage, = 
according to Phnom Penh’s official : 
newsagency. Cambodia's 1990 rice harvest 
was hampered by drought, shortages of 
fertiliser, and fighting between governmen 
forces and rebels that displaced about 
150,000 peasants during the TPE 
season. 














COMPANIES 





By Jonathan Friedland in Jakarta 
S ukanto Tanoto, chairman of Raja 





Garuda Mas (RGM), is the model In- 
-ALJ donesian businessman. Hard-driving 
and frequently controversial, the 42-year- 
“old ethnic Chinese from Medan has in the 
‘past 20. years built a modest contracting 
company into a conglomerate that had rev- 
_ _ enue of nearly Rps 772 billion (US$400 mil- 
_ lion) last year. The group has assets of Rps 
2.5 trillion. 
- The entrepreneur has achieved success 
y staying one step 
ahead of many bur- 
-geoning business 
oups in Indonesia, 
both in the timing of 
his investments and 
-in the way in which 
/ he has financed and 
— managed them. He 
_ has. also demonstrat- 
=< ed- a keen under- 
standing of where In- 
. ‘donesian industry 
will have advantages 
and has been sensible 
enough to let profes- 
_ -sional managers run 
. his businesses. 
The businessman 
s: also shown a 
knack for patronage. He has established 
profitable links with prominent Indonesian- 
‘Chinese businessmen such as Liem Sioe 
_ Liong, chairman of Salim Group; Eka Cipta 
_. Widjaya, chairman of Sinar Mas Group; 
and Ibrahim Risjad, a land baron in Aceh, 
North Sumatra. 
In addition, Sukanto has built strong 
links with a coterie of military and govern- 
ment figures.upon which he depends for 
help and: protection. These connections 
ve enabled RGM to acquire about 1.5 mil- 
lion ha of government-granted land conces- 
sions. to provide raw materials for its 
plywood, pulp, paper, rayon and palm oil 
operations. 
<- Two former military men — Gen. G. H. 
Mantik, once armed forces commander in 
North Sumatra, and Tjokropranolo, former 
governor of Jakarta and aide to President 
Suharto — sit on the boards of companies 
_ an the RGM group. 
i Sukanto dropped out of school while in 
_. his-teens to become a comprador and later 
-<a contractor in North Sumatra for state oil 
_ company Pertamina during its halycon years 
in the 1960s. By 1973, he had ploughed 


















































Sukanto: overconfident? 


_ Raya Garuda Mas diversifies, but avoids heavy debts 


A cautious buccaneer 


his earnings and a substantial sum of state- 
bank money into building an integrated 
plywood operation. The timing was per- 
fect; in 1974 and 1975, Pertamina was 
wracked by scandal, and many of its con- 
tractors went broke. 

In 1983, Sukanto moved into the rayon- 
pulp industry by establishing what is now 
one of Indonesia’s largest pulp makers, Inti 
Indorayon Utama. With the help of Liem 
and Eka, he also embarked on a wholesale 
push into the palm-oil business, swapping 
a stake in his plantation holdings to the 
: businessmen in ex- 
Š change for a small 
personal sharehold- 
ing in their Sinar Mas 
Inti Perkasa, which 
controls more than 
60% of Indonesia's 
cooking-oil market. 

Sukanto slipped 
handily from being a 
forestry and planta- 
tion boss into the role 
of urban industrialist 
with a pair of oppor- 
tunistic buy-outs in 
1986 and 1987. By tak- 
ing a controlling stake 
in troubled United 
City Bank (Unibank) 
from Bank Indonesia, 
the central bank, he gained effective control 
of Irosteel, an unprofitable steel billet and 
bar maker. Renamed Wahana Garuda Les- 
tari, the steel operation is now healthy and 
on track to becoming one of the largest 
private steel producers in the country. Uni- 
bank has also been turned around; the bank 
reported a profit of Rps 3.1 billion in 1990. 

Next came a move offshore. In 1990, 
Sukanto purchased control of a Singapore 
videocassette manufacturer, Electro Mag- 
netic. Early in 1991, he assumed a minority 
stake in Malaysian company Kumpulan 
Guthrie’s troubled joint-venture plantation 
holdings on Mindanao Island in the Philip- 
pines. Among other RGM projects on the 
cards are a huge pulp-and-paper plant near 
Riau in North Sumatra and a succession of 
real-estate developments. 

But Sukanto’s bid to become a major 
conglomerate chief has not been trouble- 
free. Indorayon was sued by environmen- 
talists in 1988, after noxious waste water 
from its plant seeped from a holding lagoon 
into the Asahan River in North Sumatra. 
And when Sukanto took control of Uni- 
bank, he entered into a long-running 
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“battle with a co-shareholder in Bank Tani 





Nasional in which he was accused of tele- 
phone tapping. 

Another spate of bad. publicity occurred 
in 1990, when Sukanto fired nine ‘senior 
employees of the wood-manufacturing 
group for allegedly defrauding the com- 
pany. Shortly after the incident, his in- 
vestment in Singapore's Electro Magnetic 
turned sour when the company reported a 
loss of $$20.5 million (US$11.6 million) 
for the year. Sukanto cried fraud again, 
but a Singapore court subsequently issued 
a restraining order against any public state- 
ments about Electro Magnetics financial 
status. ; : 

“We have made ‘some mistakes,” Su- 
kanto acknowledges. “But we concentrated 
on financing, technology and manage- 
ment, not on public relations.” 


espite the controversies, Sukanto 

generally wins high marks from 

analysts and competitors. “Sukanto 
has good foresight. He looks at Indonesia’s 
export advantages and what industries will 
be strong domestically five years down the 
road,” the research head of a foreign 
brokerage in Jakarta says. “Once he gets 
a vision, he hires skilled professionals to 
implement it and moves on to the next 
vision.” 

Adds a competitor in the pulp-and- 
paper business: “We respect his courage 
and his way of doing business. His prob- 
lem might be that he is overconfident.” 

RGM executives say that while Sukanto 
may appear to be an overreaching parvenu, 
he has been financially cautious in building 
his conglomerate. This observation is borne 
out by the way Sukanto is funding In- 
dorayon, the only RGM company besides 
Unibank with public accounts. SRS 

To pay for construction of Indorayon’s. - 
180,000 tonne-a-year pulp“ mill: in 1988, 
Sukanto borrowed US dollar and rupiah 
loans totalling Rps 248 billion on equity of 
Rps 64.5 billion. Before listing the company 
on the Jakarta Stock Exchange in June 1990, 
Sukanto capitalised Rps 138.3 billion of the 
loans and Rps 40 billion of reserves, in- 
creasing Indorayon’s capital base to Rps 242 
billion. 

By floating 10.1% of Indorayon’s. en- 
larged capital base, bringing in net pro- 
ceeds of Rps 253 billion and listing an addi- 
tional 18.5% of share capital, Sukanto was 
able to pay off virtually all the debts incur- 
red in building the pulp mill. He was also 
able to reap substantial unrealised gains on 
his 24.92% shareholding. 

Indorayon is currently readying a Rps 
145-193 billion convertible-bond issue to 
pay for the construction of its first rayon- 
production. line, which will have annual 
capacity of 27,000 tonnes. A similarly sized 
production line will be added later, 

Unlike many Indonesian companies 
that went public in 1990, Indorayon came 
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close to meeting its profit projection for the 

year. The company had earnings of Rps 103 

billion in the period on revenue of Rps 180 

© pillion. It had forecast a profit of Rps 106 bil- 
lion in its prospectus. 

Indorayon’s earnings reflect a stunning 
60% profit margin, though the company 
received a fillip from a tax-holiday grant- 
ed by the government. The result has 
raised eyebrows among pulp-and-paper 

“producers in Indonesia, who note that pulp 
prices have plummeted in the past year 
and who have faced difficulties in meeting 

-their own publicly announced projections. 

Indorayon, which aims to 
produce enough rayon to 
supplant the US$250 million 
annual cotton-import needs 
of Indonesia's fast-growing 
textile industry, is not the 
only source of cash. The com- 
pany is widely believed to have 
made a large profit last year 
on the US$100 million of sawn 
timber, blockboard and de- 
corative products it exported 
from the North Sumatra mill, 
which produces 220,000 m? an- 


will pale in comparison to RGM’s next big 
project, Riau Pulp & Paper. The Rps 2.6 tril- 
lion pulp-and-paper facility is expected to 
produce 1.1 million tonnes a year when 
fully operational in 1996. 

Even though it has been financed 
primarily with low-interest World Bank 
money, RGM’s push into plantations has 
also proved costly. Started 12 years ago, 
RGM’s Indosawit Group has 90,000 ha 
planted with oil palms and is producing 
62,000 tonnes a year of crude palm oil in 
three mills. According to Roderick Macken- 
zie, managing director of Asian Agro 


Raja Garuda Mas and partners 


Marison ae 
Forest products. 
Raja Garuda Mas 


(plywood and other wood products) 


Inti indorayon Utama” 
(rayon pulp} 





nually. 
Sukanto will not disclose 







: Indomilk 
| (milk products) 


Henkel Olefins Riau Pulp & Paper 


(chemicals) 








profit figures from private 
group businesses, but he says 
much of RGM’s expansion has 
been financed with internal- 
ly generated funds. “Our debt 
is quite low by anyone's 
standards,” he says, put- 
ting aggregate debt at 15% 
of group equity. 

“In comparison to other In- 
donesian business groups, RGM 
is in a comfortable position,” 
says Hikmat Kartadjoemena, a 
former Chemical Bank official 
»-who is now a director at Un- 
ibank and Indorayon. “Sukanto 
“is not overextended, and he is 
mainly exporting something 
that people want to buy.” 

In addition to Indorayon’s 
expansion, RGM’s steel business 
appears to be eating up cash, 
despite what one brokerage 
analyst estimates was a Rps 7.2 
million profit by Wahana Garuda 
Lestari in 1990. The steel billet 
and bar plant near Jakarta is 
being revamped to have annual capacity of 
400,000 tonnes, up from 72,000 tonnes cur- 
rently. The renovation, which is expected 
to take two years, will broaden the com- 
pany's products to higher-quality steel 
rods, reinforced steel and specialty steel. 

“We are positioning ourselves as a low- 
cost producer by regional standards,” 
Sukanto says. “On the other hand, we will 
be a high-quality producer by Indonesian 
standards.” 

Current expansion efforts, however, 
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Salim Group 


Sinar Mas Group 


Sinar Mas 
Inti Perkasa 
it 


United City Bank 
(UNIBANK} 


(general insurance) 





Karpel 


Real estate 
Supra Uniland Utama 


Wahana Garuda Lestari 
{steel billets and bars) 


{video cassefles) 
Agribusiness 
Asian Agro Abadi 





Henkel 


inti indosawit Subur 


Saudara Sejati Lujur 
(oil palm mills) 
Gunung Malayu 
(diversified plantations) 
NDC-Guthrie 









(in development, to be completed by 1996-97) 
Financial services 


Asuransi Eka Lloyd Jaya 
Construction/engineering 


{general contracting, civil engineering) 


(owns two Medan buildings and land in Jakarta) 
Urban manufacturing 


Electra Magnetic* (Singapore) 


(plantation management) 


(oil palm plantation and mills) 


production costs are substantially iow 
than in Malaysia. “The major factor at tt 


























determined to achieve,” he says... 
The same holds true if RGM i 


ment Corp.-Guthrie Estates on Mindanao 
for an undisclosed sum in March 199 
Now it must improve its performance st 
stantially to pay off US$22 million in 
owed on concessional terms to the Inter: 
tional Finance Corp. and to the Comm 
wealth Development Corp. 0 
, Britain. This will involve n 
only greater output and. im: 
proved standards, but hoidin 
well-armed bandits at:bay.’ 
Meanwhile, Sukanto’s 
vestment in Electro Magneti 
has been a disaster. In early 


$$10.5 million for the year. Jn 
stead, the ene nel sustained 


pore suspended trading of th 
stock. 

Bankers have been negoti 
ing with RGM, which took li 
role in Electro Magnetic’s man: 
agement, and other main 
shareholders about the vid 
eocassette maker's fate. Electro 
Magnetic, which has assets ol 
up to S$15 million, has an esti 
mated debt of S$80-100 mil 










Lee & Lee [whose partners it 
clude the wife of Singapore’: 








Abadi, RGM’s umbrella company for ag- 
ricultural activities, 260,000 ha will be 
planted 70% with palm oil, 20% with rub- 
ber and 10% with cocoa by the year 2000. 
That will make RGM bigger in the plantation 
business than Malaysian giant Kumpulan 
Guthrie. 

Mackenzie, who was hired by Sukanto 
from Harrisons & Crosfield, the former 
British owners of Harrisons Malaysian 
Plantations, says the outlook for RGM’s 
plantation activities is promising because 


FAR EASTERN ECONOMIC REVIEW 


{oil palm plantation in Mindanao) 





former prime minister, 
Kuan Yew]. We felt conten 
ble with it.” 













Analysts, however, say Sukanto is too. 
easily impressed by pedigree. The RGN 
chief, who never went to university, has at 
tended management courses at INSEAD in 
Geneva and at Harvard University in Bos- 
ton. “Sukanto has come up on his own; bu 
he is more taken with Harvard MBAs than 
anything else,” a broker says. This has had 
the positive effect of allowing him to: step 
back from micro-management, but it also 
means that he sometimes gets talked into 
things against his better instincts. 





































land, with revelations of secret deals 
among major shareholders on share prices 
and dividends. The deals have raised ques- 
tions as to how independent the airline is 
from foreign control. 

State-owned Air New Zealand was sold 
in December 1988 to a consortium of Qan- 
tas (19.9%), American Airlines and Japan 
Air. Lines (7.5% each) and Brierley Invest- 
ments Ltd (65%). Of the latter, 30% was 
subsequently sold partly to Air New Zea- 
land staff and partly in a public share float 
at-NZ$2.40 (US$1.60) a share. 

_ What the public was not told was that 
Qantas and Brierley Investments had a 
_ Special arrangement. According to Qantas 
chief executive John Ward, the whole con- 
sortium, not just Brierley Investments, had 
financed the 30% stake that was sub- 


he 1990 balance-of-payments fig- 
ures have yet to be released, but 
the expected grim impact of 
events in the Persian Gulf on the 
Lankan economy has not materialised. 
_ According to senior officials at the central 
_ bank, the Sri Lanka economy recorded its 

_ first balance-of-payments upturn in seven 
ears, with export earnings up 41% and im- 

port growth held at 34% (measured in 






Sr 


'üpees). 

~, “Our trade balance for last year is nega- 
stive but less so than in the previous year,” 
a senior official says. “But once we take cre- 
dit for the invisibles [which include remit- 
_ tances from expatriate workers, increased 
_ tourism earnings, and foreign aid], we will 
_ have a plus figure on our balance of pay- 
_ ments for 1990.” 

_. Gulf War losses originally estimated at 
Rs 4 billion (US$100 million) turned out to 
be half that figure, according to the central 
‘bank. Private remittances in 1990 increased 
to Rs 15 billion from Rs 13 billion the pre- 
vious year. The decrease in receipts from 
- Kuwait, where 100,000 Sri Lankans held 





New Zealand investigates foreign role in airline 


Out of control 


sequently sold to the public. 

Qantas guaranteed dividends to Brierley 
Investments on 15% of its shares and, 
Ward says, has since made a small di- 
vidend payment under that arrangement. 
Air New Zealand had a loss of NZ$26.7 
million in the six months to September 1990 
on revenue of NZ$940 million. 

Qantas has also guaranteed to pay Brier- 
ley Investments for any shortfall on shares 
sold up to April 1992 to bring them up to an 
undisclosed minimum. A similar guarantee 
was given to American and Japan Airlines 
— in their case, up to a minimum of 
NZ$1.92 a share (the stock is trading at 
about NZ$1.40). Qantas is negotiating to 
buy American’s share for NZ$39 million, 
about NZ$9 million above the current mar- 
ket value. Aviation sources say Qantas’ 
generosity was intended to head off a 
strong bid for a large minority stake in the 
airline by British Airways — a bid that was 
supported by Air New Zealand executives 
and some members of the New Zealand 


SRI LANKA 


Time for tea 


jobs, was compensated for by workers else- 
where in the Middle East remitting their 
savings to Sri Lanka as tension in the Gulf 
mounted. 

Moreover, tea — the country’s major 
cash crop — set record production levels of 
over 233,000 tonnes, up 13% from 1989. 
Favourable weather helped Sri Lanka dis- 
place India as the world’s top tea exporter 
in 1990. Together with higher world prices, 
this pushed tea export earnings to Rs 19.8 
billion, a 45% gain over the previous year. 
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cabinet. : 





But questions have been raised about 
who owns and controls Air New Zealand. 
Qantas chairman Bill Dix said on 26 March 
that Qantas in effect had a 50% controlling 
interest in Air New. Zealand. He has since 
retracted that statement, and Brierley In- 
vestments — which has provided Air New 
Zealand's chairman, Bob Matthew — has 
said that it does not consult with Qantas in 
exercising its voting rights. 

But Prime Minister Jim Bolger said on 2 
April there were “some quite unsatisfactory 
components of the sale” and the cabinet 
was concerned to ensure that the minimum 
65% New Zealand ownership — necessary 
for Air New Zealand to have national 
airline status in bilateral landing rights ne- 
gotiations — was not compromised. At the 
time of privatisation, the government re- 
tained a “Kiwi share” that gave ita 
veto power of changes in ownership, to 
ensure 65% remained in New Zealand 
hands. 

The disclosures have excited the interest 
of regulatory bodies on both sides of the 
Tasman Sea. The New Zealand Securities 
Commission and the stock exchange are in- 
vestigating the share arrangements. The 
New Zealand Commerce Commission said 
on 28 March it would give “high priority” 
to an. investigation into the possibility. of 
possible market dominance by Qantas 





Traders had feared that Iraq's absence 
from the Colombo tea auctions would affect 
both prices and export earnings. Next to 
Egypt, Iraq had been Sri Lanka's biggest tea 
buyer in recent years. In the event, slight 
declines in export earnings from the other 
two major tree crops, rubber and coconut, 
which were down 1% and 3%, respec- 
tively, were more than comfortably offset 
by tea’s superior performance. 

Gem exports, which have been reason- 
ably strong in recent years, pulled in Rs 2.9 
billion for the country in 1990, up 33% over 
the previous year. The government has 
been regulating trade in milky blue sap- 
phires — a field dominated by Thai gem 
buyers, who have perfected a heat. treat- 
ment to convert these stones into clear blue 
sapphires. Last year’s gem export figures 
also suggest that some progress is being 
made in controlling gem smuggling, which 
has been rampant in the past. 

Industrial exports also registered solid 
gains, particularly garments and petroleum 
by-products. The country’s state-owned re- 
finery, which exports naphtha and other 
by-products distilled from imported crude, 
earned Rs 4 billion in 1990, up 77% from 
the year before. Garment exports grossed 
Rs 25.2 billion, a 43% gain over 1989. How- 
ever, because of the rising cost of importing 
fabric for production, the actual value- 
added export gains amounted only to a 
25% increase. 
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through its shareholding. The Australian 
Trade Practices Commission is also inves- 
-tigating the arrangements. 

“Meanwhile, New Zealand’s ailing pub- 
lic-television channel, TV3, is likely to fall 
under foreign control following a govern- 
ment decision on 21 March to abolish limits 
on foreign ownership of public broad- 
casters. Australian-based Westpac Bank, 
which is owed more than NZ$40 million by 
TV3, has already indicated it would swap 
debt for equity. Longer-term, however, ob- 
servers expect an approach by Australia’s 
Channel Nine network, which is owned by 
Kerry Packer. 

TV3 has been in receivership since last 
year. It is part-owned by National Broad- 
casting Co. (NBC) of the US, which holds 
15%, previously the maximum allowed. NBC 
is a subsidiary of RCA Corp., which is 
owned by General Electric Co. 

State-run Television New Zealand 
(TVNz), which runs the country’s two other 
public stations, criticised the government's 
decision, saying it could eventually kill local 
programming. Also, some analysts say 
there was not enough advertising for three 
public broadcast channels even before the 
present recession in New Zealand. TV3, 
which has been broadcasting since 1989, 
has struggled against the TVNZ channels 
and, more recently, against Sky TV, a pri- 
vate pay channel. 





Import growth was contained during 
the year by a significant reduction of rice 
and flour imports, which were down al- 
most 80% and 35%, respectively. Sugar 
import costs, however, grew roughly 
20%. 

The cost of crude oil imports — the 
country’s biggest single import item — hit 
Rs 145 billion, up 72% from the year be- 
fore. Sri Lanka has no proven oil deposits, 
though offshore exploration continues. Fer- 
tiliser imports rose to Rs 3 billion in 1990. 
However, the cost to the government is fall- 
ing, as Colombo has ended its fertiliser sub- 
sidy programme for the plantation sector 
and peasant cultivators. 

Tourism, in the doldrums since ethnic 
disturbances began in 1983, saw a healthy 
recovery in 1990 with 297,000 arrivals, up 
65% from the previous year. Direct foreign- 
exchange earnings from the sector are esti- 
mated to be around US$115 million, up 
from US$76 million. 

The Ceylon Tourist Board projects 
378,000 arrivals in 1991 — good news for 
the long-depressed hotel industry, which 
at one point in the late 1980s was offer- 
ing five-star rooms for as low as US$7 a 
night. 
Five-star hotels currently charge a 
minimum of US$65 a night, but have been 
ordered by the tourist board to increase 
their rate to US$75 a night, beginning in 
December. m Manik de Silva 


- flation in Japan. The surge in Japanese domestic liquidity in the past few years 


-ing liquidity. With what the BOT terms “bloated yen transactions” now a thing of the 





FAR FASTFRN FCONOMIC REVIEW 


















































INVISIBLE HAND 





The yen as export 


Just when the audience was getting used to the yen strutting about the internation: 
stage, there are signs that it is retreating to the wings. The yen’s growing role loo 
impressive enough on the face of things, if you compare the size of international ye 
transactions in 1990 with those in 1984, when the US began pushing Japan to int 
nationalise its currency. But the Bank of Tokyo (BOT), Japan's principal player in 
rency markets, argues that the international use of the yen has not only been slo 
in expanding but in some instances has been statistically overstated. Indeed, in n 
ality, it may not have grown at all. me 
What is often overlooked is the fact that between 1984 and 1990 the value of the 
yen increased by 75% against the US dollar and by 31% against the IMF's special 
drawing rights. So a good deal of the growth in international yen transactions sin 
then is little more than an exchange-rate effect, argues BOT. ETE E 
Another factor which has artificially boosted the yen’s overseas role is asset i 


based on an extraordinary, asset-collateralised expansion of credit. This made yı 
funds more readily available to residents and non-residents alike, 
This process has now gone into reverse with the Japanese central bank squee 


past, the pace of yen internationalisation may slow in the future. cogs 
The likely wider use of the Deutschemark in Europe may cause a further setback 
in the international role of the yen, suggests BOT. The Deutschemark’s use in inter- 
national reserves has grown to 19.3% from 15.7% in the past couple of years while 
RRE , yen holdings have crept 
8 up to 7.9% from 7.7%. 
Even allowing for the 
: effect of exchange-rate 
1-1-1 shifts since 1985, the oul 
standing value of the 
> _ Euroyen market ‘has rise 
apts sharply. But the share of 
[Outstanding value of Euroyen market , m| fhe, yen: overal Pam 
gya ue o nya es) a E market transactions con- 
ed tinued to decline through- 
Ee SS out this period. = 000 
Changes may be afoot, 
however, that could swing the balance back in favour of the yen’s internationalisa- 
tion. 
Admittedly, yen-denominated syndicated loans have been in decline since 1984. 
But Samurai bond issues recovered strongly in 1989 and 1990 and have surged _ 
afresh in the early months of this year. Likewise, Euroyen bond issues by non- 
residents reached a new record in 1990. os oe 
This reflects to some extent a crowding-out process as German borrowers, need- 
ing reunification funds, have come to dominate the Euromarkets. Asian borrowers _ 
have turned in consequence to the Euroyen and Samurai bond markets. So, wha 
we may be seeing is the start of a process whereby the yen becomes to Asia wha 
the Deutschemark is becoming to the Euromarkets: a key currency in loans and 
serves. RNA 

All well and good so far as the supply of long-term yen instruments goes, but 
what about the supply of short-term instruments, such as Treasury bills, ini which — 
outsiders can invest? Unfortunately, the picture is less promising here. Sor 
BOT argues that money and capital markets in Tokyo must be improved in orde 
to make the yen more attractive to hold. “Tax anomalies need to be resolved, ad. 
ministrative barriers eased and the range of short-term investment instruments ex- 
panded.” And BOT supports the view that the value of the yen needs to be stabilised 
before it can become more of a transaction currency for Asia. Ses 
These are not new arguments, but it is refreshing to hear them espoused by a big 
Japanese institution rather than by outsiders such as US negotiators intent upon 
prizing open Japanese financial markets. a Anthony Rowley 
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SHROFF 





See Rome and buy 


he golden promise of a large, well- 
located and supposedly cheap 
parcel of land that would benefit 
; from a united Europe has trans- 
lated into a pathetic travesty for sharehold- 
of Hongkong’s Bond Corp. Interna- 
tional Ltd (Bc). Even with a substantial 
loss — pegged conservatively by the com- 
pany at US$8.8-11 million on the sale of 
BCL’s 284ha Porta Di Roma property 
= long-suffering minorities should be 
glad to be done with it. If indeed they 
are. 
BCIL, formerly under the stewardship of 
failed Aussie buccaneer Alan Bond and 
now run by the intriguing triumvirate of 
Macau casino boss Stanley Ho, China-back- 
ed Rivera (Holdings) and Taiwan business- 
man David Tong Cun-lin, announced on 28 
March that it had sold Porta Di Roma to “an 
independent third party” for US$142 mil- 








__ The terms of the purchase were, to put 
t politely, peculiarly generous. The un- 
known buyer (8c will not even disclose 
the continent from which he or she hails) 
has 45 months to pay for the property, with 
more than half the amount due at the end 
of 1994, 
_ Despite frequent assertions to the con- 
trary by Bond (and current BCIL) director 
ackson Chang, Porta Di Roma has been a 
-millstone around the company’s neck since 
_ Bond Corp. Holdings of Australia stuffed 
50% of it into BCIL for US$134 million in 
_ March 1989. Back then, when Bond was 
till riding high, the property was to be “a 
wholesale distribution complex [with] of- 
fices and a retail centre.” It is located 9 km 
rom central Rome on the Italian capital's 
main ring-road. 
~ But by the time the Bond edifice started 
3 crumble under the weight of its own 
ebt in December 1989, then BCIL director 
eter Lucas was mumbling something 
bout “archaeological diggings required by 
1¢ Italian Government” holding up key 
_ Zoning approvals. Five months later, Bond 
Sold out of BCIL and offered up the other 
50% of Porta Di Roma to its new owners for 
- US$70 million. 
_ That same month, May 1990, property 
‘consultants Vigers International valued the 


_| whole property at US$155 million, only 


slightly more than what BCIL shareholders 
shad paid for half of it 14 months earlier. 

| In November 1990, the new owners of 
_| BCI did buy the other half of the property 
from Bond Corp. Holdings for US$38 mil- 
_| bon in cash and new BCIL shares then val- 
| ued at US$31 million (now worth about 





US$14 million). They immediately set about 
flogging Porta di Roma around Europe at 
an asking price of US$230 million. 

Italian developers, knowing that the out- 
of-towners had yet to secure permits to 
start building figured that a fire-sale would 
come sooner or later. That view gained ad- 
ditional credence with the next Vigers valu- 
ation in December 1990. The worth of Porta 
di Roma was down to US$126 million. 

Shroff has no idea of the identity of the 
buyer of Porta di Roma, but the deal in his 
estimation smells local. It just so happens 
that ace Singaporean property flipper Oei 
Hong Long entered into an agreement to 
take a 16.7% stake in Hongkong-listed hold- 
ing company Tomson Pacific in mid-Febru- 
ary and has since been named its president. 





TO ASIAN INVESTORS 


Tomson is the vehicle which bought the 
34.5% of BCIL from Bond back in May 1990. 
Given all the secrecy surrounding the 
buyer of Porta di Roma, Shroff is looking 
no further than Singapore to divine his or 
her eventual identity. Whoever it is, Shroff 
suggests they bone up quickly on the lan- 
guage of love and hop into bed with the 
most credible Italian developer they can 
find. Otherwise, those zoning permits 
might remain in limbo and Vigers might 
have to make yet another downward valu- 
ation. @ Jonathan Friedland 


Mutual Fund Co. (MFC), Thailand’s govern- 
ment-controlled monopoly in the country’s 
mutual fund business, is currently selling 
25% of its shares to the public in advance of 
a Securities Exchange of Thailand (SET) list- 
ing. The flotation, however, is also being 
held in advance of MFC losing its monopoly. 

Shroff believes the listing raises ques- 
tions about the purpose of privatising state- 
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controlled enterprises. The flotation looks 
like the dumping of a troubled company 
into the public’s hands by take-the-cash- 
and-run owners. This view is underscored 
by MFc’s rush to cash in on the current bull 
market. 

In June 1990, MFC increased capital to | 
Baht 90 million (US$3.3 million) from Baht | 
40 million by issuing 5 million new shares 
to shareholders at a ratio of five new shares | 
for every four held. The offer price of Baht 
30, compared with 1990 MFC profit of Baht | 
127 million, represented a price-earnings | 
(p/e) ratio of 2.1 times. The book value of | 
the stock was Baht 26 a share. 

The offering at the end of March of 
another 3 million shares at Baht 230 each on 
a prospective p/e of 14 resulted in a Baht 
200-a-share windfall for investors who ac- | 
quired stock in the 1990 issue. It is interest- | 
ing, however, to note who benefited. 

Before MFC’s 1990 issue, state-controlled 
Industrial Finance Corp. of Thailand (FCT) 
owned 38.5% of the company, while the 
Ministry of Finance owned 25%, Govern- | 
ment Savings Bank 20%, International Fi- | 
nance Corp. (IFC) 15% and state-controlled | 
Krung Thai Bank 0.5%. 

But behind-the-scenes choreography by 
the directors of these institutions, who also 
served on MFC’s board, made sure that a | 
significant portion of the issue was | 
forgone by the main equity holders. After | 
the issue, IFCT’s shareholding was reduced 
to 34.2%, while the Ministry of Finance’s 
was cut to 22.2%, Government Savings | 
Bank’s to 17.8%, IFC’s to 13.6% and Krung 
Thai Bank’s to 0.4%. | 

IFCT’s current position is particularly un- | 
settling. The company has to pay out 30% | 
of annual earnings to service the billions of | 
baht losses on Ministry of Finance-secured | 

| 
| 


į 





| 
| 
| 
| 
| 
| 
| 
| 
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overseas loans, Shroff wonders why IFCT | 
gave away Baht 77 million of windfall profit 
from the MFC issue. 


bers got 25,000 shares each. 
Officials who had been involved in | 
supervising. the company received 7,000 | 
shares each, as did two former central bank 
governors, a former finance minister and l 
five senior: Finance Ministry officials. It will | 
be interesting to see, how many of these 
new MFC equity holders keep their shares | 

after the company’s listing on the SET. 
m Paul Handley 
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-CIRCUIT DESIGN AND COMPUTERS 
PROCESSING OF 

OPHISTICATED o PEKT 
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Four divisions, one vision. world leader in high quality fiber optics. expertise, we not only have the power 
At Samsung Electronics we are able Telecommunications. Semiconductors. to achieve. : 
to bring together a wide diversity of It is also inspiring new developments We have the power to innovate. 
experience and a great depth of resources in the fields of artificial intelligence, ISDN, cee S AMSUNG 
in one company. and satellite communications. Electronics 


This capability has made Samsung a With our combined resources and Technology that works for life, 
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Pacific \ 
Management ` 


avers of Hawaiʻi at Manoa 
onolulu, Hawaiʻi 


4 Asian 


\International Business Programs 


.» PAMI International Summer Program leading 
to a Certificate in International Business or Pacific Asian 


Management teat 20 May-28 June 1991 
Term IT 1 July-9 August 1991 
* Executive Programs designed for middle-level 
managers in the Asia Pacific region to expose them to doing 
- business in the international arena of the 1990s 
; English for Intemational Managers 
9 June-1 1 July 1991 
Intemational Business: Pacific Asian Focus 
Intemational Banking and Finance 
30 June-20 July 1991 
E * International Faculty Development Institute an 
interdisciplinary program to orient business, language and 
aréa studies faculty to international issues in curriculum 
development 8-26 July 1991 


for particulars, please contact 
Pacific Asian Management Institute 
University of Hawaiʻi at Mānoa 
Honolulu, Hawai'i 96822 USA 
Telephone: (808) 956-8041 or 956-7564 
Fax: (808) 956-9685 
Telex: (732) 8022 PAMI HR 
Bitnet: CBAPAMI@UHCCVM BITNET 






















i International School of Neuchatel 
2523 Lignières, Switzerland, Tel. O38/515545 
Day/boarding school for boys/girls 6-14 years. Estab- 
lished with cantonal govt. initiative. Small classes, 
individual attention, Full curriculum taught in English, 
including French and computer. Sports, field trips, 
extra-curricular activities. Fine rural setting. 









CH-1009 Pulfy-Lausanne 
me {Lake of Geneva) 

Telex 454661 cmc 
Telephone 021/288777 


Chateau Mont-Chois Telephone 0 


INTERNATIONAL BOARDING SCHOOL FOR GIRLS © Beautifully situated. Finest facilities 
for study and residence, tennis court, swimming-poo! @ Comprehensive academic program in 
smali classes @ Intensive French and English. Language lab. @ Full American Program. Grades 8-12. 
CREB, TOEFL, AP. PG year @ Secretarial and commercial courses, Computer science @ Diversified 
activities: art, music, ballet, cookery, sports Ed. trips. Winter vacations. Summer course. 


For QUALITY response... 
advertise in this section 







































BRAND NAME 
FASHIONS, SPIRITS 
SPORTS GOODS, AUTO’S 
Diversified Int'l Co. 
Regular supply US, Italian, 
European Fashions, Jeans, 
Shirts etc., Spirits & 
Liquors, Sporting Goods, 
Auto’s, consumer items. 
Guiseley Trading Int'l, 
Tel: USA (602) 423-0050 
Fax; USA (602) 423-0067 


Ifyou have something to say 
-- Say it in the Classifieds! 


INDONESIA 
Unique opportunity to manage a diverse group | 


of local and foreign joint venture companies in 
Indonesia. 


Responsibilities would include: 

E Formulating corporate investment policy 

E Analyzing prospective investment 

E Negotiating investment opportunities with 
foreign partners 

E Implementing & overseeing investments 


Candidates should have: 


@ Ten years of relevant professional experience 
@ Substantial exposure to developing countries 
E Experience in managing profit centers 

E Excellent communication skills 

@ Fluency in English 

E An MBA degree or its equivalent 


All replies should be sent to: 


P. O. Box 32 / Menteng 
Jakarta 10310 
Indonesia 






DEGREE 
COURSES 


Earn a degree entitely at hame. Private University 
offers distance-learning degree programme: 
BUSINESS ADMINISTRATION 
ECONOMICS 

COMPUTER SCIENCE 

LAW 
HUMANITIES/PHILOSOPHY 
Gne year adult course places emphasis on 
previous experience/knowledge, Personal 
tutor provides one-to-one no-limi tuition. All 
tutors are highly skilled professionals eminent 
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A sia, the world’s most 
dynamic market place, 

is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

_ The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 


REVIEW 





SOME OF THE FEATURES 

YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 

` ranging from Afghanistan to 
Vietnam, from the vastness of China 
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and India to the minute specks of the 
Maldives and Pacific Islands. $ 


NOW IN ITS 32ND YEAR... ; 
Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more. 
thorough and comprehensive than 
ever. 


COUNTRY-BY-COUNTRY 
ANALYSIS... 
Each country is discussed with up-to- 
date reviews of its Politics and Social -> 
Affairs, Foreign Relations, Economy — 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 
and population trends to foreign 
investment and social and cultural 
developments. Each country chapter 
has a Databox full of essential vital 
statistics. 

HOW IT IS DONE... 

Published by the Far Eastern 
Economic Review, the Asia 1991 
Yearbook is the result of thousands 
of hours of work during the year. 

_ Every week, the Review’s corre- 
spondents file on-the-spot reports 
from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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INNOVATION 


Drugs from the sea 


olourful corals, brightly patterned 
tropical fishes and other marine 
animals pop out of magazine 
pages with increasing frequency 
these days as lures to exotic holiday hidea- 
ways. They are also attracting more and 
more scientific attention as researchers 
realise that the undersea world contains a 
cornucopia of potential medicines. 

A swarm of chemists, biologists and 
pharmacologists equipped with the latest in 
hi-tech extraction, purification and iden- 
tification machines is searching the seas for 
biologically active compounds. Much of 
this quest is taking place in the Asia-Pacific 
region, which boasts more marine species 
than anywhere else in the world. 

Among recent discoveries was one re- 
ported last July by a group of 10 researchers 
drawn from three US universities and the 
Marine Science Institute of the University of 
the Philippines. They analysed the compos- 
ition and action of the venom of several 
Philippine species of cone shell, a mollusc 
found throughout the tropics. Cone shells 
have a poisonous dart with which they 

The dart’s toxin was found to contain 
numerous small proteins, some having a 
single, specific effect on muscle or nerve 
cells, such as opening or closing molecular 
pumps or binding with one type of recep- 
tor. These properties make the proteins 
likely candidates for so-called molecular 

for use in medical research. With 
dozens of individual proteins present in the 
venom of each of 500 Philippine species 
of cones, the researchers have barely 
scratched the surface of a pharmacological 
gold mine. 

Some substances in the marine treasure 
chest have been known for centuries. Since 
the Han Dynasty (206 BC-220 AD), 
Chinese healers have used extracts of 
plants and animals collected from the sea to 
cure a variety of illnesses. 

But until comparatively recently, collect- 
ing marine organisms was not easy. Mostly 
it was limited to collecting what was availa- 
ble in shallow water or by “blind” dredging 
of unseen depths. Not until aqualung 

ipment became widely available in the 
1960s did marine science gain its present 
momentum. Now drugs and other sub- 
stances from the sea are paying off com- 
mercially. 

According to Prof. Paul J. Scheuer, a 
natural-products chemist at the University 
of Hawaii, two of the most important dis- 
coveries in the past 30 years have been not 
drugs but diagnostic chemicals for medical 


inks acid, an extract from a red alga 
collected in Japan and Taiwan, is the pri- 
mary tool for investigating Huntington's 
chorea, a rare but fatal disease of the ner- 
vous system. Meanwhile okadaic acid, de- 
rived from two types of marine sponge, is 
used to probe the function of individual 
cells involved in such diseases as cancer 
and AIDS. 

The US is one of the countries moving 
to take advantage of the biological diversity 
of Asian seas. Last year, the US National 
Cancer Institute (NCI) contracted the Aus- 
tralian Institute of Marine Science (AIMS), 
based in Townsville, to collect samples of 
1,000 marine organisms from the Indian 
and Pacific oceans. Extracts from the or- 
ganisms will be sent to NCTs Natural Pro- 


ducts Repository in Maryland for lengthy 





The underwater pharmacy. 


evaluation as anti-cancer agents. 

Although science is usually a carefully 
planned, goal-oriented activity, serendipity 
also has its place. About 10 years ago, AIMS 
biochemist Bruce Chalker began to study 
how corals on shallow reef-flats of the 
Great Barrier Reef manage to protect them- 
selves from environmental extremes, espe- 
cially intense sunlight. 

The ultraviolet (UV) wavelengths of sun- 
light are known to damage living cells, and 
a 1969 study of coral extracts had showed 
that they absorb Uv. In 1984, Chalker and 
AIMS chemist Walter Dunlap sought to iso- 
late and identify the vuv-blocking com- 
pound from corals. 

They revealed that there are three amino 
acids that block overlapping bands of UV 
over the wavelengths of 310 to 332 
nanometres; cancer-causing UV covers the 
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range between 290 and 340 nm. 

It was during lunch one day that 
Chalker wondered aloud to Dunlap if the 
coral compounds could be adapted for a 
human sunscreen (skin cancer was making 
front-page news in Australia, as evidence 
grew that sunblocks protected against sun- 
burn, but not cancer). 

Melbourne-based Ici Australia took up 
the idea in 1985, signing an R&D agreement 
with AIMS to develop synthetic analogues of 
the uv-blocking coral compounds. IcI's 
Peter Chalmers, who heads the project, 
says the primary goal is to develop a 
human sunscreen that would tap “a poten- 
tial A$1 billion [US$772 million] 

Eventually other products may be made 
to protect paints and plastics from UV. ICI 
completed its research last year and is now 
set to submit the synthetic sunscreen to the 
government for registration — a process 
that will take four years. 

IcI will need to move fast. Dunlap and 
Chalker are now visiting professors at the 
University of Tokyo’s Research Centre for 
Advanced Science and Technology, a body 
aimed at promoting interaction between 
academia and industry. 

In 1988, Japan’s Ministry of International 
Trade and Industry (Miti) set up a Marine 
Biotechnology Institute to exploit the com- 
mercial potential of marine organisms. Be- 
sides Miti’s financial contribution, 24 com- 
panies have invested ¥800 million (US$5.8 
million) to build two laboratories. The 70- 
strong institute also has a research ship. 

Across the Sea of Japan, one medical 
product of the sea is already in commercial 
production in China. In 1990, a US-Chinese 
joint venture invested US$1.2 million in a 
facility to extract the blood of the horseshoe 
crab, which thrives along China’s southern 
coast. The blood contains lysate, a com- 
pound essential in several diagnostic tests 
used in hospitals worldwide. The US part- 
ner in the project, Washington, D.C.-based 
HAQ Biomedical, is run by Waheed Khan, 
a Pakistani-American microbiologist. Ten 
years ago, Khan developed a meningitis 
test that uses lysate. And more recently, he 
designed a lysate-based test kit for typhoid 
fever, a bacterial infection rampant in Asia. 
Purified lysate sells for US$10 per millilitre. 
At full production, the Chinese plant is ex- 
pected to produce 128,000 litres a year. 

The future for drugs from the sea looks 
bright, says Hawaii's Scheuer. “We have 
reached a turning point in the long jour- 
ney” towards producing such drugs “for 
everyday needs,” he declares. 

m Gregor Hodgson 
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With the unprecedented 
growth and success that The 
Ports of Virginia have enjoyed 
over the last few years, we did 
find ourselves 
with one daunting 
challenge -where 
to put the growing 
number of truck 
chassis. 

The answer? 
Chassis stacking. 
Obviously not 

anew idea, but an innovative 
one. In fact, Virginia is the only 
mid-Atlantic port to employ this 
unique approach to space- 
saving, allowing us to store 
chassis that would have 
covered 12 acres ina space of 
just one acre. This in turn lets 
us manage all our yard space 
more efficiently, so your cargo 
gets in and out more quickly. 
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And while the solution may 
not be entirely original, it does 
represent the kind of innova- 
tive thinking that shippers have 
come to 
expect from 
The Ports of 
Virginia. 

We're also 
working on 
major expan- 
sions that will 
provide over 
5,500 feet of additional berth- 
ing space throughout our 
various terminals. We will 
continue to provide excellent 





services such as the Virginia 
Inland Port and on-site rail 
yards at all of our terminals 

to meet our customers’ needs. 
Every day we're looking to the 
future, investing in new ways 
to build on our successes to 
ensure that The Ports of 
Virginia continue to provide 
you with the finest services 
and facilities possible, now 
and into the next century. 

So when our competitors 
start telling you about what's 
new or different, just remem- 
ber who stood the industry on 
end in the first place. 


iA ThePorts of Virginia 


We're the Natural Mid-Atlantic Load Center. 


USA-Main Office Virginia Port Authority. 600 World Trade Center 
Norfolk, VA. USA 23510. (804) 683-8000. Toll-free (800) 446-8098 
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Breathtaking by day, 
electrifying by night. The yiew from 
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Pacific Connections. 


The Golden Gate Bridge, 
photographed by Michael Kenna. 





With the largest banking system on 
Americas West Coast, and a network that 
spans Asia's major markets, Bank of 


America offers an unmatched view of 


opportunities in the Pacific Rim. And the _ 
strength of long-standing relationships ) 
on both shores. You'll go farther in the 
Pacific with a bank that knows the waters. 
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LETTERS 


Thailand’s delicate democratic roots 

The desire of J. Thitinan Pongssudhirak 
[THE 5TH COLUMN, 4 Apr.] for true demo- 
cracy in Thailand and his doubt about the 
military's justifications (or excuses) for the 
coup are shared by many, including my- 
self. However, some of his points are off 
the mark. 

Thitinan demanded constitutional re- 
forms in order to curtail vote-buying and 
money politics, including the need to bar 
MPs from cabinet posts. Is that not the mi- 
litary’s proposal? To the best of my know- 
ledge, the military has considered the idea 
of a separation of legislative and adminis- 
trative powers (the so-called “presidency 
model”) since the time of former army com- 
mander Chaovalit Yongchaiyut. 

The Thai people have every right to 
blame both overthrowers and the over- 
thrown for the coup. Former prime minis- 
ter Chatichai Choonhavan has to accept his 
share of blame for being arrogant and over- 
confident. Being the first elected prime 
minister in more than a decade, he should 
have known better than repeatedly to 
agitate and challenge the military, whose 
power has only slightly declined after a 
long history of political domination. 

Contrary to Thitinan’s account, Chati- 
chai had ample warning of the 23 Feb- 
ruary coup. On the evening of 22 February, 
the prime minister had already been in- 
formed by intelligence sources about many 
of the movements of the top generals. A 
group of military officers had been to his re- 
sidence. 

Some of Chatichai’s advisers had even 
suggested that he sneak off during the 
night to seek sanctuary in the Chiang Mai 
Palace. Instead, for whatever reason, Chati- 
chai chose to go to Chiang Mai the follow- 
ing morning by a military aircraft (from 
which he was captured by an air force com- 
mando unit). This is not quite the same as 
having “no reaction time.” 

Thitinan’s suggested strategy is not the 
best way for the next prime minister to deal 
with the armed forces. In Thai society, 
where matters of hierarchy and seniority 
are of great importance, it is impossible for 
a civilian prime minister to invite to his din- 
ing table the colonels and not the gener- 
als. Playing the colonels against the gener- 
als, or becoming involved in intra-military 
politics and hoping to get away with it, is 
impractical, if not dangerous. The generals 
are not that dense. 

The next premier should not meddle 
in military politics, but should recognise 
that the military is still powerful in Thai- 
land, and coexist with it, until democracy 
has been firmly institutionalised. It might 
be less risky to try to persuade the military 
cadets about their future roles and places in 
a democratic Thailand rather than to try to 
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court the colonels. Subtleness and caution 
should be the order of the day. 

Some political scientists believe that au- 
thoritarianism is somehow ingrained in the 
Thai tradition. I simply cannot accept such 
a view. I still hold out hope that some 
day Thailand will be fully democratised, in 
its own way and at its own pace, provided 
that democracy be given a chance. 

New York APIRAT SUGONDHABHIROM 





Enjoyable voyage round the Pacific 

Derek Davies has little good to say of 
Simon Winchester’s book, The Pacific [11 
Apr.]. The edition I read is titled The Pacific 
Rising and I assume it is the same, though 
from Davies’ review I wonder if we did in- 
deed read the same book. 

As I am sure Davies is more than aware, 
the critical path is the easy way out. Did 
Winchester intend his book to be a scho- 
larly treatise on the Pacific or perhaps a 
fairly light-hearted discussion on the past, 
present and future of this area? I believe the 
latter. 

Perhaps Davies feels that, with his 
knowledge of the region, he could have 
written a much better book — I am sure if 
he had done so, it too would be a damn 
good read. But I do not think this alters the 
fact that Winchester has written a highly 
enjoyable and interesting book. 

Hongkong MICHAEL A. G. MATTHEWS 





Asean and the Cambodian imbroglio 

In Delayed Action [INTELLIGENCE, 21 Mar.], 
it was stated that Asean officials were hop- 
ing to weaken Vietnamese Foreign Minister 
Nguyen Co Thach’s resistance to compro- 
mising with China over a settlement of 
the Cambodian problem. No serious Asean 
officials that I know take this view. 

Asean officials tell me that they hope 
Vietnam will sign the accords for a Cambo- 
dian settlement and will urge Phnom Penh 
to do the same, thus enhancing regional 
stability under the assumption that interna- 
tional guarantees will ensure that China 
does not act as a “spoiler” through the 
Khmer Rouge. Certainly, neither Asean, 
the Cambodians nor the world needs a deal 
cut by Vietnam and China over Cambodia. 
Washington RICHARD T. CHILDRESS 





Uncle Sam, the global bully 
After a recent mission to Iraq to survey 
humanitarian needs, UN’s Under Secre- 
tary-General Martti Ahtissari reported on 
the effects of the intensive bombing of the 
country by the US-led alliance: 
“The recent conflict has wrought 
near-apocalyptic results upon the in- 
frastructure of what had been, until 
January 1991, a rather highly ur- 
banised and mechanised society. 
“The Iraqi people may soon face a 
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MONEY AND CAPITAL MARKETS REPORT - APRIL 1991 


GERMAN BOND MARKET 
BACK TO EARTH 





Foreign investors have once again sprung a surprise on the 
German bond market. Their heavy commitments have been a 
major factor in bringing about a reversal of interest rates. 

“In the first half of 1990, foreign investors had backed away from the 
German bond market (sales exceeded purchases by DM 8.4 billion), 
but - following a pause in the third quarter (net purchases of DM 865 
million) ~ they returned in force in the fourth quarter. Their net 
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public authorities) during this quarter sye ja la 
-the latest figures available -came toa |“ "o 
thumping DM 28 billion, which marked 
an all-time high. 
The market has rewarded for- 
eigners for their support. The invest- 
ment results currently produced by | 
D-mark securities are quite attractive. | 
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German government bonds with a 
maturity of 10 years yielded up to 95 
basis points more in the past four 
weeks than comparable US securities. 
The present interest differential is 50 
points; the markets latest spurt 
pushed up bond prices by up to 2 
percentage points. 


Interest rates bounce back 





Bundesbank and Fed Move in Opposite Directions 

The central banks have aligned themselves with the interest-rate trends in the financial 
markets observed since the early summer of 1990. The Bundesbank raised the discount rates 
{effective February 1) while the Fed cut it. Frankfurt has jacked up the discount rate in no 
fewer than seven steps since early 1989; the US has cut it twice since year-end 1990. In 
contrast to the United States, where the recession will probably force the Fed to make further 
cuts, the Bundesbank can be expected to maintain its squeeze until further notice. 
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Large cash rese! es 
At any rate, market developmer 
since the start of the year have clearly- 








It is not surprising, therefore, that foreign investors have been piling 
into German bonds. Massive foreign buying was a major factor in bring- 
ing about the unexpected reversal. The reversal was so dramatic that 
bond yields dropped to their lowest level in the past 12 months. The 
_ strong mood carried over to the new year. Although the market was hit 
< early in the year by speculation about a possible tightening by the Bun- 
< desbank, as a consequence of which yields again pushed through the 9 
` per cent barrier, it came out of this phase relatively unscathed. When 
Frankfurt eventually raised the discount rate from 6 to 6'/2 per cent and 
the Lombard rate from 8'/2 to 9 per cent, market sentiment improved 
again, as the surprising key-rate hike on January 31 was seen as marking 
the top end of the ladder. 

The feeling that the Bundesbank had gone as far as it can possibly go 
gave the bond market sufficient thrust to push the 10-year yield in the 
direction of 8 per cent, but the rapidity of the decline did not only upset 
notorious skeptics. After all, it is a well-known fact that markets tend to 
overshoot and thus provoke moves in the opposite direction. In the 
current situation, however, one should not forget that the sharp decline 
in yields was due to the same causes as the previous rise. Both 
movements were a direct consequence of the German bond 
market’s integration into the international market. 

We must not forget that foreigners may quickly change their 


minds about D-mark investments. Today's favorites could £ 
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shown that forecasts of interest-rate trends are fraught with uncertaint 
We should therefore resist the temptation to extrapolate the extend and 
speed of the rate decline since mid-January to the end of the year. The - 
tentative move in the opposite direction (the average yield rose from 
8.40 per cent to 8.52 per cent after 9.17 per cent on January 16) shows 
that the euphoria is fading and that the bond market has come back to | 

earth. 
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At Alcatel we have a full understanding of 
every aspect of worldwide communications. 

Although our communications systems 
operate around the globe, we never forget the 
importance of personal contact. 

Our expertise is total and encompasses all 
Network Systems, 


Radiocommunications - Space and Defense, 


communications systems; 





Solving your comm 


Business Systems, Cables, and Network 


Engineering and Installation. Our operations 
extend to over 110 countries worldwide. 
Throughout these countries our expertise is 
represented by no less than 120,000 locally: 
based experts who fully understand your specific 
requirements and your specific environment. 


The story doesn't end there. An annual 





ications problems. 


‘esearch budget in excess of $1-8 billion keeps 


Js at the cutting edge of communications systems 
‘echnology. These include Intelligent Networks, 
Digital cellular radio, Synchronous transmission 
networks and Broadband communications. 

So were able to solve all your communi- 
zation problems both now and well into the 


yext century. 


ALCATEL 


Alcatel n.v., World Trade Center, 
Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 






“To remain a leader in the world 
toy market, the LEGO” Group needs 
a complete, accurate picture of our 
business at all times. That’s why we're 
running totally on Digital systems, 
with everything integrated from the 
top down. This provides us with 
timely, comprehensive information. 
And gives us an edge in a very 
competitive marketplace. 

“Digital’s Rdb relational database 
and software development tools, like 
the ACMS transaction processing 
monitor, let us build the critical busi- 
ness applications we need. Now we 
can analyze every aspect of our opera- 
tion and update our business plan every 
24 hours. So it’s never out of date. 

“Digital lets us distribute our 
systems to our plants around the 
world, helping people do their jobs 


Tb Lund Jensen — Sr. VP, Logistics & Data Processing 
Niels Bonde — Director of Information Systems, LEGO Systems A/S F P zi 
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more productively—while still 
providing consolidated, day-to-day 
control over our business. And this 
balance between distributed functions 
and control helps us to develop, 
manufacture, and deliver the toys 
children all over the world love best.” 


The rewards of working together. 
Digital’s production systems let 
businesses both centralize their 
operations and distribute vital 
applications throughout their organi- 
zations. To get the information they 
need, when they need it, to do their 
jobs more productively. 

Today, with the products, support, 
and commitment that help you 
effectively control your business and 
respond faster to the marketplace, 
Digital gives you an elegantly simple 


dliloji tial i 
“Digital helps 
the LEGO Group 


| fit all the pieces 


of our business 
together.” 






way for your people to work together 
more productively, more creatively, 
more efficiently, more competitively. 

For more information, write: 
Digital Equipment Corporation, 
19-21/F Fleet House, 38 Gloucester 
Road, Wanchai, Hong Kong. 

Digital Equipment Corporation 
Japan, Sunshine 60, PO. Box 1135, 
1-1 Higashi Ikebukuro 3-chome, 
Toshima-ku, Tokyo, Japan 170. 

Digital Equipment Corporation, 
(Australia) Proprietary Limited, 410 
Concord Road, Rhodes, New South 


Wales 2138, Australia. | igit tal 
it 
now. 
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further imminent catastrophe, which 

could include epidemic and famine, 

"if. massive life-supporting needs are 

not rapidly met.” 

So what former US president Lyndon 
Johnson failed to do in Vietnam — bomb it 
back to the Stone Age — President George 
Bush has succeeded in doing in Iraq, albeit 
only back to the pre-industrial age. 

W the euphoria of the military vic- 
tory subsided, the US and its allies 
should ask what has been achieved in 
f human relations with the people 
o uird World. A White House spokes- 
man was reported to have said that once 
the war was over Americans would be- 
come more popular, which makes one 
wonder about American values. Can 
Americans honestly believe they will be- 
come more popular after what Ahtissari 
had to say in his report to the UN? 

Americans sometimes wonder why 
their country is disliked despite it having 
done so much for the rest of the world. The 
answer can be found in their government's 
foreign policies. So often their leaders for- 
mulate policies or make decisions for im- 
mediate political. gain or expediency, or 
with a view to- seeking hegemony over 
another country; regardless of the effect on 
the lives of the ordinary people of the coun- 














try affected. 
The US must- realise that despite its 
wealth, - power, technological achieve- 


ments, the aid poured into some Third 
World countries and the pervasive influ- 
ence of American. culture, it is not going to 
endear. itself to many in the Third World 
until it sheds its brash, ugly image. 

Bush ‘calls Iraqi President Saddam Hus- 
sein the “village bully.” In the eyes of many 
in the Third World, the US is the world’s 
biggest bully, now that the other world 
bully, the Soviet Union, has stopped flex- 
ing its muscles. 
Johor Bahru B. LEE 

I am uncertain whether Paul Peter 
Johnsons letter [28 Mar.] about the US role 
in the Gulf War is written with tongue 
ih cheek, for it illustrates all the percep- 
tions and assumptions that make a Pax 
‘Americana so dangerous for Asian nations. 
His statement that “people living in South- 
east Asia . . . were the beneficiaries of the 
spillage of US blood . . . in World War II” is 
breathtaking in the simplicity of its assump- 
tions. 

There is a strong and sustainable argu- 
ment that World War II led directly to the 
liberation of a number of countries in 
Southeast Asia (among them, Malaya, In- 
donesia, Vietnam [almost]) from the burden 

-of European colonialism, and thus that it 
was indigenous independence movements 
(some triggered by Japanese expansionism) 
and not US blood that ultimately led to free- 
dom for these nations. 

_ Johnson goes on to assert that “the US 





relies heavily upon its allies for . . . support 
and cooperation” and that this is what dis- 


tinguishes it from the Pax Romana. We | 


should remind ourselves that the US used 
the support and cooperation of Iraq when 
there were disagreements between the US 
and Iran, yet that support and cooperation 
did not prevent an unnecessary and cruel 
war against Iraq, that the present economic 
war waged by the US (in its alter ego, the 
IMF) against Vietnam is condemning former 
supporters and enemies alike to death, 
and that the Philippines, the major Asian 
source of “support and cooperation,” has 
been largely beggared by US support 
for a former ruthless dictator and his 
policies. 

I am dismayed that people like Johnson 
can see the US as a wholly benign influ- 
ence, spreading peace, stability, and coop- 
eration wherever its influence may touch. 
The facts speak otherwise, and the world is 
a far more complex place than advocates of 
Pax Americana conceive. 
Canberra 


It is sickening to witness the current gloat- 
ing of US President George Bush, who has 
just won a war with a 1:1,000 kill ratio. Car- 
nage has been inflicted on a people whose 
only fault is to be ruled by an odious leader 
who, as it happens, remains scot-free. 
Ottawa MAHMOOD ELAHI 





Overseas Chinese mean business 
As a Malaysian Chinese businessman who 
frequently travels throughout the region, I 
enjoyed Jonathan Friedland’s well-written 
profile of Indonesian tycoon Sukanto 
Tanoto [A cautious buccaneer, 11 Apr.]. 
Sukanto is yet another example of the 
strong entrepreneurial energy shown by 
Overseas Chinese businessmen, who have 
made a major contribution to modernising 
the once feudal and colonial societies of this 
region. 

Overseas Chinese entrepreneurs. have 
overcome racial prejudice, political instabil- 


ity and other problems, making their best | 


efforts to run efficient companies in the ser- 
vice of progress, harmony and the well-be- 
ing of everybody in the Asia-Pacific region. 

The REVIEW is the leading chronicler of 
business news and events in the region. As 
such, I rely on the magazine for its cover- 
age of the activities of Overseas Chinese 
businessmen. It has also been intriguing to 
read your comprehensive reports on the 
delicate political, ethnic and social realities 
of modern-day Malaysia, the emerging 
“dragon” economy. 


Penang CHARLES KHO BUN PAI 





Pseudonyms are accepted, but letters intended for 
publication in these columns must bear the 
writer's signature and address. 
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That’s why it provides executive 
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— Affairs 


China : Leadership 
pe eto: A Wo new 
vice-premiers shifts the balance of power 
__ in the Chinese leadership in favour of 
- reformists 12 


_ Vietnamese to support the UN-sponsored 
peace plan or suffer the consequences 13 


> Minister Toshiki Kaifu with warm words 
on the US-Japan partnership in the 
context of the New World Order 13 


_ AUN committee criticises Britain’s record 
_ of handling human rights in the 

= colony 14 

_ Indonesia : Aceh 

_ Boat people from the troubled Aceh 


_ region of Sumatra demand refugee status 


_ in Malaysia while Indonesia claims that 
_ they are economic migrants 17 


INTELLIGENCE 


Counter-productive Cut 


The imminent prospect of a cut-off 

in humanitarian aid from the US is 
causing near-panic among the two 
non-communist Cambodian resistance 
groups, and confusion among the civilian 
populations under their control. The US 
administration has already suspended 
US$7 million destined for the two factions 
following reports they are liaising with 
the Khmer Rouge, and it is believed the 
US Congress may soon call a halt to the 
entire US$20 million aid programme for 


1991. Two resistance groups, one headed 


by Prince Norodom Sihanouk and the 
Khmer People’s National Liberation 
Front, rely heavily on US aid. Civilians 


10 





Thai gangster slain (25). 


Laos : Party Congress 

The country’s communist leadership 
pledges at its fifth congress to continue its 
drive to establish a free market economy, 
rules out sharing its power with other 
political groups and retires three veteran 
leaders 18 


India : Election Campaign | 

The Hindu revivalist BjP launches the 
election campaign with its own version of 
secular nationalism 19 

Afghanistan : Civil War 

The capture of the garrison town of Khost 
by the mujahideen after more than a 
decade of intermittent siege provides the 
guerillas with a valuable bargaining chip 
to help end the stalemate in the Afghan 
civil war 21 


Philippines : Military Promotions 
The appointment of two respected 


living in areas controlled by them, mainly 
in northwestern Cambodia — already 
facing a rice shortage because of a 
prolonged drought — depend largely on 
the programme for food and medical 
supplies, and it is feared many will be 
forced to turn to the Khmer Rouge or the 
Phnom Penh government. 


Cutting Corners 

Sources in northern Burma say the local 
military authorities arrested 76 loggers 
from China for illegally felling timber in 
the Bhamo region of southeastern Kachin 
state in mid-February. The Burmese 
military then made their employer in 
China an unprecedented offer: he was 
asked to pay a Rmb 300,000 (US$57,500) 
ransom for the captured loggers and 
convert his operation inside Burma into 
an Officially recognised timber concession. 
The Chinese firm is said to have agreed to 
the proposal, and the ransom is to be 
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3 officers as armed forces chief of staff and 


army commander is expected to bring a 
new sense of professionalism to the 
country’s military 22 


Japan : Election Fallout 
A badly handled gubernatorial election 
hands victory to a veteran politician who 
refused to fade away at the ruling party’s 
command and diminishes 
Toshiki Kaifu's chances of another term as 
: inister 22 
Papua New Guinea : Crime 
A violent crime wave has forced the 
government to consider radical measures 
to curb the mayhem, though allegations 
of corruption among senior politicians has 
somewhat dented its law-and-order 
stance 23 


Thailand : Crime 

The Thai military junta has announced a 
crackdown on the country’s criminal 
underworld. The notorious mafia-style 
godfathers — commonly called jao poh — 
have been invited to meetings with 
officials so that they can be persuaded to 
mend their shady ways. Whether this 
means a concerted attack on the nexus of 
money politics between organised crime 
and vote-buying politicians is open to 


question, chief correspondent 
Rodney Tasker. Correspondent Paul 
Handley explores the century-old origin 
of the mainly ethnic Chinese crime 


divided equally between the local 
Burmese army unit and the Forestry 
Department in Rangoon. 


Post to Post 

Diplomatic sources in Jakarta say that 
leading journalist Sabam Siagian will be 
appointed as Indonesia’s new ambassador 
to Australia, replacing Air Marshal 
Rusman Nurjadin. Siagian, 58, has been 
the editor of the Jakarta Post, Indonesia’s 
largest English-language daily newspaper, 
since its launch in 1983. He previously 
worked for the Sinar Harapan daily 
newspaper, which was later closed by the 
government in 1986. Siagian’s 
appointment would break a long string 
of military ambassadors to Australia. 

The Indonesia-Australia relationship, 
strained in the past by disputes 

over defence, press freedom and East 
Timor, has warmed slightly in recent 
years. 
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Focus: Indonesia 1991 


After two years of an ional economic 
boom, ia is taking a breather, with 
GDP this to be near 


5.5% rather than topping 7% as it did in 
1989 and 1990. There is a need for the 


Suharto, now entering his 70th year and in 
power since 1966 33 


Arts and Society 


India : Tourism 

To lure tourists to Rajasthan, palaces and 
rail cars are refurbished 54 
Yunnan : Vice 

Legalising Sino-Burmese border trade 
invites unwanted flows of goods and 


migrants 54 





Business Affairs 


Pakistan : Economies 

The government is expected to sell up to 
160 state-run companies as it revamps the 
economy 58 


Diplomatic First 


Kuala Lumpur later 
this year. Sources say 
Datuk Ahmad Kamil 
Jaafar, secretary- 
general of Malaysia’s 
Foreign Ministry, 
formally extended the invitation during a 
trip to Moscow in February. The visit, 
which could take place in July in 
conjunction with stops in other Asian 
countries, would be the first to Malaysia 
by a Soviet foreign minister. Malaysian 
officials are said to be especially keen on 
having Bessmertnykh make the trip, 
which would focus mainly on bilateral 
relations. But sources say another likely 
topic of discussion will be Prime Minister 
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Barons vs bureaucrats 60 


USSR-Japan : Economic Relations 
Thawing relations between Moscow and 
Tokyo could result in increased trade 61 


South Korea : Companies 

The Kumho group was on the ropes a 
decade ago after stumbling hard in the 
steel, textiles and electronics industries. 
But after a severe restructuring by 
chairman Park Seong Yawng, the group 
— which is best known for its tyres and 
its transport company, Kwangju 
Highway Lines — is aiming to vault into 
the ranks of the top dozen chaebol. 
Correspondent Mark Clifford examines 
how Park hopes to accomplish this 
strategy, in part by investing in South 
Korea’s leisure sector 62 

Singapore : Companies 

Sembawang Shipyard is planning to 
diversify into aviation, manufacturing 
and financial services 66 

Thailand : Finance 

Industrial Finance Corp. aims to broaden 
its funding base 68 

Thailand : Policies 

The government is pushing through an 
overhaul of regulations governing 
finance, trade, the environment and 
health codes 69 


India : Economies 
A severe depletion of foreign reserves 
hampers debt servicing 70 


Datuk Seri Mahathir Mohamad's 
proposed East Asia Economic Grouping, 
though it is far from clear if Moscow 
would be willing to lend its support to the 
concept. 


Chopper Offer 

The first visit by a Mongolian defence 
minister to China, scheduled for later this 
month, is likely to include an offer by the 
Mongolians to sell surplus military 
equipment to the Chinese, diplomats 
believe. With Soviet forces almost 
completely pulled out of Mongolia and 
Sino-Mongolian relations improving 
rapidly, Mongolia’s need to maintain a 
substantial military establishment has 
decreased. Although most of Mongolia’s 
Soviet-acquired weapons are relatively 
old and of little value to the Chinese, 
Peking may be interested in a squadron of 
Mi24 Hind attack helicopters. The 
Chinese army has been trying to build up 
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a major helicopter force, and the Mi24 is 
considered one of the best attack 
helicopters in the world. Even though the 
Mongolian version may be a relatively old 
model, the Chinese would be interested 
to study it and incorporate the 
technological data into the development 
of their own attack helicopters. 


Brothers-in-Arms 

With army commander Maj.-Gen. 
Lisandro Abadia recently named chief of 
staff of the Armed Forces of the 
Philippines, there is now the 

that his older brother, Brig.-Gen. Lovan 
Abadia, will become the new air force 
commander. Lovan and Brig.-Gen. 
Arturo Castro, who has just returned 
from a three-year assignment as 
Philippine military attache to the US, are 
two of the leading contenders to replace 
retiring air force chief Maj.-Gen. Gerardo 
Protacio later this month. 
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gress were as soporific as ever, 
personnel changes announced 
at the conclusion suggest that Chinese poli- 
tics is again on the move. The promotions 
of Shanghai mayor Zhu Rongji and State 
Planning Commission (spc) head Zou 
Jiahua as vice-premiers could mark the be- 
ginning of a significant shift in favour of 
moderate elements within the central 
leadership. 

The election of Guangdong Governor 
Ye Xuanping, 67, as vice-chairman of the 
largely ceremonial Chinese People’s Politi- 
_ cal Consultative Conference may point in 
the same direction. But all three will cer- 
tainly have problems overcoming the en- 
trenched conservatism of their peers. It is 
sö: far- unclear what their new roles and re- 
sponsibilities will be in the making and im- 
plementation of policy, or how their pro- 
motions will affect established members of 
the hierarchy, perhaps even including Pre- 
mier Li Peng himself. 

- Ye’s new post appears to relegate him to 
the fringes of the political process, though 
he will continue to serve as Guangdong 
governor for another year before moving to 
Peking. His considerable personal standing 
as son of the late marshal Ye Jianying and 
‘governor of one of China's most successful 
_ provinces may matter more if he chooses to 
_ become involved in national politics. 

_ There is no indication as to when Zhu 
will move to Peking as his successor in 
hanghai has yet to be appointed. When he 
oes move to Peking, Zhu, 62, may have a 
tough time in establishing his authority. 
With Li closely managing the economy and 
Zou, 64, also likely to be competing for 

imilar areas of policy responsibilities, 
Zhu’s share of the economic decision-mak- 
_ing may be limited, at least initially. 
_ Zhu won acclaim in Shanghai as a 
_technocrat with the savvy to handle foreign 
_ investors and he may lead China’s efforts to 
promote its economic standing abroad. 
_ Zhu’s moderate image was also boosted in 
_ June 1989 when he refrained from ordering 
__ troops to quell pro-democracy demonstra- 
-tions in Shanghai. 
____ On domestic economic issues, however, 
_ his credentials as a reformist are less clear- 
_ Cut. Shanghai has traditionally been a sym- 
__ bol of central planning. And though Zhu 
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CHINA 


Reformists favoured in appointments to state council 


The wind changes 


has backed the development of Shanghai's 
fledgling stockmarket, he believes public 
ownership remains the key to economic de- 
velopment. 

While Zhu has been instrumental in 
pushing the development of Pudong 
as a foreign investment centre, the project 
has so far had little success in attracting 
investors. This leaves a question mark over 
his ability in tackling the more intractable 
problems of the stagnant national econ- 
omy. 

Patriarch Deng Xiaoping is widely be- 


The new line-up 





PREMIER 
Li Peng, 62. Premier since 1988 (Acting Premier 


since 1986). Polithuro Standing Committee 
member. Conservative. 


VICE-PREMIERS 
Yao Yilin, 73. Appointed 1979. Politburo 


Standing Committee member. inactive. 
Conservative. 


Tian Jiyun, 61. Appointed 1983. Primarily 
overlooking agriculture. Politburo member: 
Protege of disgraced Party General Secretary 
Zhao Ziyang. Reformist, but a political 
lightweight. 


Wu Xueqian, 69. Appointed 1988. Overlooking 
foreign relations. Politburo member. 
In poor health. Reformist. 


Zhu Rongji, 62. New Vice-Premier. Shanghai 
| Mayor. Alternate Communist Party Central 
| Committee member. Reformist. 










| Zou Jiahua, 64. New Vice-Premier. State o 
| Planning Commission minister. Communist > 
| Party Central Committee member. Conservative. 


CHINESE PEOPLE'S POLITICAL 
i CONSULTATIVE CONFERENCE | 
| Chairman: Li Xiannian, 82. Appointed 1988. 
_| Member of Old Guard. Rumoured to be close 
| to retirement. Conservative. 


|| New Vice-Chairman: Ye Xuanping, 66. 

| Appointed April 1991. Guangdong Governor. 
= Communist Party Central Committee member. 
<] Reformist. 














lieved to have been instrumental in secur- 
ing Zhu’s promotion to offset the surge 
of conservative influence since the Peking 
crackdown of June 1989. Nonetheless, 
while Zhu undoubtedly has some reformist 
credentials, he also maintains a cordial 
relationship with conservative leaders. 
Among them are Li Xiannian and Chen 
Yun, both of whom are believed to spend 
much time in Shanghai. 
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Zhu is known to have few enemies 
largely because he has remained in Shang- 
hai, away from the political intrigues of Pe- 
king. In addition, Zhu’s distance from the 
unpopular regime in Peking, bloodied by 
the Tiananmen crackdown and struggling 
to manage a growing economic crisis, will 
be a considerable advantage to his political 
aspirations. This could be crucial if the 
Chinese leadership tries to shake off the 
shadow of Tiananmen by sidelining the 
leaders, including Li Peng, tarred by the 
events. 

Zou appears to be the choice of the con- 
servatives and the old guard to balance Zhu 
in the promotions. But while Zou stands 
more to the Right than Zhu, he is still not 
considered an orthodox conservative. He 
has spent almost all of his career in heavy 
industry and armaments factories. As son- 
in-law to Ye Jianying, Zou is believed to 
have strong ties to the military. - 

The new additions bring the number of 
vice-premiers to five, the others being Yao 
Yilin, Wu Xuegian and Tian Jiyun. Analysts 
say that the non-retirement of Yao, a con- 
servative, or Wu are, in some respects, as 
significant as the promotions. Both men are 
in failing health and take almost no part in 
policymaking. Their continuing presence 
may indicate a reluctance among conserva- 

tives to see a shrinking of their ranks... 


hile in terms of protocol Yao 
ranks as the most senior of the 
group, deputising for Li when 


the premier travels abroad, his 
and Wu’s health problems mean that, in 
daily work at least, the top spot is open to 
competition. With Tian’s influence con- 
fined largely to agriculture, this leaves only 
Zhu and Zou in the running. In hierarchy- 
conscious Chinese politics, the ranking of 
leaders can be an important indicator of po- 
litical winds. 

Both leaders are likely to be rewarded 
with posts on the party politburo at the 
next party plenum later this year. Dip- 
lomats do not rule out the possibility that 
one or both of them may be elevated to the 
politburo standing committee, especially in 
the event of Yao's death, though it is 
thought more likely this would take place at 
the key 14th party congress scheduled for 
late next year. 

Some analysts see Zhu and Zou’s pro- 
motions as a not too subtle hint to Li Peng 
that his days may be numbered. If so, he 
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may face replacement by 1992. One possi- 
ble scenario being mentioned is Li’s eleva- 
tion to the state presidency following the 
expected retirement of current incumbent 
Yang Shangkun. 

Although widely disliked, Li has earned 
grudging respect from critics who say he 
has done relatively well in managing the 
country at a time of social and economic in- 
stability. Nonetheless, Li has been very 
cautious and has proposed hardly any new 
initiatives on tackling falling productivity 
and the increasing obsolescence of enter- 
prises. Consequently, some senior leaders, 
in particular Deng, may wish to see Li 
sidelined in economic policymaking, espe- 
cially as calls for bolder economic reforms 
grow louder. 

But for the present, Li appears to be re- 
latively secure. Indeed, with Zhu and Zou 
both competing to prove themselves in 
their new posts, some analysts believe Li 
may have the opportunity to consolidate 
his position by playing the new vice-pre- 
miers off against each other. 

The rise of these new moderates into the 
central leadership may see the marginalisa- 
tion of other leading liberals, in particular Li 
Ruihuan. Since the Peking crackdown, Li 
Ruihuan, who is in charge of the party 
propaganda work, has often been a lone 
voice in calling for moderation on cultural, 
ideological and media issues. 

This has often earned him the scorn of 
hardline conservatives, though he has 
managed to weather such attacks thanks to 
his close ties with Deng. Zhu is likely now 
to become the primary voice among the 
moderates, with Li Ruihuan only playing a 
supporting role. 

The transfers to the centre of Ye and 
Zhu, arguably two of the country’s most 
powerful regional leaders, may also see a 
change in Peking’s favour in the balance of 
power between centre and provinces. In re- 
cent years, the central authorities have had 
a hard time trying to rule over increasingly 
autonomous provinces. Ye reportedly help- 
ed lead successful provincial efforts to pre- 
vent the central government from curtailing 
local authority, in particular over the con- 
trol of fiscal resources. 

To what extent Ye and Zhu will place 
national priorities ahead of local affiliations 
is open to speculation. Ye, who has served 
the last 13 years in Guangdong, has made 
no secret of his loyalty to the province. Zhu 
has only been in Shanghai since 1987, but 
has nevertheless sharpened his political 
teeth there. Their local successors are likely 
to find it difficult to emulate their departing 
leaders. 

In another significant move Foreign 
Minister Qian Qichen was promoted to 
state councillor. This was in acknowledg- 
ment of Qian’s skilful management of ex- 
ternal relations, in particular the normalisa- 
tion of ties with Western countries since the 
Peking crackdown of 1989. a 
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FOREIGN RELATIONS 


US lays conditions for opening to Vietnam 


Deal on my terms 








By Susumu Awanohara in Washington 


he US administration has launched a 

Í diplomatic offensive to pressure 

Vietnam to support the UN-led plan 
for a Cambodian settlement urgently or 
suffer the consequences. In an attempt to 
“jump-start” the Cambodian peace process, 
which has lost momentum in ‘recent 
months, the US has presented a detailed 
blueprint to the Vietnamese in a meeting in 
New York, indicating what Hanoi and the 
government in Phnom Penh are expected 
to do at various stages of the settlement 
plan and what benefits will be received in 
return. 

The US move is also seen by some as 
being designed to fend off growing domes- 
tic pressures to recognise the Phnom Penh 
government and to lift Washington’s eco- 
nomic embargo against Vietnam, particu- 
larly as Congress prepares for a series of 
hearings on Cambodia. 

Assistant Secretary of State for East 
Asian and Pacific Affairs Richard 
Solomon met Vietnamese Am- 
bassador to the UN Trinh Xuan 
Lang on 9 April to present the 
blueprint, which is based on 
stated US policy but is much 
more specific. The blueprint is in 

a response to the criticism 
that the US has kept changing 
its demands, finding more con- 
ditions Hanoi must fulfil when it 
meets earlier US conditions for 
normalisation of US-Vietnam re- 
lations. 

In part, it is also an attempt 
to entice the Vietnamese to be- 
come more cooperative on the 
Cambodian issue and possibly to boost the 
position of those in Vietnam who are in 
favour of cooperating with the UN plan 
against those who reject it. 

In January, Solomon said that the 
US-Vietnam normalisation process begins 
when the parties concerned sign the Cam- 
bodian peace plan in Paris and ends when 
a democratically elected government is in- 
stalled in Phnom Penh. The REVIEW under- 
stands that the new blueprint modifies and 
fleshes out this “bare-bones framework,” 
positing four major phases — agreement to 
sign the peace plan; signing of the plan; im- 
plementation of the plan; and free elec- 
tions. 

At each phase, when Hanoi cooperates 
with the peace plan, the US will respond, 
easing step-by-step its trade embargo and 
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blocking of official multilateral lending, 
and, in the end, fully normalising relations 
with Hanoi. The US response would de- 
pend on progress on the accounting of US 
personnel missing in action (MIA) from the 
Vietnam War and on other humanitarian 
issues. If Hanoi is cooperative, US-Vietnam 
relations will be normalised at the time free 
elections are held in Cambodia, sources 
say. 

In a major shift of policy, administration 
officials now acknowledge that concerns 
expressed by Hanoi and Phnom Penh 
about the UN peace plan are legitimate and 
that the US endorses the so-called explana- 
tory notes drafted late last year by UN 
Under  Secretary-General Rafeeuddin 
Ahmed which elaborated on the UN plan 
to assuage these concerns. 

On the concern that the UN peacekeep- 
ing operation would impinge on Cambo- 
dian sovereignty, the US says that the re- 
cently established Supreme National Coun- 
cil (SNC) embodies Cambodian sovereignty 
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Solomon; Trinh: blueprint for peace. 


and that if the SNC can achieve consensus, 
the UN will follow its lead. There will be no 
dismantling of the existing government in 
Phnom Penh in the transition period. 

On fears that the Khmer Rouge will take 
advantage of the demobilisation process, 
the US says a strong and mobile UN mili- 

presence will minimise that danger. 
Also, the US is prepared to publicly express 
its concern about past violence by the 
Khmer Rouge and its support for efforts to 
prevent a recurrence of such “genocidal 
violence.” 

Officials stress that Hanoi had better 
respond decisively to the opening creat- 
ed by the US, since unresolved conflict 
in Cambodia only increases the chances 
of a Khmer Rouge return to power and 
prolongs the isolation and economic de- 
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cline of the Vietnamese. 
-On Capitol Hill, the House of Represen- 
_tatives has been more or less supportive 
_ of the administration's policy. Chairman of 
_ the foreign affairs subcommittee on Asian 
and Pacific affairs Stephen Solarz has been 
-a staunch supporter of Cambodia's non- 
communist resistance factions and asserted 
_ that US aid to them does not benefit the 
_ Khmer Rouge. A recent administration re- 
port was less conclusive but Solarz still 
thinks that a solid Cambodian settlement is 
more important than normalisation of US- 
_ Vietnam relations. 
__ The Senate has been more critical, say- 
„ing that US aid to the non-communists in- 
_deed helps the Khmer Rouge and that the 
trade embargo against Vietnam only hurts 
US businessmen eager to do business there 
and deprives Hanoi of a democratising in- 
uence. Sen. Richard Lugar renewed his 
call to lift the trade embargo in a 5 April 
Newspaper article. “Our Vietnam War is 
- over. It has receded further in the aftermath 
of the.Gulf War,” he said. 
. Sen, Frank Murkowski is about to intro- 
duce a bill authorising the use of frozen 
_ Vietnamese assets to pay off private-sector 
US claimants and calling for an end to the 
trade embargo, both without waiting for 
full normalisation. 
"What we've learned from the Gulf War 
that a trade embargo works only if every- 
body participates,” a Murkowski aide says, 
adding that the US is the only country im- 
posing sanctions against Hanoi and suffer- 
ing from it. 





he significance of the Murkowski bill 
__is that it is conditional only on pro- 
-W gress on the MIA issue, but not on a 
Cambodian settlement. It clearly “de-links” 
Cambodia from bilateral US-Vietnam is- 
Sues, as critics of the administration have 
advocated. In fact, there are forces that 


preparation of the blueprint. McCain, a 
former prisoner of war in Vietnam, found 
Hanoi officials forthcoming on the MIA 
issue and confident that they could ful- 
fil most US demands. McCain found the 
_ Vietnamese more intransigent on Cam- 
| The State Department official who ac- 
companied McCain and Gramm was Lorne 
_ Craner, deputy assistant secretary of state 
for congressional liaison and the highest- 
ranking US official to enter Cambodia since 
1975. While cautioning against “reading too 
much into [Craner’s visit],” an official says 
_ it is another sign that the US is serious 
__ about Cambodia and Vietnam. a 
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HONGKONG 


Peking acts tough with Britain over airport project 


Hurded out 





By Emily Lau in Hongkong 





xpectations that China could be in- 

duced to give its blessing to Hong- 

kongs multibillion-dollar airport 
project — seen as essential to maintaining 
the territory's role as a regional economic 
centre — had to be postponed yet again 
when British Foreign Secretary Douglas 
Hurd left China on 8 April after a fruitless 
six-day visit. 

Peking’s intransigence was a severe 
blow to Hurd personally. As the most 
senior minister from an EC nation to visit 
China since the June 1989 massacre, Hurd 
had probably expected the Chinese to 
show some appreciation for his helping Pe- 
king to end its diplomatic isolation. But 
British expectations of a breakthrough dur- 
ing the talks may have been the result of 
wishful thinking. 

Hurd left Peking bewildered by a series 
of apparently contradictory statements 
about whether or not Hongkong would 
get a new airport with or without China's 
blessing. Although China said it believes 
Hongkong needs the airport it has linked 
approval to other issues. 

Before Hurd embarked on the China 
visit, there were murmurings in the Hong- 
kong business community that he had been 
pushed into doing so with little prepara- 
tion. Some businessmen said Hurd was ill 
advised by the Hongkong Government, 


Outcast 


scribes 


British Foreign Secretary Douglas 
Hurd’s abortive visit to China and 
Hongkong not only failed to soothe an- 
xiety about the territory's future but also 
antagonised local journalists who were 
assigned to cover his visit: On Hurd’s 
return’ to Hongkong from China, a 
group of local journalists, all of them 
ethnic Chinese, complained to the For- 
eign Office about being discriminated 

inst. 

They accused the British of tonduct- 


ing separate press briefings for jour- 


nalists representing British media and 


for Hongkong journalists. A British jour- 


which had become anxious over Peking’s 
hostile attitude towards the airport and the 
lack of progess in matters affecting the 
transition, including the setting up of the 
court of final appeal. 

Before leaving Hongkong, Hurd told 
the government radio station that if China 
refused to endorse the airport project, 
Hongkong would still have a new airport, 
but it would not be built according to the 
timetable currently laid down by the Hong- 
kong Government, which envisaged that 
the airport at Chek Lap Kok will be opera- 
tional with one runway in 1997, the year of 
the handover. 

However, at a press conference, he 
seemed to imply that the airport project 
could not go ahead without Chinese back- 
ing. Although he denied China was exert- 
ing political control over the project, he 
claimed “it is an economic statement of 
fact” that any big project would require pri- 
vate investment equivalent to about a quar- 
ter of the total value. In order to secure that, 
he said, private investors “would want to 
know the views of the sovereign power” 
after 1997, 

Hurd dismissed suggestions that the — 
British Government should provide a loan.” 
for the airport project guaranteed against 
the HK$70 odd billion (US$8.98 billion) re- 
serves in the Exchange Fund. 

Before going to China, Hurd warned 
that the airport project might be abandoned 
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if the Chinese Government did not give its 
approval but the warning was dismissed in 
Peking as a bluff. In the event, Hurd con- 
ceded not only effective decision-making 
on the airport to Peking, but also agreed to 
discussions of the size of the fiscal reserves 
in 1997. Depending on the content of the 
discussions, this could compromise Hong- 
kong’s financial autonomy. 

Hurd said he was disappointed at the 
failure to achieve a breakthrough but hoped 
that the talks which were still going on in 
Peking could yield an early result. He said 
the British Government's policy was to en- 
sure cooperation and consultation with Pe- 
king on all important matters which strad- 
dle 1997. He claimed that consultation did 
not mean “veto” but clearly so far that has 
not been the case. 

Hurd’s concessions to China served as a 
poignant reminder of the fact that Peking is 
already calling most of the shots. Struggling 





dominated the 1-3 April 
hearing of the UN Human Rights Com- 


from delivering 6 million people to 
ve communist rule at the UN 
"Although the hearing was held to 

_ examine the overall record of Britain and 
-its colonies in implementing the Interna- 
onal Covenant on Civil and Political 
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to defend Peking’s intentions he repeated 
what Chinese Premier Li Peng said about 
Hongkong: there would be “no con- 
dominium, no control, no veto.” 

Capitalising on the Hongkong Govern- 
ment’s need for Peking’s approval of the 
airport project, the Chinese demanded to 
have a say over all important matters which 
straddle 1997. The Chinese originally de- 
manded the Hongkong Government set 
aside HK$50 billion from the fiscal reserves 
into an escrow account for the SAR, and to 
be given a seat on the Airport Authority — 
possibly the vice-presidency. 

The Hongkong Government has agreed 
to most of the demands. Of the remaining 
problems, the key issue is thought to be the 
size and the manner in which an agreed 
sum of money would be set aside for the 
SAR. The latest reports said the two govern- 
ments are haggling over figures ranging be- 
tween HK$15 billion and HK$35 billion. = 


Summing up the central consensus 
of the hearings, the committee’s chair- 
man Fausto Pocar of Italy cited dele- 
gates’ concern over inadequate protec- 
tion for Hongkong’s population after 
1997. Britain should ensure human 
rights are maintained after 1997, Pocar 
said, it was not made clear how 
that could be done. Although Britain 
and China gave an undertaking in 
the 1984 Sino-British joint 
tion on Hongkong’s future that the 
covenant “ remain in force” after 
1997, China is not a party to the coven- 
ant. 

In a shared observation, 
Soviet delegate Rein Myullerson said 
because the degree of democracy would 
be up to China after 1997, it was un- 
likely Britain would be able to gua- 
rantee implementation of the cov- 
enant. m Ted Morello 
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DIPLOMACY 


President George Bush and Japanese 
Prime Minister Toshiki Kaifu met in 
California on 4 April to repair the US- 
Japan ip, which has been 
under strain following the Gulf War. 
To Kaifu’s t relief, Bush de- 
fended Japan's role in that conflict 
and stressed that Washington indeed 
regards Japan as a close partner, 
without whose cooperation the US 
cannot achieve its objectives in the 
New World Order. 

To rectify Japan’s image as a 
“cash only” contributor to interna- 
tional causes — Tokyo donated 
US$13 billion for the Gulf War — 
Kaifu stressed that Japan wanted to 
contribute further, financially and 
otherwise, to security in the Middle 
East, and explained a five-point Ja- 
panese response to the current situa- 
tion in that troubled region. 

In addition to discussing the Gulf 
and the upcoming Tokyo visit of 
Soviet President Mikhail Gorbachov, 


Bush raised the rice issue with Kaifu, 
who readily offered to settle the 
question of Japan's closed rice mar- 


ket in the continuing Uruguay 
Round of global trade talks. It was a 
small price to pay for the warm treat- 
ment that he received from Bush. 

There is no question that Japan's 
response to the Gulf crisis was a pub- 
lic relations disaster, with the US 
public’s estimation of the country 
plummeting to its lowest level in re- 
cent years, as latest surveys indicate. 
Even Japan's best friends among US 
officials had been annoyed that, in 
their national debate over the Gulf, 
many Japanese were tending to 
blame the Americans for allegedly 
failing to appreciate that Tokyo’s con- 
tribution to the war effort had been 
made in the face of considerable 
domestic opposition and that Kaifu 
had in fact tried unsuccessfully to 
send personnel, aircraft and mine- 
sweepers to the Gulf. 

Kaifu’s meeting with Bush has, 
in itself, been the target of some 
criticism at home, with critics deplor- 
ing the fact that Japanese politicians 
were scrambling to have their pic- 
tures taken with Bush just to boost 
their political image. 

m Susumu Awanohara 
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US says Chinese missile 
launchers seen in Pakistan 

> US intelligence agencies have recently 
sighted a number of launch vehicles inside 
Pakistan for Chinese M11 ballistic missiles. 
The US administration has repeatedly 
expressed concern about Chinese missile 
sales, but the recent sightings have raised 
suspicions that China and Pakistan have 
concluded a missile deal contrary to 
Peking’s pledges to Washington that it 
would not do so. The White House, 
however, has neither issued a public 
statement about the intelligence reports on 
the M1ls, nor responded to a recent 
classified letter from a bipartisan group of 
US lawmakers urging the imposition of 
trade sanctions against China if Peking 
transferred the missile launchers. 


Japanese minister’s China visit 
marks improved relations 

> The visit by Japan’s Foreign Minister 
Taro Nakayama to China on 5-6 April 
marked the normalisation of Sino-Japanese 
relations following Peking’s crackdown on 
protesters in June 1989. The visit was 
primarily symbolic, with few substantive 
issues discussed. 


Indonesian editor jailed 

on blasphemy charges 

> Arswendo Atmowiloto, former editor of 
the Indonesian tabloid magazine Monitor, 
was convicted of blasphemy and sentenced 
to five years in jail on 8 April. Arswendo, 
a Christian, was prosecuted after his 
magazine published the results of a poll of 
its readers last October that listed the 
people they most admired. The poll placed 
the Prophet Muhammad 11th on the list, 
leading many Muslims to object having the 
Prophet compared with common people. 
Information Minister Harmoko — a 
part-owner of Monitor — revoked the 
magazine’s publishing licence in October, 
saying the poll could cause religious 
dissension. The verdict, senior journalists 
say, is a further blow to press kesian in 
Indonesia. 


Indonesian group formed 

to promote democracy 

> A group of 45 businessmen, intellectuals 
and former government officials has set 
up a forum to promote public awareness of 
democratic values in Indonesia. The 
movement, known as the Dem 

Forum, has been established one year 
ahead of scheduled parliamen 

elections and is headed by Abdurrahman 
Wahid, chairman of Nahdlatul Ulama — 


Indonesia's largest Muslim organisation. 
Wahid said the forum wanted to counter 
rising sectarianism in Indonesia, whereby 
groups focused on ethnic, religious or 
regional objectives at the expense of 
national interests. The forum has received 
a mixed response from government 
officials, who have insisted the group 
choose another name. 


South Korean opposition 
leader forms new party 


> South Korea's opposition leader Kim 
Dae Jung has merged his Party for Peace 
and Democracy with a tiny dissident 
movement, creating the New Democratic 
Union (NDU) at a national convention held 
on 9 April. The new group includes 
Christian church figures, academics, trade 
union leaders and writers who have 
supported Kim over the past few years. 
Under the terms of merger, human-rights 
activist Lee Woo Jung has become NDU’s 
senior representative directly under Kim, 
providing him a wider base of party 
representation outside the southwestern 
region of Cholla, Kim's native constituency. 


Social indicators 
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India, Pakistan to give mutual 
notice on military exercises 

> India and Pakistan have agreed to give 
each other prior notice of military exercises 
in peacetime and to take measures to 
prevent violation of each other's airspace. 
The fourth round of current bilateral talks 
involving the heads of foreign ministries 
and senior military officials, held in New 
Delhi on 6 April, also agreed on further 
confidence-building discussions between 
the defence forces of the two neighbours. 
These are expected to cover the disputed 
Siachen glacier, where numerous 
skirmishes have taken place in recent 
years. 
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Roh rules out army, 
relatives from top job 
> South Korea's 
President Roh Tae 
Woo has told two of 
his politically 
influential relatives to 
stay out of the line of 
presidential 
succession, saying 
the next head of state 
should come neither 
from the army nor 
his family. Roh’s statement came on 23 
March at a family dinner held at the 
presidential mansion, leading to the 6 
April announcement by Youth and Sports 
Minister Park Chul On dissociating himself 
from the leadership of Wolkyesu-hoe 
(Laurels Society), a national civic 
organisation that Roh used in 1987 as a 
launching pad for his presidential 
campaign. While Park is Roh’s wife's 
nephew, the president also told retired 
army general Kim Bok Dong, his brother- 
in-law, to keep out of political prominence, 
thus ending Kim’s presidential ambitions. 





Thai Government crackdown 
on illegal wildlife trade 


- P The Thai Government has ordered a 


crackdown on illegal traffic in wildlife after 
the London-based World Wide Fund for 
Nature accused Thailand of being 
“probably the worst country in the world 
for the illegal trade in endangered 
wildlife.” Interim Prime Minister Anand 
Panyarachun visited a market in Bangkok 
on 6 April, when he deplored the trade in 
wild animals. The following day, Forestry 
Department officials and police raided the 
market, seizing more than 300 monkeys, 
tiger cubs, wild cats and birds which had 
been brought there for sale. 


Opposition deputies in 

Taiwan assembly brawl 

> Fighting broke out among delegates at 
the first meetings of Taiwan’s National 
Assembly as members hurled documents 
and water at each other in a dispute over 
procedural issues. Eight opposition 
delgates were expelled from the opening 
session on 8 April after raising a banner 
protesting against “constitutional 
blackmail” by senior assemblymen and 
calling for direct presidential elections. The 
opposition delegates, who had earlier 
taken their own oath of office in the 
Taiwanese dialect, were continuing their 
protests that the elderly assemblymen had 
no right to approve changes to the 
constitution. 
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Options increase. Questions accumulate. Optimum fuel 
management for your nuclear reactors calls for more numerous and complex strategies. 
Whatever your question, the Cogema group helps to provide an answer. Cogema, the major nuclear 
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INDONESIA 


Aceh boat people embarrass Malaysia 


Strained relations 


By Suhaini Aznam in Kuala Lumpur 
and Adam Schwarz in Jakarta 
ilateral sensitivities between In- 
donesia and Malaysia may be 
strained with the landing, since mid- 
March, of several boatloads of Acehnese 
fleeing the resource-rich northern Suma- 
tran district, where rebels have been fight- 
ing Indonesian soldiers over the past 18 
months. 

The landings on Penang island, on the 

i ‘s northwest coast, have put 
Malaysia in the predicament of having to 
choose between repatriating them — al- 
most certainly to their deaths, said an 
Acehnese spokesman — or allowing them 
refugee status, thereby incurring In- 
donesia’s displeasure. 

The Aceh Merdeka, the independence 
movement fighting for a separate state of 
Aceh-Sumatra, described the three waves 
of 109 men, women and children as re- 
fugees, fleeing persecution by the Indone- 
sian army. The Indonesian authorities have 
dismissed claims that the Acehnese resi- 
dents arriving in Malaysia are leaving be- 
hind a land in conflict, saying the primary 
motivation appears to be economic. 

“For many years Indonesians from Java 
and Sumatra have crossed the water look- 
ing for jobs in Malaysia,” said armed forces 
s Nurhadi Purwosaputro. “Since 
this last group is from Aceh, everyone as- 
sumes there is a connection [to the inde- 
pendence-seeking Free Aceh Movement]. 
But it seems they are looking for work.” 

A Jakarta Foreign Ministry official says 
that Indonesia and Malaysia are discussing 
how to deal with the Acehnese arrivals. 
There is still plenty of confusion in Jakarta 
over where the fleeing Indonesians origi- 
nated from, why they left and whether 
they will, as some reports suggest, apply 
for refugee status with the UN High Com- 
mission on Refugees (UNHCR). 

Indonesia's Foreign Minister Ali Alatas 
told reporters on 9 April that the Acehnese 
who landed in Malaysia are considered il- 
legal immigrants by the Malaysian Govern- 
ment. Officials say the normal fate for il- 
legal immigrants is to be deported back to 
their home country. 

“Maybe [the Acehnese arriving in 
Malaysia] think that if they say they are 
part of the rebel movement, they stand a 
better chance of being called a refugee,” 
said Indonesian armed forces spokesman 
Nurhadi. Some officials in Jakarta suspect 
that a few people associated with the Free 
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Aceh Movement — what the military now 
calls the Aceh Security Disturbing Move- 
ment — are using disgruntled, un- 
employed Acehnese to attract attention to 
their cause. 

According to an Aceh Merdeka internal 
report, the Indonesian Government de- 
ployed 18,000 men from its elite forces in an 
operation launched in May 1990 to sup- 
press the rebel movement. The clean-up 
was declared a success last December but 
the rebels kept fighting. An Aceh Merdeka 
official claimed that the army has taken to 
killing civilians and suspected sympathisers 
in retaliation. 

Human-rights activists say perhaps as 
many as 1,000 civilians died in the conflict, 
and have accused the military of employing 
terror tactics to subdue the rebels. These in- 
cluded kidnapping, torture and leaving 
dead bodies by roadsides as a warning 
against involvement with the rebel move- 
ment. 

The Indonesian military strongly denies 


y 5 begins 
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Alatas; Aceh street scene: political refugees or 
the allegations and says that abuses have 
been exaggerated. “At most, perhaps 2-300 
have been killed and that includes Free 
Aceh rebels and civilians,” Coordinating 
Minister for Security and Political Affairs 
Sudomo told the REVIEW. In a January brief- 
ing, Air Marshal Teddy Rusdy said that 
civilian deaths in Aceh were the rebels’ re- 
sponsibility, not the government's. 

By the beginning of 1991, the situation 
in Aceh appeared to be calmer. Indonesian 
troops have captured many of the rebel 
leaders and currently there are 14 accused 
rebels on trial for subversion. On 6 April, 
prosecutors demanded a life sentence for 
one accused rebel and 15-year terms for 
two others. 

On the same day, a grenade was 
thrown at the home of the Aceh police 
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commander, killing a security guard. In- 
donesian Armed Forces Commander Gen. 
Try Sutrisno said the bombing had no rela- 
tion with the Free Aceh Movement. 


Aceh has a long history of armed rebel- 


lions, dating back to the Dutch colonial 
period. Last year’s activity, government 
sources say, was sparked by heavy-handed 
repression of criminals. “The trouble in 
Aceh started with criminal elements who 
then joined forces with people who had po- 
litical goals,” said Rear Adm. Soedibyo 
Rahardjo, chief of the general staff of the 
armed forces. 

Analysts say the Acehnese resented the 
government's late 1980s campaign to eradi- 
cate marijuana — which some Acehnese 
use as a spice — from the province. Several 
large government projects on Aceh’s east- 
ern coast added to Acehnese frustrations 
because they hired few workers from Aceh 
and remitted most of their earnings to 
Jakarta. 

The Aceh Merdeka movement claims a 
core group of 2,000, though it also claims 
80% of Aceh’s .4 million population are 

thetic to the cause. It’s president and 
“head of state,” Tengku Hasan di Tiro, 
now lives in Sweden, though the rest of its 
government-in-exile is scattered in Europe 
and Southeast Asia. 

The movement's main problem is lack of 
arms. According to a senior official of the 
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Aceh Merdeka, military supplies is derived 
entirely from guns seized from dead gov- 
ernment soldiers. It is basically a guerilla 
war. The rebel army of 5,000 includes more 
than 800 Libyan-trained youths from Aceh, 
who being locals, have blended with the 
villagers; youths above the age of 15 qual- 


To date, the UNHCR in Kuala Lumpur 
has not received any official request from 
the Acehnese arrivals seeking refugee 
status. The UNHCR’s representative in Kuala 
Lumpur has sought a meeting with the 
Malaysian Foreign Ministry to find out the 
government's next course of action and 
what contributions the UNHCR can make to 
resolve the issue. Historically, the only In- 
donesians to receive refugee status were 
those from Irian Jaya. a 
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LAOS 


Party reaffirms economic reforms, shuffles politburo 


Slow awak 


By Murray Hiebert in Vientiane 


aos’ communist leadership, meeting 
from 27-29 March in the fifth con- 
gress of the Lao People’s Revolution- 
ary Party, pledged to continue its drive to 
establish a free market economy but ruled 
out sharing its power with other political 
groups. The party also took its first steps to 
prepare for a generational change by retir- 
ing three veteran leaders who had been ac- 
tive in the party’s ruling politburo since it 
was founded nearly four decades ago. 
The three senior statesmen retired 
from the politburo were party president 
Souphanouvong, Phoumi Vongvichit — 
who had served as acting president since 
Souphanouvong suffered a stroke five 











ening 


Thammavong, vice-president of the Su- 
preme People’s Assembly. 

All three are believed to be strong sup- 
porters of the economic reform policies of 
Kaysone Phomvihan, 71, who was re- 
elected party chief, a post he has held since 
the party was established in 1955. Despite 
his failing health, Kaysone remains the 
power behind the party’s attempts to estab- 
lish a free market economy and improve its 
relations with the world. The party chief, 
who was treated in Vietnam last year for 
what is thought to have been either a stroke 
or a nervous disorder, had to be assisted as 
he shuffled to the podium to deliver his 
speeches to the congress. 

The congress changed Kaysone’s title 
from “general secretary” to “president of 


ws 
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Out of the loop: Sisomphon; Phoumi; Sisavat; Souphanouvong. 


years ago — and Sisomphon Lovansai, a 
former vice-chairman of Laos’ national as- 
sembly. The three men were appointed 
special advisers to the communist party's 
central committee. 

A fourth man dropped from the polit- 
buro was armed forces chief of staff Sisavat 
Keobounphan, who is also mayor of Vien- 
tiane. Sisavat gained prominence three 
years ago when he negotiated a ceasefire 
with Thai military leaders to end a bloody 
border war between Laos and Thailand. 
The congress gave no explanation for his 
demotion, but Lao and diplomatic sources 
say many party officials were offended by 
how much his family had profited from his 
business dealings with the Thai military 
and private Thai companies. 

Two former alternate members of the 
politburo and three new members were 
elected to the 11-man politburo. The new 
members are Somlat Chanthamath, head of 
the central committee’s propaganda and 
training committee, Minister of Trade 
Khamphoui Keoboualapha and Thongsing 
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the party” in recognition of “his great vir- 
tues and tireless devotion.” This new title 
— along with the congress’ decision to 
abolish the secretariat which had previ- 
ously run party affairs on a day-to-day basis 
— will give the party chief even greater 
powers. The new party statutes adopted by 
the congress appointed the president “to 
supervise and solve the routine [affairs] of 
the party central committee.” 

Diplomats believe the nine-man sec- 
retariat was abolished in an attempt to 
streamline decision-making and recen- 
tralise some of the political power lost to the 
provinces as a result of the economic re- 
forms. In recent years, provincial party 
committees had often been able to ignore 
central government orders — such as a ban 
on logging to protect the country’s dwin- 
dling forests — by appealing directly to the 
secretariat. “The dropping of the secretariat 
has emasculated the party in the pro- 
vinces,” one diplomat observed. “They had 
become principalities, instead of pro- 
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The also elected 15 new mem- 
bers, including four alternates, to the 
59-member central committee while drop- 
ping 14 former members. Two others had 
died since the last congress in 1986. Most of 
those ousted were elderly, while many of 
the new members are younger technocrats 
and provincial party officials. 

The most surprising removal from the 
central committee was Kaysone’s wife, 
Thongvinh, who is in her 50s and heads 
the country’s youth association. Many Lao 
say she was removed because the party 
leadership concluded her sizeable logging, 
construction and trading companies were 
inappropriate for a central committee mem- 
ber. Some diplomats believe she may also 
have been dropped because Kaysone’s son, 
Saysomphone — currently deputy gover- 
nor of Savannakhet province in the south 
— was elected to the central committee. 
“Two members of one family on the central 
committee is enough,” a Soviet diplomat 
said. 

The reorganisation of the party will be 
followed by efforts to streamline the gov- 
ernment by reducing the number of minis- 
tries as well as the number of vice- 
ministers in individual ministries, 
which often have four or more de- 
puties with overlapping duties, ac- 
cording to Lao and foreign obser- 
vers. They also believe that the Su- 
preme People’s Assembly will be 
asked to elect Kaysone state presi- 
dent, a position similar to that held 
by Mikhail Gorbachov in the Soviet 
Union. 

If this happens, Minister of De- 
fence Khamtai Siphandon, 68 — 
who is also number three on the 
politburo — would probably be 
elected premier, a position cur- 
rently hold by Kaysone, diplomats 
said. However, Khamtai — who filled in 
when Kaysone was ill last year — has little 
economic experience. Khamphoui, the new 
politburo member, is widely tipped to head 
the Economics, Planning and Finance 
Ministry, replacing Sali Vongkhamsao, 
who died earlier this year. 

Preparation for the recent congress in- 
volved greater participation of party mem- 
bers than previous congresses, which did 
little more than rubber stamp decisions al- 
ready made by the politburo, observers 
say. On several occasions during the past 
six months, private businessmen, intellec- 
tuals and Buddhist monks were also in- 
vited to join discussions on the party’s eco- 
nomic policies. 

In addition, Western diplomats were in- 
vited to attend the opening and closing ses- 
sions of the for the first time. 
While it remained a subdued affair, dip- 
lomats from socialist counties say a secret 
plenum held just before the congress 
opened witnessed heated debates and 
forced three votes before agreeing on the 
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shape of the central committee line-up. 

Although many people in the capital 
appeared relieved that the congress had 
reaffirmed the party’s economic reform 
policies, a number of mid-level officials and 
intellectuals privately complained about the 
lack of political reforms. However, few 
people appear to support the calls for a 
multi-party democracy by three former 
senior government officials who were ar- 
rested last October. 

“People want to live better, but they 
don’t want to see what happened in East- 
ern Europe happening here,” a Soviet dip- 
lomat observed, referring to the chaos 
which followed the overthrow of the East 
European communist parties. “With 30% of 
the population illiterate, only a few people 
are involved in politics. The rest are strug- 
gling to find enough food to survive.” 

In his political report to the congress del- 
egates, Kaysone said the party’ drive to re- 
place the country’s centrally planned eco- 
nomy with free-market principles and at- 
tract more foreign aid and investment had 
achieved important results. He said GDP 
had increased by 30% during the past five 
years, roughly twice as fast as population 
growth. Lao economists estimate the an- 
nual per capita GDP at about US$130. 


B: the party chief also warned that 


the country’s economy continues to 

suffer from a poor communications 
network, deteriorating education and 
health systems, inadequate living stand- 
ards for teachers, civil servants and sol- 
diers, low agricultural prices and lack of cre- 
dit for farmers, uncontrolled destruction 
of the country’s forests, a cumbersome 
bureaucracy, a growing trade imbalance 
and rising budget deficit. 

Kaysone frankly blamed many of these 
problems on the failures of the party. “Over 
the past five years we have had a great 
number of weaknesses and shortcomings, 
which [served as] important obstacles to 
our country’s development,” he said. 

Although the party appears to have 
dropped its earlier Soviet-style five-year 
economic plans, Kaysone presented the 
congress with a daunting list of economic 
tasks. These included calls to speed up the 
pace of replacing agricultural cooperatives 
with family farms, increase exports, im- 
prove the climate for foreign investment, 
provide alternative jobs for slash-and-burn 
farmers, promote tourism, put more em- 
phasis on rural development and overhaul 
the country’s weak financial and banking 


But Kaysone said almost nothing about 
how these priorities were to be achieved. 
“It's an impressive agenda,” one diplomat 
noted, while adding “if achieve half of 
it, they'll be lucky. Even if they had the re- 
sources they need, they don’t have the 
[skilled] people to implement the new 
priorities.” m 
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INDIA 


BJP launches its campaign for power 
Revivalist rally 





By Hamish McDonald in New Delhi 


ith the staging of a massive rally 

in the heart of the capital, the 

Hindu revivalist Bharatiya Janata 
Party (BJP) has rekindled emotions stirred 
six months ago with the ‘martyrdom’ of 
dozens of devotees in a siege of a contested 
religious site. 

It has thus come back into play as a lead- 
ing contender for power in the late May 
general elections. Having boosted its mem- 
bership of the 544-member lower house of 
parliament from two to 86 in the November 
1989 elections, the BJP now plans to field 
an unprecedented 450 candidates to win 
power decisively. 

At least 300,000 BP devotees from 








Fervour without fascism at BJP rally. 


around the country converged on New 
Delhi on 4 April. Teenagers from the 
Hindu youth movement, the Bajrang Dal, 
waved ritual brass tridents; there were 
bare-shouldered holy men from the Vish- 
wa Hindu Parishad; other volunteers 
were from the Hindu __intelligentsia’s 
Rashtriya Swayamsevak Sangh (RSS), with 
alert cadres subduing the unruly with taps 
from bamboo staves. 

Stretching into a saffron-tinted haze, the 
throng listened for four hours in the heat of 
the day to leaders who spoke from a plat- 
form ing a massive painting of the 
Hindu deity Ram. The speakers carried a 
simple message: only the BJP would build a 
temple at the birthplace of Ram in the Uttar 
Pradesh town of Ayodhya, where more 
than four centuries ago the Mogul invader 
Babar knocked down an ancient Ram tem- 
ple in order to humiliate the Hindus. 

Only by building the temple would the 
self-respect of Indians be restored. Only 
then could India begin to solve its great 
problems. “The day the Ram temple is com- 
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pleted, even Pakistan-occupied Kashmir 
will return to India,” said BJP president 
Murli Manohar Joshi. The temple would be 
built, and it would be built where the mos- 
que now stands. Those who say secularism 
would be strengthened by letting the mos- 
que stand, said young firebrand Uma 
Bharati, should allow Hindu temples to be 
built in Mecca and Medina. Why should 
Hindus be treated like laboratory animals 
for such experiments? “We are tigers, don’t 
experiment on us,” she said. 

That the vast crowd gathered and dis- 
persed without violent clashes in Muslim 
neighbourhoods was a testimony to the 
BJP’s unmatched organisational strength 
and discipline. The message was menacing 
enough for India’s 120 million Muslims, but 
so far in the campaign the party has avoid- 
ed giving much ammunition to those who 
accuse it of Hindu fascism in its drive for a 
Hindu nation. The question now is 
whether the fervour of devotion to Ram 
can be maintained through the weeks of 
electioneering still ahead, and whether an 
election can be won on this simple issue. 

The gjP’s established constituency has 
been among the upper castes and the 
Hindu urban bourgeoisie of shopkeepers, 
small businessmen, and underemployed 
professionals — totalling at most 20% of the 
population. Sections of the party have been 
worrying whether piety alone will draw in 
the lower castes, when the rival Janata Dal 
of former prime minister V. P. Singh is 
promising them reserved government jobs 
and greater social status. 

To avoid a Janata Dal victory, the RSS has 
even been considering supporting Con- 
gress party candidates in selected electo- 
rates. The BJP has meanwhile been adding 
new sl to its Ram message — roti 
(bread) and insaaf (justice) — to widen its 
appeal among the lower castes. 

The BJP leaders have meanwhile played 
semantics to equate Hinduism with a sec- 
ularism and a nationalism to which all In- 
dians can identify. Joshi insists that Mus- 
lims have flocked to the BJP, even joining 
the march on the Ayodhya mosque last Oc- 
tober. 

The secular elements of the BJP program- 
me have not got much discussion, how- 
ever. These also give Indian voters a dis- 
tinct choice from the Fabian socialist and 
neutralist pattern set as the middle 

by independence leader Jawaharlal Nehru: 
the BJP is for private enterprise, tilts towards 
the US in foreign affairs, and wants India to 
be overtly nuclear-armed. = 


__| them simply do not want to 
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To go or not to go 


ritish Foreign Secretary Douglas 
: Hurd’s visit to Peking has been 
closely watched by people in 


Hongkong for signs of whether 
China and Britain can agree on how to 
manage the colony’s affairs smoothly be- 
fore the 1997 deadline. If disagreements 
continue to flare, the prospects for stability 
will worsen and there may bea stronger in- 
centive to get out while the going is good. 

_ The paradox is that, for many citizens of 
Hongkong, the emigration option has never 
been terribly realistic. Life in Hongkong 
is just now fulfilling their dreams. With a 
| secondary school education and, perhaps, 
a little additional training, they can own 
their own home and enjoy the good life. 
Many of these people could depend on 
| only the most menial of jobs in Britain or 
| North America. Furthermore, for largely 
| cultural reasons, many of 


By Michael C. Davis 


resented by the British nationality package, 
one of several avenues referred to as “buy- 
ing insurance.” We have an array of terms 
surrounding these insurance schemes, 
such as “astronauts,” “rescue packages” 
and “returnees.” As with insurance of the 
traditional type, the costs are high and the 
level of coverage may vary. 

These costs must be measured in terms 
of what people may be required to do to se- 
cure the protection they seek. Must they 
give up their jobs and uproot their families? 
Must they surrender their own culture and 
adopt a Western one? Will their choice of 
coverage, short of emigration, bring suspi- 
cion on them? Will the coverage still be 
there when they need it? 

For “astronauts,” those who send one 
spouse abroad while the other remains in 
Hongkong, coverage on an individual basis 
is good but the premiums 
are high. Full citizenship is 


-live in a Western country. a aa acquired for the spouse who 

Beneath this group, goes abroad, but the pre- 

| members of the large work- For many, miums involve major dis- 
-ing class have even more 7 t ruption of family life, 

_Teason to stay, facing the emigration For various rescue or 

possibility of not being em- right-of-abode packages, the 

| ployable overseas or em- has not costs vary and the coverage 

-~ ployable only in Chinese may be poor. Beneficiaries 

| ghettos. With little English- beena are told they do not have to 

| language ability, their isola- hte incur the tragic cost noted 

_tion and exploitation would realistic above. They are told they 

| be even greater. Living in a á can remain in Hongkong 

- | Chinese society is not just a option and yet be given a right to 


- preference, but a need. 


-These people who simply 
< | will not or cannot leave are hoping for the 


best. 

Many people belonging to the upper 
levels of society who can leave are prepar- 
ing for the worst. Nevertheless, this minor- 
ity of people, those targeted by the British 
nationality package, are also questioning 
_ the wisdom of emigration. 

_ Sandwiched between these extremes 
are businessmen and professionals who 
-would have to leave established businesses 
- behind, and the younger professionals and 
civil servants whose careers are just begin- 
ning to take off. None of them gain by 


a emigration, though their backgrounds and 


__ | adaptability may render their prospects less 
| tragic. The extremely wealthy can obtain 
| whatever basic protection they need. 

. A couple of years ago, people may have 
_ | considered buying Panamanian passports. 
_ | Today many who previously left have re- 


: “|: tuned and horror stories abound. Into this 


Q enters the low-cost emigration option rep- 
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citizenship in the inviting 

country, should they ever 
choose to exercise it. One problem with this 
is that under international law the host 
country, in this case China, need not recog- 
nise a claim of foreign nationality not sup- 
ported by some genuine link with the 
country in question. 

By the time you want to exercise this 
right, China could simply refuse permis- 
sion to leave. The inviting country would 
be hard-pressed to contest China's decision 
in the absence of a genuine link. Of course, 
an offered right of abode is of some value if 
you choose to exercise it, either im- 
mediately or in bad times, assuming you 
can leave and the offer has not been with- 
drawn. 

For the average person, a particularly 
troubling aspect of right-of-abode or rescue 
packages is China’s open hostility towards 
them. Will China somehow extract addi- 
tional cost by actually withholding privi- 
leges? The Basic Law already withholds 
privileges to hold high office from foreign 
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right-of-abode holders. A further concern is 
Britain's poor record of treating its overseas 
nationals. Hongkong residents targeted by 
the British Nationality Act or their parents 
all held a right of abode in Britain before 
this was taken away by a previous British 
law. They resent having to apply for some- 
thing that should already be theirs. 

Britain’s treatment of British Asians in 
East Africa during a time of crisis is still 
fresh in people's minds. How reliable are 
British guarantees? 

While some would blame the poor re- 
sponse to this package on complex applica- 
tion forms and the lack of publicity, one 
suspects that this is more a question of trust 
of the governments who signed the Sino- 
British Joint Declaration... 

Beyond short-term costs and problems 
of trust, the British package may involve 
long-term costs that sensible people may be 
aware of. The problems of having two na- 
tions claim you as a citizen: may sometimes 
give rise to questions of conflicting loyalty. 
Even excluding this extreme, the problems 
of conflicting loyalty in the Hongkong case 
are already beginning to appear. 

China’s historical suspicion of Chinese 
with foreign connections. is well known. 
This attitude is evident in the Basic Law; 
which bars people with foreign rights of 
abode from high office. These provisions 
may already be of importance to adminis- 
trative officers in government, who have 
been granted automatic right of abode in 
Britain. If they accept this, their loyalty after 
1997 is suspect and their top-end potential 
is expressly constrained by the Basic Law. If 
they refuse it, they set themselves apart 
from their peers and attract suspicion be- 
fore 1997. While people outside govern- 
ment are less concerned about this question 
of loyalty, they are concerned about the 
adequacy of coverage and the cost. Emigra- 
tion insurance of the type afforded by the 
British package may not be perceived as the 
best deal. 

Will Hongkong people continue to seek 
insurance? The answer is clearly yes, but 
there is uncertainty as to what insurance to 
buy. On the one hand, most prefer that 
Hongkong remains a success, as the best 
assurance of a bright future. Beyond this 
there is greater uncertainty. Consequently, 
emigration options are scrutinised closely. 
In the end, the balance may very well tip in 
favour of those who will stay. a 


Michael C. Davis is a law lecturer at the Chinese | 
University of Hongkong, 
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AFGHANISTAN 


Fall of Khost could presage talks to end cwil war 


Bargaining chip 


By Salamat Ali in Peshawar 


he fall of the Khost garrison to the 

rebel mujahideen forces after more 

than a decade of on-off sieges is an 
important psychological blow to the regime 
of Afghan President Najibullah, who, con- 
trary to all predictions, has shown no sign 
of giving up the fight in the wake of the 
Soviet military pullout in early 1989. 

But opinions differ as to whether this 
victory — the guerillas’ first after a stale- 
mate of more than a year — is merely a 
flash in the mujahideen pan or the begin- 
ning of a process that could eventually 
force Najibullah to seek a political settle- 
ment to the Afghan civil war. 

Long before it fell, Khost, in Afghanis- 
tan’s Pakhtia province and barely 12 km 
from the border with Pakistan, had been 
cut off from Kabul and surrounded by 
mujahideen entrenched in the surrounding 
mountains. Even the Khost air strip had re- 
mained within the range of rebel mortars, 
which had inflicted considerable damage to 
it from time to time. Given the difficulty of 
keeping the garrison supplied by air, Khost 
should have fallen long ago. But the fact 
that it held out for so long had less to 
do with its impregnable defences than with 
the rivalry and mutual distrust amongst va- 
rious factions of the besieging guerillas. 

This distrust had sabotaged an attempt 
to secure the surrender of the Khost garri- 
son in March 1990, by Najibullah’s former 
defence minister and failed coup leader 
Lieut-Gen. Shahnawaz Tanai. Over the 
past year, Tanai has been living in exile in 
Pakistan. The March 1990 surrender ar- 
rangements fell through because guerilla 
leader Jalaluddin Haqqani, who has di- 
rected intermittent assaults on Khost over 
the past few years, resented the intrusion 
of Tanai and his ally, Gulbuddin Hek- 
matyar of the fundamentalist Hizbe 
Islami rebel group. Haqqani himself 
leads the Yunis Khalis faction of 
Hizbe Islami, and unlike Hek- 
matyar, is part of the Interim 
Government (AIG) based in Pesha- 
war. 

The garrison surrendered 
primarily for two reasons. First, 
Tanai reappeared on the scene and 
persuaded the Khost garrison — 
most of whom are from the Tanai 
tribe — that if they gave up they 
would not suffer reprisals by the 
mujahideen, especially the Zadran 
tribesmen occupying the region as- 
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Haqqani (centre) is oange by other rebel 


Battle for Khost 





tride the route to Kabul and led by Haq- 
qani. Tanai’s promise of safety was backed 
by Hekmatyar when the guerilla leader en- 
tered the captured city. 

Second, and probably more import- 
antly, the CIA and its Pakistani counterpart, 
the Inter Services Intelligence, succeeded in 
getting together a new consultative council, 
or shura. The shura, comprising guerilla 
commanders, some tribal elders and clergy, 
was backed by the unlikely but winning al- 
liance of Hekmatyar’s fundamentalist 
Hizbe Islami — which has received a fresh 
infusion of arms and funds over the past 
few months — and Pir Ahmad Gailani’s 
moderate National Islamic Front. 

Moreover, the victorious guerillas were 
also totally absorbed in securing their share 
of the war booty in Khost. Apart from as- 
sorted small arms and large stockpiles of 
ammunition, the booty included 55 tanks 
and armoured personnel carriers. More im- 
portant, and a rare catch for the rebels, was 
a fleet of 130 aircraft. Some of the Afghan 
pilots who have defected over the past sev- 
eral years went to Khost to take stock of the 
usable aircraft. 

Hekmatyar and Haqqani are, for the 
moment, steadfast allies sharing the glory 
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leaders. 


of taking Khost. Qazi Hussein Ahmed, the 
head of Pakistan’s rightwing Jamaat-e-Is- 
lami , has claimed credit for bringing 
the two rebel rivals together. Insiders, how- 
ever, say all is not well between them. Not 
to be left out of the limelight, and desper- 
ately fighting for political survival after the 
eme of the new shura, AIG president 
Abdul Sayyaf claimed Khost as a victory for 
his Peshawar-based organisation and de- 
clared that Gardez, capital of Pakhtia pro- 
vince, would be the next target before the 
mujahideen turn to Kabul. 

Najibullah, whose home town is Gar- 
dez, seems to have taken the AIG threat 
seriously: considerable armour is reported 
to be heading from Kabul to Gardez to rein- 
force its defences. But military analysts are 
not optimistic about a mujahideen assault 
on Gardez — if it is on the cards at all — 
and believe that it could be a repetition of 
last year’s failed assault on Jalalabad, the 
country’s second-largest city. 

Instead of Gardez, some guerilla sources 
believe it would be advisable to aim for 
smaller towns like Paghman near Kabul. 
But the conflicting loyalties in these small 
towns — both among the tribal people and 
the guerilla bands — are such that these 
towns have changed hands among rival 
forces several times in the civil war. 


Many analysts agree that targeting 


Kabul is either a propaganda ploy or sheer 
bravado. The magnitude of the task, and 
the possible political ions even in 


Moscow, means that the move would re- 
quire the tacit support of the mujahideen’ 
main backers as well as the agreement of. _ 
the Ahmad Shah Masud, commander of 
the Jamiat-e-Islami guerilla faction, who 
controls 10 provinces around Kabul. 
Masud hates Hekmatyar and damns 
him as an honorary Khalqi — a reference to 
his association with Shahnawaz Tanai, who 
belonged to the Khalq faction of Najibul- 
lah’s ruling People’s Democratic Party of 
anisatan — and recently told a foreign 
ilitary observer that he would fight both 
Tanai and Hekmatyar if they attempted to 
lay siege to the capital. Interestingly, Hek- 
matyar’s amnesty to all the government 
forces in Khost gave rise to the charge that 
all the Khalgis in that garrison had sudden- 
ly been annointed as mujahideen. 
š Regardless of Kabul’s vow to re- 
capture Khost, some observers con- 
tend that the fall of the garrison will 
encourage other guerilla groups — 
including the Iran-based factions in 
the Herat region — to step up their 
operations and thereby pave the 
way for a military solution. But 
given the mujahideen track record 
since the Soviet pullout, other obser- 
vers see Khost not as the start of a 
military breakthrough but the gain- 
ing of an advantageous negotiating 
position in a political settlement with 
Kabul. a 





and ensure your copy each week. 


FarEasternEconomic 











































































































3 months 6 months 
US859.00 
851570 
US855.00 
Us$18.00 | US$33.00 | US$57.00 
“| -¥42.900.00 | ¥22,500.00 
08$43.00 | US$75.00 
M$95.00 | _M$165.00 
-Pakistan US$14.00 US$45.00 
Phillippines | US$14.00 US$45.00 
“OSH Lanka US$14.00 | US$26.00 | US845.00 
~ Taiwan uS$28.00 | US$51.00 | US$89.00 
Thailand US$22.00 | US$41.00 | US$70.50 
¿Resi of Asla | US$31.00 | U5$5700 | USs99.00 
| Australasia | A$40.00 A574.00 A$129.00 
‘New Zealand | NZ$4700 | NZ$86.00 | NZ$150.00 
`: Ganada | 0$53.00 | C$98.00 | C$170.00 
USA. us$4200 | US$78.00 | US$135.00 
Soa Š ica | US855.00 | USS101.00 | U8$175.00 
- t- g 
rope, Africa 
oo ape Ps £50.00 £87.00 
SURFACE MAIL RATES 
iip Country 3 months § months gi 1 year 
z: Hongkong a HKS152.00 | HK§280.60 | HK8485.00 
US8$27.00 | US$49.00 | U5$85.00 
£17.00 £32.00 £55.00 
Elsewhere 
A$33.00 A$60.00 | A$108.00 
[.¥3.900.00 | ¥7.10.00 | ¥12,500.00 














a . . plus the Asia Yearbook 


- Make the Asia Yearbook part of your Review 
- “Subscription. Simply tick the relevant space in 
the coupon below and automatically receive the 
Yearbook. It gives you Asia minus the mystery, 
minus the myth. A country-by-country survey of 
Asia. Everything from Finance & Currencies to 
Politics and Social Affairs. The only single 
medium of its kind. 


- Rate: Soft cover US$32.50/HK$255.00 (or the 
: -equivalent in local currency). Add the Yearbook 
i: cost to- your subscription rate shown above, and 
.-$@nd the total, with the completed coupon. 


->S 









‘semen Setanta, amma aan meane ma aa emma 


Please enter my subscription for 

. (93 months [36 months [11 year | 
5i | Ù Please include the Yearbook at extra | 
H US$32.50/HK$255.00. For airmail 
iE | delivery, please add: US$7/HK$55 | 


ce | Payment of 
AOS | {Please print in block letters} 





ie | Name 


. = | Country 
ae I Jetspeeded Surface mail 
oF | Cheque payable to Review Publishing Company Ltd | 
_ ops enclosed. 

ogo To: Circulation Manager 

Bs Far Eastern Economic Review, 
zi DRS Box 160, Hongkong 





| Address 





WONG 044 


Snimana, amanna, meaane aaae ida a i. maa wi 





PHILIPPINES 






| New military appointments stress professionalism 


Command and control 








pre Corazon Aquino's appoint- 


as chief of staff and Brig.-Gen. 
Arturo Enrile as army commander opens 
what could be a new era for the Armed 
Forces of the Philippines (arp). Widely re- 
spected by lower-ranking officers and the 
rank-and-file, they are expected to comple- 
ment each other in bringing a new sense of 
professionalism to the AFP. 

Their appointments also mark the as- 
cendency of the Philippine Military 
Academy’s (PMA) class of 1962, whose offi- 
cers are expected to dominate key positions 
in the armed forces hierarchy until the mid- 
199s and perhaps even beyond. Abadia 
will almost certainly be succeeded by En- 
rile, a former PMA superintendent, when he 
retires in May 1994. 

It will also be the first time the army has 


| held the arp leadership for 15 years. The 


previous four chiefs of staff were members 
of the Philippine Constabulary, which has 
now become part of the newly unified 
Philippine National Police. 

Abadia takes over the top post from 
Gen. Rodolfo Biazon, who retires on 14 


April. A former Marine Corps comman- 
dant, Biazon had only served as chief of 
staff for three months — an appointment 
seen more as a reward for past loyalty than 
anything else. 

By overlooking seniority as the main fac- 
tor in the selection process, Aquino and her 
advisers leapfrogged Abadia over the heads 
of a number of generals, including AFP 
Vice-Chief of Staff Maj.-Gen. Guillermo 
Flores, a somewhat low-key 1959 graduate 
who is now likely to remain at his current 
post until his retirement in mid-1993. 

The aFr’s third-ranking officer, Deputy 
Chief of Staff Maj.-Gen. Alexander Aguirre, 
resigned after the reshuffle was announced 
— a reflection of the resentment felt by 
those senior officers who had been passed 
over. Because he is not due to retire until 
1995, Aguirre was clearly unhappy at the 
prospect of serving another four years in 
his current post. 

A Vietnam. veteran and:self-professed 
“field” soldier, Abadia. claims. to be the ar- 
chitect of the AFP’s “seize-hold-consolidate- 
develop” strategy which has been used 
with some success against the communist 
New People’s Army (NPA). Since its intro 
duction in 1988, the number of NPA guerilla 





JAPAN 


The resignation of Ichiro Ozawa as sec- 
retary-general of the ruling Liberal- 
Democratic Party (LDP) following the lop- 
sided defeat of an LDp-backed candidate 
in the 7 April Tokyo gubernatorial elec- 
tion has further weakened Prime Minis- 
ter Toshiki Kaifu’s political position and 
reduced, if not eliminated, his chances of 
winning another term as prime minister 
next October. 

Ozawa’s successor, Keizo Obuchi, is a 
former chief cabinet secretary and, like 
Ozawa, a member of the LDP faction led 
by former prime minister Noboru 
Takeshita. Ozawa will become acting 
chairman of the faction, technically the 
second-ranking post under faction chair- 
man Kanemaru Shin. 

The 80-year-old incumbent Tokyo 
governor, Shunichi Suzuki, running as 
an independent, won his fourth term 
with a lopsided win over Hisanori Iso- 





Less clout for Kaifu 


mura, 61, a popular former Tokyo televi- 
sion news anchorman. Originally spon- 
sored by the Komei Party, Isomura was 
also supported by the LDP national 
leadership and the Democratic Socialist 
Party (DSP). 

The LDP decision to dump Suzuki and 
back Isomura was part of a deal arranged 
by Ozawa to secure Komei. support for 
the government's controversial US$9 bil- 
lion Gulf aid package. But the Tokyo 
chapters of the LDP and psp, defying their 
national leaders, overwhelmingly sup- 
ported Suzuki, who was able to portray 
his re-election bid as a matter of protect- 
ing regional autonomy. 

Suzuki's victory ~ 2.3 million votes 
to. only 1.4 million for Isomura ~ was 
primarily a protest vote against Ozawa’s 
high-handed tactics in dumping Suzuki 
and the government's abortive attempt to 
send non-combat units of the Japanese 
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fronts or base areas has been reduced by 
military reckoning from 73 to 49. 

The new chief of staff is expected to 
push for the partial reactivation of the elite 
1st Scout Ranger Regiment, which was dis- 
banded early last year because of its in- 
volvement in the December 1989 coup at- 
tempt. Trained in deep penetration opera- 
tions and other special tasks, the rangers 
had been a particularly effective counter-in- 
surgency force. 

Both new appointees played key roles in 
putting down the 1989 rebellion. Abadia 
devised the plans to counter the rebel at- 
tack on the AFP’s Camp Aguinaldo head- 
quarters and Enrile, who is well liked by 
the younger officers, was brought in to 

iate the surrender of the more than 
400 Scout Rangers holding out in the 
Makati business district. 

While the two men will almost certainly 
inject a new professionalism into the AFP, 
some analysts wonder about the future role 
of a more unified but still highly politicised 
Philippine military, and what distinctions 
may be drawn in the future between adher- 
ence to the constitution and loyalty to a po- 
litical system that is increasingly seen to be 
morally bankrupt. 

The Reform the Armed Forces Move- 
ment (RAM) may have been discredited as 
an opportunistic splinter group, but it now 
appears to have been superceded and pos- 
sibly even absorbed by the new and much 
more insidious Young Officers Union 
(you). While less interventionist than RAM 
at this point, YOU counts many serving offi- 
cers among its informal membership. m 


forces to the Gulf last summer. 

The departure of Ozawa, probably the 
most powerful figure in the LDP, will 
make it more difficult for the government 
to proceed with electoral reform or new 
policies on controversial trade issues. 

The mishandled Tokyo election has 
also endangered the LDP’s strategy of 
pursuing an informal alliance with Komei 
and other minority parties. Komei lead- 
ers reportedly resent senior LDP leaders’ 
failure to make a full commitment to win- 
ning the Tokyo gubernatorial race. Both 
Ozawa and Kaifu left on foreign trips just 
before the election. 

Candidates jointly supported by the 
LDP and either Komei or the Social Demo- 
cratic Party of Japan (SDP}) were success- 
ful in all but three of the 14 gubernatorial 
and mayoral contests. 

In elections in 44 of 47 prefectures, the 
LDP won 57.3% of the prefectural assem- 
bly seats up for grabs compared to only 
51.7% in 1987, mostly at the expense of 
the spP) whose share of total seats con- 
tested fell from 16.6% to 12.8%, the 
party’s worst showing ever. 

m Robert Delfs 
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PAPUA NEW GUINEA 


Government acts to curb violent crime, corruption 


State of anarchy 





By Mary-Louise O'Callaghan in Port Moresby 


apua New Guinea (PNG) is in the 

grip of a violent crime wave that has 

forced the government to announce 
a series of measures intended to halt the 
mayhem and attack its root causes. At the 
same time, however, its efforts to rein in 
the criminal gangs have not been helped by 
accusations of corruption among senior 
government politicians. 

Prime Minister Rabbie Namaliu’s an- 
nouncement that a long awaited crack- 
down on violent crime was under way was 
swiftly followed by formal 
allegations of misconduct 
and corruption against his 
deputy Ted Diro. Namaliu’s 
new-found resolve to deal 
with the country’s law-and- 
order problem was widely 
seen as having encouraged 
PNG’s beleaguered Om- 
budsman Commission to 

its case against Diro. 
This it did by handing the 
public prosecutor a report 
recommending the People’s 
Action Party (PAP) leader 
be charged on a prima 
facie case of 73 counts of 
alleged misconduct and cor- 
ruption. 

In a letter to Port Moresby’s only daily 
newspaper, The Post Courier, Diro said he 
was awaiting the opportunity to present his 
side of the story. The Ombudsman Com- 
mission began its investigation into his case 
after an Australian judge, Justice Barnett, 
conducted an inquiry into the country’s 
forestry industry. Barnett, who was sav- 
agely attacked outside his Port Moresby 
home during the inquiry, tabled his final re- 
port — which detailed widespread fraud 
and corruption in the forestry industry — 
in November 1989. 

Diro, however, may find solace in the 
fact that the fate of Namaliu’s coalition gov- 
ernment is inextricably tied to — if not de- 
pendent upon — his own political survival. 
His PaP makes up the largest bloc of votes 
in Namaliu’s coalition after the prime 
minister's own Pangu Party. In addition to 
its file on Diro, the Ombudsman Commis- 
sion is investigating 89 of the country’s 
leaders for alleged corruption and other 
misconduct in office. 

While accusations of corruption among 
PNG’s leaders may provoke outrage, the 
activities of the gangs and others quick to 
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Diro: pivotal role. 


use violence provoke fear. In addition to 
terrorising much of the country’s urban 
population, violent acts also threaten 
the country’s resource-based economy. 
Namaliu was particularly embarrassed by 
the suspension of production at a new allu- 
vial goldmine at Mt Kare in the Highlands 
province following an attack by an armed 
gang, allegedly led by a provincial politician 
who now faces charges of extortion. The 
mine, 51% owned by Australia’s CRA and 
49% by the site’s traditional owners, was 
intended as a showcase for the country’s 
new approach to landowner grievances. 
Although CRA later re- 
Š sumed production, the clo- 
sure was a blow to Namaliu, 

He had led the largely suc- 

cessful efforts to 

the confidence of PNG's 

overseas investors following 

the 1989 closure of the giant 
crA-controlled copper mine 
on Bougainville after separa- 
tist rebels took over the is- 
land. Investors are now 
waiting to see if Namaliu 
can address the underlying 
causes of the crime problem, 
such as unemployment and 
rural-urban drift. 
The anti-crime 
announced in mid-March is 
intended to curb street violence, armed rob- 
beries and rape. It included proposals for 
selective urban night curfews, increased 
funding for the police, more lawyers 
and prosecutors for the courts, two new 
prisons and plans to establish a national 
guard to provide occupation for PNG’s 
growing pool of unemployed youths — 
possibly stiffened by Nepalese Gurkha 
mercenaries. 

The most controversial element of the 
package was a proposal that the death 
penalty for murder and gang rape be 
reintroduced and convicted criminals have 
their foreheads tattooed with the name of 
their crime. Implementing the package, 
however, is proving slow and costly. In the 
first two weeks of the crackdown, the gov- 
ernment only managed to impose a dusk- 
to-dawn curfew in Port Moresby. 

“I am aware of the apprehension that 
we might not have the will or the means to 
follow through these measures,” Namaliu 
acknowledged, shortly before announcing 
an ambitious and costly plan to use capital 
works projects to boost employment by 
300,000 over the next three years. a 
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Traveller’s Tales 


ome of the world’s most splendid 
cities lie around the rim of the 
Pacific Ocean, a necklace of brilliant 

À cosmopolitan communities stretch- 
ing from my old home town of Hongkong, 
to Tokyo, Vancouver, San Francisco and 
back across the ocean to Melbourne, Syd- 
ney and Singapore. I acknowledge the 
claims of Seattle and Los Angeles, Wel- 
lington and others, but they don’t seem to 
me to be in the same league. 

Seattle today is rated the most attractive 
of all US cities, and certainly it has the envi- 
ronment: the sea, the port, marinas packed 
with pleasure boats of every description 
and price range, trout streams, forests, all 
set against a superb mountain backdrop. 
But for me it lacks the vital ingredient for a 
city: a centre, a hub. The visitor wandering 
downtown after dark in search of people, 
lights, theatres and restaurants finds slim 
pickings (plus too many panhandlers ask- 
ing for hand-outs — not too threateningly 
in my short experience, but too frequently 
for comfort). Seattle is, as someone said of 
Los Angeles, a collection of suburbs look- 
-ing for a city. 

The cities share the Pacific, though one 
could live all year round in Tokyo, Los 
Angeles or Melbourne and be hardly con- 
Scious that the ocean lay just down the 
‘road. Singapore and Hongkong impose 
themselves on their harbours and water- 
fronts, but Sydney and Vancouver, both of 
which I have been lucky enough to visit 
over the last two months, are shaped and 
defined by theirs: the bays, inlets and 
creeks surrounding and infiltrating the 
_ Gties’ body and limbs, In both, a visit gains 
immeasurably from a hotel room overlook- 
_ ing the water. 

In Vancouver, high above Burrard Inlet 
| and. Coal Harbour, with the  sail-like 
superstructure of Canada Place off to the 
_ Night, I watched ships unloading and fuel- 
| ling, ferries disgorging cars and lorries, 
seaplanes landing and taking off, with the 
timbered slopes of Grouse Mountain and 
| Mount Seymour in the background. In 

Sydney we stayed at three pubs looking 


__| out over the Botanical Gardens, the Opera 


House and the Harbour Bridge, another 
| commanding the bustle of Circular Quay 
=p and the Rocks and another peering 
|. through the masts of yachts packing the 
Elizabeth Bay marina towards Manly Cove. 
q Both cities have acquired a fresh 

panache and self-confidence since I last saw 
~ | them and much of this must stem from 
-| Vancouver's playing host to the world with 
-| Expo '86 and Sydney’s central role in Aus- 
__ 1 tralia’s bicentennial celebrations. These in- 


24 


ternational bunfests can be costly in dollar 
terms, but they spark new infrastructure 
and buildings and the restoration of old 
buildings and neighbourhoods. In non-dol- 
lar terms, they impart a new civic pride and 
put a city on the map of global conscious- 
ness. I believe that the Japanese gave them- 
selves a glimpse of their future and confi- 
dence in achieving that potential when they 
so efficiently mounted the Olympic Games 
in 1964. 

Sydney started its renaissance when it 
realised the fantasy of the Opera House, 
which seemed rather out of place when it 
first materialised. Now it is the symbol of a 
renewed city. Just round the corner, in the 
shadow of the Harbour Bridge, lie the 
Rocks, where about 1,000 convicts were put 
ashore in 1788 to hack the first settlement 
out of a harsh landing. The cottages which 
miraculously survived have been cleverly 
restored, not as museum pieces, but a lively 
community of shops and restaurants. A 
similar exercise in loving restoration in the 
late 1960s has transformed Vancouver's 
oldest section, Gastown, into a charming 
Victorian enclave, again with thriving 
shops and restaurants, plus a steam-driven 
clock complete with Big Ben chimes. No 
empty inner-city vacuum blues here. 


Shopping is a positive pleasure in both 
cities. Vancouver sports dozens of malls 
and markets, including four large public 
markets, on Granville Island, at Bridge- 
point and on Westminster and Lonsdale 
Quays which have revitalised old industrial 
areas, wharves and warehouses. My fa- 
vourite is the Robson Street market, strid- 
ing down several blocks bang in the city 
centre, with Crystal Palace—like glasshouses 
and a superb Arthur Erickson-designed 
provincial courthouse complex. 

My Sydney favourites include two reno- 
vated Victorian masterpieces, the Queen 
Victoria Building and the Strand Arcade, 
where the modern shops fit strangely well 
into sandstone arches, stained glass and 
cast-iron lacework. Sydney has also trans- 
formed what was a bleak area of wharves 
and warehouses around Darling Harbour 
into a magnificent complex of shops, res- 
taurants, museums, exhibition halls and 
what must be the world’s best as well as its 
biggest aquarium. It’s not for the claus- 
trophobic, for the visitors’ gallery runs in 
transparent tunnels through the water of 
the aquarium itself, and the large sharks, 
lazily flapping rays and schools of lesser 
fish swim eerily close, alongside and over- 
head. 

Every city must be judged by its “envi- 
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rons” as the old guidebooks used to call 
them. One touchstone often quoted is the 
ability to ski in the morning and swim in 
the sea in the afternoon, though this strikes 
me as an overly strenuous test. At this time 
of year it is possible in Vancouver and I 
daresay it might be managed at a dead 
run in Sydney's springtime. One-and-a- 
half hours’ drive from Vancouver are the 
splendid twin peaks of Whistler and 
Blackcomb mountains, where the resorts 
vie with Aspen as North America’s best. 

With great trepidation I found myself al- 
most at the top of Blackcomb, acutely con- 
scious that I hadn't skied for some years 
and that I was about one mile above. sea 
level. But the snow was freshly fallen and 
the routes downhill well marked. and 
graded, so that my old-fashioned stem 
turns got me to-the bottom with not too 
many falls on the way. These resorts are 
proving popular with Asian visitors. 
Chinese New Year was celebrated by 
thousands from Hongkong and Taiwan, 
and the Japanese, who find a skiing holiday 
in British Columbia, air fares included, 
cheaper than an excursion to the Japanese 
Alps, are expected in even larger numbers 
during the coming Golden Week. 

I was not so lucky with Sydney. A life- 
long desire to snorkle over the Great Barrier 
Reef had been frustrated by the presence of 
a cyclone named Kelvin (though we did 
have a magnificent day in 25-knot winds 
out on a 20-m yacht named after the poet 
Banjo Patterson, mooring off a five-mile- 
long beach of pure white silicon sand fora 
traditional barbecue). In Sydney a trip out 
to the Blue Mountains also met with frus- 
tration: we had to imagine the peaks, crags 
and waterfalls, for a thick mist obscured all. 

And then, there are the restaurants, the 
most enjoyable proof of the cosmopolitani- 
sation of Vancouver and Sydney. In both 
one can sample excellent examples of all the 
world’s great cuisines and most of the less- 
er ones. And the international dishes are 
accompanied by great North American or 
Australian wines to underline the revolu- 
tion in taste accomplished over the last dec- 
ade or so. British culinary colonialism is 
dead, as are the cultural cringes in the di- 
rection of Europe. 

The two cities are homes today for 

le from every continent, and in both 
the arrival of large numbers of Asian immi- 
grants has set the Pacific tone. They are 
cities of the future, with the accent on re- 
newal and expansion. Whatever the drag 
effect exerted on them by the current state’ 
of the Australian or Canadian economies, 
they seem to have a life of their own. 
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in Beijing 




















Conveniently located at No. | 
Jian Guo Men Wai Avenue, the 
China World Hotel is the first 
choice for business in Beijing. 
With its prime location in the 
prestigious China World Trade 

Center, it offers a haven of 

warmth and luxury with the 


impeccable service for which 





Shangri-La is well-renowned. 
World-class conference and 
exhibition facilities ensure that 
all your business is handled 
smoothly and efficiently. 

In Beijing, where else but the 
China World Hotel. 
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A JF T ndonesia Fund Inc. (incorporated in the Cayman jalanin) 
d ANNUAL RESULTS TO 31ST DECEMBER 1990 













* Net Assets at 31/12/90 US$66.96m 







* NAV Performance to 31/12/90 
Over 12 months -71% 
Since inception (20/3/89) +30.1% 











Chairman’s Statement 









¢¢ The JF Indonesia Fund made good progress in the first half 
of 1990 but faced difficult conditions in the second half of 
the year. Our policy in 1991 will be to build on the gains 










made by the Fund since inception in March, 1989. I am 






confident that our investment management team will be able 





to capitalise on the increasingly attractive investment 






opportunities which are now arising in Indonesia. - 






I reported at the interim stage that the Indonesian market, 






in common with global markets, had been adversely affected 






by the Gulf crisis. Whilst higher energy costs have been 






beneficial to the Indonesian economy, the effects on indus- 






trial companies’ overheads and their export markets have 





been unfavourable. Nonetheless, the windfall gain for the’ 











economy at large has left government 










finances in a better position to address 


pressing infrastructural issues and the JF Indonesia Fund Inc. 





Fund is well-placed to benefit from 






any such additional investment. 99 







A.H. Smith 
Chairman 
14th March 1991 
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THAILAND 1 


Junta decides to crack down on crime bosses 


Time for a cosy chat 





By Rodney Tasker in Bangkok 


he assault which left Thai boxing 

promoter Klaew Thanikul and a 

bodyguard dead on 5 April would 

have impressed Italian mafia 
chiefs. Gunmen armed with AK47 and 
M16 assault rifles ran down Klaew’s pick- 
up truck on a road outside Bangkok, 
pumped it full of bullets, and sped off. 
The hit ended the life of one of the coun- 
try’s top crime bosses, the godfather of Thai 
boxing. 

If Thailand’s new military rulers are 
taken at their word, the good times will 
soon be over for the rest of the country’s jao 
poh, or godfathers. The current move to 
chasten the jao poh, who hold crude sway 
in parts of Bangkok and just about every 
province in Thailand sounds appealing to 
those who link their organisations with 
the country’s abysmal violent 
crime record. But it can also be 
viewed as a shrewd attack on a 
powerful political subculture 
which poses a potential obstacle 
to the military’s evident bid to 
revamp the country’s political 
system. 

The military chiefs, grouped 
under the banner of the Na- 
tional Peacekeeping Council 
(NPC) since their 23 February 
coup, have cast themselves in 
the mould of crusaders against 
dirty politics and social ills. 
They want to bring in a new 
constitution which will separate 
the executive from the legislature, daiming 
this will curb vote-buying and cabinet cor- 
ruption. At the same time, they have an- 
nounced a crackdown on super-crooks, 
many of whom in the past have done 
mutually beneficial deals with political par- 
ties and individual politicians. Just a few 
days before he was murdered, Klaew was 
one of seven top jao poh named in an NPC 
order to commercial banks to freeze the 
godfathers’ assets. 

The jao poh have in recent years played 
a substantial part in getting MPs elected. 
They have acted basically as paymasters, 
backed by muscle, for their chosen political 

in order to be allowed to carry on 
their dubious activities. It is a system which 
has worked well: political parties and indi- 
vidual politicians could count on jao poh to 
deliver them votes and continue to pour 
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Klaew Thanikul (right) and gangland figu 


money into political coffers; the politicians, 
in return, arranged for the jao poh to have 
a trouble-free ride to further wealth. Even 
cabinet ministers in the past have been 
known to favour jao poh friends in such 
sectors as construction and land develop- 
ment. 

Many jao poh have become immensely 
wealthy, paying off senior local officials and 
police to ensure they would not cross 
swords with the law enforcement agencies. 
Like their American mafia counterparts, 
they normally control a host of legitimate 
enterprises, such as construction, manufac- 
turing, transport and mining. Some have 
prestigious positions in sports associations, 
particularly Thai boxing, which, with huge 
sums of money involved, is another source 
of wealth. But the real money spinners are 
in the twilight world of underground lot- 
teries, illegal gambling, prostitution, illegal 





a SSG 


land encroachment, smuggling of goods in- 
cluding weapons, drugs, and protection 
fees for bars and restaurants. 

Politically, the system may have worked 
well on a back-scratching basis. Economi- 
cally, it has poured more wealth into fewer 
hands. 

Now, it appears, the NPC wants to elimi- 
nate a godfather syndrome which stretches 
back for more than a century. Gen. Is- 
sarapong Noonpakdi, the new interior 
minister who is also deputy army com- 
mander and NPC secretary-general, has an- 
nounced euphemistically that “influential 
businessmen,” or “dark forces,” will be in- 
vited to meet provincial governors and po- 
lice commanders to be told to correct the er- 
rors of their ways. Otherwise, Issarapong 
said, the military junta might take “special 
measures” against them. Law-enforcement 
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agencies would be given a free hand 
against them, he said, and under the cur- 
rent martial law that could mean arbitrary 
punishment. 

National police chief Gen. Sawat 
Amornvivat, also a deputy NPC leader, has 
said he has a list of about 200 influential 
people nationwide who are being invited 
for cosy chats and encouraged to mend 
their ways, or face the consequences. 

The word has quickly gone around. 
Sources say that several of the more notori- 
ous jao poh, fearing what special measures 
under martial law might mean for them, 
have gone for extended holidays abroad. 
Others have remained further to ingratiate 
themselves with senior military officers 
with whom they already enjoyed friendly 
relations. 

It was perhaps significant that on 4 
March the NPC chief, Supreme Commander 
Gen. Sunthorn Kongsompong, 
received two unexpected vi- 
sitors. One was influential ty- 
coon Charoen Pattanadam- 
rongkit, known as “Sia Leng” 
and dubbed by the press as the 
jao poh of the northeastern 
town of Khon Kaen. The other, 
bearing flowers, was Somchai 
Khunpluem, known as the 
Chonburi-based jao poh of the 
Eastern Seaboard, the new 
industrial development zone 
southeast of Bangkok. Chon- 
buri has a reputation as the 
most violent town in Thailand, 
with godfathers and hired gun- 
men being wiped out in spectacular fash- 
ion. 
Somchai, popularly known as “Kamnan 
Poh,” has a reputation as the most power- 
ful godfather in the land. He is big in min- 
ing, real estate and land development, but 
many small businessmen, including own- 
ers of restaurants and bars in the popular 
resort of Pattaya, also owe allegiance to 
him. Even Japanese investors in the area 
seek him out. He is known to have helped 
the Social Action Party to get four of its can- 
didates elected to parliament in the last 
election in 1988. Recently, he is reported to 
have been on close terms with the New As- 
piration Party of former army commander 
Chaovalit Yongchaiyut. 

In mid-1990 then interior minister 
Banharn Silpa-archa ordered special police 
commando squads to Chonburi to clean up 
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crime. A team of commandos was 
pictured in the local press lining 
up outside Somchai’s residence 
and knocking on the door in a 
“surprise” raid. Inevitably, the po- 
lice found nothing incriminating, 
and Somchai, of course, was out 
at the time — a reflection of his 
close links with local police 
and government officials. One 
theory at the time was that 
Banharn’s Chart Thai Party, the 
dominant party in the then ruling 
coalition, wanted to cut its Social 
Action Party partner down to 
size 


“It will be very difficult to 
crack down on the jao poh,” one 
leading Thai lawyer commented. 
“They have too much influence 
over the police.” Successive gov- 
ernments in the past have said they would 
move against the godfathers, but little has 
happened. 

During the 1990 purported crackdown 
in Chonburi, one police general, Maj.-Gen. 
Chalor Kerdtet, told the REVIEW the only 
way to deal with jao poh was to “shoot 
them.” Asked, in that case, what would 
happen to those who rose to fill the jao 
poh’s shoes, the general replied: “Shoot 
them also.” 

Clearly, a more sophisticated approach 
is called for. When police Maj.-Gen. Seri 
Temiyavej, reputed to be a tough and hon- 
est cop, was briefly head of the Crime 
Suppression Division, he stressed clean- 
ing up the police force and education as 
more effective ways of tackling the god- 
fathers. 


ritics of the military junta say the 

campaign against the jao poh is lit- 

tle more than a public relations 

exercise to shore up support for 
the regime. The junta has also said it will 
seize illegal firearms possessed by Thais, 
and has condoned a campaign by the in- 
terim civilian government to curb Thai- 
land’s well-known sex industry. Other cri- 
tics say that perhaps the mi- 
litary leadership, many of 
whom, like Sunthorn, have 
their own contacts with the 
underworld, merely want to 
shift to themselves the jao 
poh’s former allegiance to 
the old political parties. 
If so, that should not be 
difficult, because the mili- 
tary effectively rules the 
country. 

One indication that the 
military's drive against the 
jao poh was more than just a 
Thai-style shadow play was 
a report from Interior Minis- 
try sources that Somchai 
had agreed to cooperate 
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Teenage prostitutes in Thailand: empires built on vice. 


with the authorities by giving up activit- 
ies which had earned him notoriety, after 
talking to the Chonburi provincial gover- 
nor. To outsiders, but not to Thais, this 
would seem a curious move, because Som- 
chai has not been charged with any illegal 
activities. The same report said influen- 
tial people in nine other provinces had 
also agreed to cooperate after similar meet- 
ings. 

The godfather system in Thailand began 
in the 19th century with Chinese-immi- 
grant merchants acting as warlords to pro- 
tect their own communities. Some of these 
Chinese-Thais even received royal honours 
for their ability to keep a semblance of order 
in their areas, and at the same time ensure 
that the royal writ was maintained through- 
out the realm. From these beginnings, the 
jao poh system exploited the patron-client 
tradition which threads through the fabric 
of Thai society. 

Some godfathers have established 
something of a Robin Hood reputation. 
The local people beholden to them turn a 
blind eye to their wealth and violent ways, 
so long as they feel protected against minor 
criminals. A petty thief who disappears at 
the hands of a jao poh, or the arbitrary set- 
tlement of a land dispute in 
‘ the same way, has led many 
= 3 villagers to look on their 

£ local godfathers as a source 

E: of better recourse than the 
æ Often corrupt local govern- 
| mentofficials. Many local ty- 
coons, who could qualify for 
the title of jao poh, are re- 
spectfully known in north- 
ern Thailand as poh liang, 
and in the south as nai hua. 
Among the more indepen- 
dent-minded people in 
southern Thailand, the term 
jao poh means bad man, 
and voters there tradition- 
ally reject them at election 
time. 
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One Bangkok-based lawyer 
visiting the northeastern town of 
: Sisaket recently found it deserted, 
with no shops open or policemen 
in sight. He quickly discovered 
that it was the local jao poh’s 
birthday — effectively a local 
public holiday — with police, 
bureaucrats and traders attending 
his party. 
In the dark ages of uninter- 
rupted rule by ruthless military 
men, the jao poh tried to attach 
themselves to whoever was in 
power. But jao poh influence 
really came to roost over the 
past two decades, during which 
the parliamentary system began 
to blossom, despite intermittent 
bouts of authoritarian govern- 
ment. For the jao poh it was 
an opportunity to exploit the plural poli- 
tical system, and the corruption which 
went with it — particularly during the 
economic boom times presided over by the 
elected government of prime minister 
Chatichai Choonhavan, which ruled the 
country from 1988 until the 23 February 
coup. 

Many jao poh-financed frontmen in 
parliament in return for political patronage. 
One factor which emerged in the 1988 elec- 
tion was the appearance of alleged jao poh 
in parliament, with influential tycoons de- 
ciding to take a more direct hand in govern- 
ment, to reap the political spoils. 

One such figure, Piya Angkinand, 
known as the godfather of Petchburi — one 
of Thailand's most violent towns — was a 
Chart Thai Party MP in the previous govern- 
ment. In a surprisingly frank recent inter- 
view, he admitted spending Baht 400,000 
(US$15,660) a month to keep other MPs 
“in place.” Describing himself as a pro- 
tector and provider for the people of Petch- 
buri, he admitted that “more people die 
than are born [in Petchburi].” And on the 
fact that he himself has managed to avoid 
any skirmish with the law, he added: 
“Have you heard of bad guys ending up in 
jail? Sixty per cent of those thrown in jail 
today are good people — bad guys always 
know how to zigzag their way out of trou- 
ble.” 

Whether Thailand's jao poh now zigzag 
their way into the fold of the law — or the 
fold of military manipulation — is an open 
question. If the NPC is sincere in its pro- 
claimed campaign, eliminating the deeply 
ingrained godfather syndrome from Thai 
society will be a daunting task. 

Any sign of weakness on the part of the 
current crop of jao poh could well be 
exploited by rivals, and more bullet-riddled 
cars and restaurants may result. Some will 
doubtless wait for the next parliamentary 
election, promised by the NPC by April 
1992, when they will have good reason to 
expect business to return to normal. B 
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Crime godfathers linked to politicians 
Shady connections 


By Paul Handley in Bangkok 


f the Thai junta wants to get the coun- 
[»: jao poh, or criminal “godfathers,” 

into line, they should have little trouble 
contacting them. Years of tolerance have al- 
lowed the jao poh to become almost inex- 
tricably linked with society. They become 
MPs, play golf with the military, retain local 
policemen as personal bodyguards and 
control businesses, both legal and illegal. 
And the traditional Thai bonds of friend- 
ship, and more importantly, favours, make 
it difficult to extricate them. 

Godfather, in the Western sense, is a 
misnomer. There are no close-knit ex- 
tended families, as in the Italian mafia; no 
rituals, as in the Chinese triads. For Police 
Maj.-Gen. Seri Temiyavej, the former 
Crime Suppression Division chief, they are 
mostly bigshot thugs maintaining at best 
tenuous links with each other. 

Most are of Chinese extraction, growing 








Kamnan Poh, 
out of a tradition of organised protection — 
so-called triad societies — known in Thai- 
land as ang yee. But in Thailand the Overseas 
Chinese triad tradition evolved uniquely. 
The jao poh’s involvement in China’s Left- 
Right politics is virtually nil, and even 
Bangkok’s Yaowaraj Road Chinatown sees 
very little of protection racket crime. 

Underlining the Chinese identity of 
many jao poh is the common nickname 
“Sia,” the Chinese honorific for the son of a 
wealthy first-generation businessman. 

The typical jao poh today is involved in 
illegal lotteries, casinos, the sex industry 
and usually a host of legitimate businesses. 
Property speculation, land development 


flanked by Sitthi and former deputy interior minister Wattana Asavahem. 


and mining are popular, along with dis- 
pensing political connections. 

Bangkok’s top jao poh, So Thanavisuth, 
is the most typical. So is regularly linked 
by police and the press to casinos and 
brothels. With his bejewelled wife, he 
flashes around the parties of many of 
Bangkok’s merchant and political elite, 
often picking up the tab. His numerous ar- 
rests in casino-cum-massage parlour raids 
are ignored. It helps that So has long been 
an adviser and business partner of Pramarn 
Adireksan, a former interior minister — 
with overall responsibility for the police — 
and co-founder of the Chart Thai, the coun- 
try’s largest political party. 

The jao poh’s recent rise is associated 
with the evolution of Thai politics, says 
Seri. When the military held a more obvi- 
ous and stronger role in Thai politics, 
through the 1970s, the jao poh were kept 
under control. In various types of business, 
both sides could benefit. Yet the military 





never needed the jao poh as a prop to their 
own political power. 

With the advent of more civilian-domi- 
nated politics the jao poh found a new 
source of power. They supplied money, 
and the means to make it, to politicians 
who needed funds for their campaigns. 
They also organised efficient distribution of 
that money, as vote-buying, to deliver their 
districts to politicians. 

For example, the Social Action Party 
(SAP), with such respected names as former 
foreign minister Sitthi Savetsila and former 
prime minister Kukrit Pramoj, owes a lot to 
Kamnan Poh of Chonburi province. Poh, 
whose brother-in-law is a former SAP minis- 
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ter, supplies the party with money and en- 
sures that Chonburi MP slots stay solidly in 
SAP hands. 

The slow decline of the military's politi- 
cal influence paralleled the rise of the po- 
lice. Low on the totem pole in wages, status 
and discipline, the police began to enjoy 
the financial support of the jao poh by con- 
veniently ignoring their activities and acting 
as their personal bodyguards. 

Jao poh organisations maintain only 
loose links. The jao poh of Chonburi and 
Petchburi often exchange gunmen and pro- 
vide sanctuary for each other's people. But 
otherwise, the crime bosses keep their op- 
erations separate. 

From area to area, though, the jao poh 
maintain distinctly different roles and repu- 
tations. Bangkok’s jao poh are mostly in- 
volved in gambling rackets, and unlike in 
Kamnan Poh’s Chonburi, they do not own 
the police, who generally leave them alone. 

Aside from So, there is Chat Taopoon — 
also known as Chatchaval Kongudom — 
who operates from a spacious 
townhouse in the crowded market district 
of north Bangkok. Chat is popular at so- 
ciety parties and television shows as a 
crooner of Thai folk songs. He hands out 
recordings to guests and muses about 
going into politics himself, rather than 
being the man who delivers the Taopoon 
district's vote to the candidate of his choice. 

At 47 Chat, as one local newspaper put 
it, “wants it known to all that he is going to 
turn legitimate.” He has major construction 
and land development businesses, one of 
which was inaugurated by Kukrit, a re- 
spected member of the royal family. 

Chat’s friends insist he never uses 
violence to discourage rivals. “He only 
threatens them; that is enough.” Still, Chat 
made headlines in April 1990 when four of 
his men shot and nearly killed Charoen 
Pattanadamrongkit, known as Sia Leng, 
the top godfather of the northeast. 

Across Bangkok, jao poh Klaew Thani- 
kul was not so lucky. The godfather 
of Thai boxing was found shot dead in a 
pickup truck on 5 April, victim of a gang- 
land attack on a suburban road. Until the 
hit Klaew, 57, dominated the big-money 
sport (both Western and Thai styles), which 
involves heavy gambling and, frequently, 
fixed bouts. He was also linked to several 
casinos. He had survived at least two at- 
tempts on his life inside crowded boxing 
stadiums which left many others dead 
and injured. The attacks were blamed on 
gambling and boxing promotion rivals. 

Unlike Chat, Klaew did not play a major 
role in electioneering. But he was lionised 
as the head of the Amateur Boxing Associa- 
tion of Thailand and was openly friendly 
with numerous politicians and mili 

. When he 8 hauled in Rost 
shortly before the Asian Games in Peking, 
the national boxing team refused to partici- 
pate until his release. Newspapers linked 
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his release to contacts with Gen. Sunthorn 
Kongsompong, the Thai supreme com- 
mander. 

In the northeast, the jao poh’s status 
rose when the region, the country’s 
poorest, became popular with politicians 
wanting to buy themselves into power. 
Their networks for illegal lotteries and 
money-lending reach all the way down to 
the poorest villages, and are very efficient 
means of buying votes. 

Their other funding activities, such as il- 
legal logging, mining and smuggling, as 
well as legitimate businesses, make people 
like former noodle vendor and bill-collector 
Sia Leng — the region’s foremost jao poh 
— indispensable to politicians. The Chart 
Thai party, headed by former prime minis- 
ter Chatichai Choonhavan, had its strong- 
est base in the northeast. 

Inter-jao poh violence has been greatest 
in the northeast, where several have been 
assassinated in recent years. The northeast- 
erners are stoic about it. Following the 1989 
detonation of a Claymore mine on the 
Nakorn Ratchasima courthouse steps that 
killed logging tycoon Sia Yae, or Somchai 
Rorkvoralak, and 12 others — including his 
police escort — one local teacher com- 
mented rather aptly: “We do not mind the 
godfathers here killing each other. In the 





So Thanavisuth: glittering godfather. 


north, they are worse. They kill people.” 

That comment followed a series of kill- 
ings over real estate in the north, where the 
term jao poh is rarely heard. Traditionally, 
money in the north came mostly from 
drugs and illegal logging. No one held 
sway over more than a smallish local dis- 
trict. 

In recent years, the north has become 
the focus of domestic and foreign tourism 
and increased cross-border business. Land- 
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grabbing syndicates are now active and re- 
sistance to these has resulted in numerous 
murders. A northern sociologist says this 
could herald the advent of the jao poh sys- 
tem. Indeed, some of the region's bigger ty- 
coons — such as former agriculture minis- 
ter Narong Wongwan and the Shinawatra 
and Tantraphan families — are increasing 
their political and economic presence across 
the region. 

Life is more violent in the south, but the 
jao poh are far more low-key. Vote-buying 
has never been important in the region, 
and as one Nakorn Sri Thammarat MP 
said, the southerners do not want the jao 
poh to represent them. 

The shadowy “Five Tigers” reign in the 
rough provinces of Nakorn Sri Thammarat 
and Surat Thani. Each runs casinos and is 
involved in smuggling and extortion, as 
well as legitimate plantation and mining 
businesses. But no one matches the pre- 
eminence of a Sia Leng or Kamnan Poh. 

Yet even in the south, the central plains- 
style jao poh appears to be on the rise. With 
the boom in coastal tourism and plans for 
infrastructural development, Bangkok poli- 
ticians have aligned themselves with the 
local tycoons to play the land market, an ac- 
tivity which has helped cement southern 
jao poh-politician links. a 








2 Sung Shou Road, Taipei, Taiwan, Republic of China. 
Tel: (886) (2) 720-1234 Fax: (886) (2) 720-1111 
For reservations and more information about 
Hyatt Hotels and Resorts worldwide, call your travel 
planner or your nearest Hyatt 






THAILAND 3 


REGIONAL arra AS 


- Key region offers lucrative base for gangland czar 













y he birthday pry in 1989 for Som- 
i chai Khunpluem was one of the 
= biggest Thailand had ever seen. 
Some 25,000 revellers, including several 
cabinet ministers and numerous MPs, gave 
_ tremendous face to the man whose only of- 
-ficial title is kamnan, or district chief, along 
the coast of Chonburi province, southeast 
of Bangkok. 
© Police Maj.-Gen. Chalor Kerdtet sees 54- 
year-old Somchai, better known as Kam- 
nan Poh, differently. Chalor claims he is 
the worst criminal in the country — “he 
does everything.” 
= Kamnan Poh is the country’s top — and 
_ most untouchable — jao poh. He appears in 
_» Magazines and newspapers, and at politi- 
Gans’ dinners and business fetes. But, 
_ Strangely, the police cannot find him. He 
_ Still holds his title, as well as the mayorship 
of the beachside village of Saensuk in 
Chonburi. 
___ The strange case of Kamnan Poh might 
-not matter much if Chonburi were a minor 
province. But in recent years Chonburi and 
neighbouring Rayong and Chachoengsao, 
have become the focus of the ambitious 
__ Eastem Seaboard development plan — 
__induding a major new port, heavy in- 
_ dustry zone, oil refineries and numerous 
_ housing estates — woven between beach 
_ resorts like seedy Pattaya and classy golf 
` courses popular with politicians and the 
- Military. Kamnan Poh has a share in it 
call. 
i Chonburi is also a major centre for vice, 
_ smuggling and illegal drug operations, as 
well as extortion and murder — almost all 
of which goes unpunished. 
<- < Police say no significant economic acti- 
vity in Chonburi is outside the influence of 
Kamnan Poh. This has made him a partner 
with Bangkok’s business elite and numer- 
ous politicians of the former government. 
And his relatives and cohorts are busy ex- 
panding that influence into the other two 
‘provinces. 
All this has had serious consequences. 
_ The building of supporting infrastruc- 
_ ture for the Eastern Seaboard’s develop- 
-ment has been held up in part because 
_ politicians were too busy speculating in 
land. 
: Land prices in turn have risen too high 
for the government to acquire space for the 
_ infrastructure. Meanwhile, crime and en- 
_ vironmentally unsound development have 
-despoiled Pattaya. 
-= Kamnan Poh started as a minibus ope- 
_ tator and through involvement in shipping 
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Chonburi chieftain 


and an underground lottery built the 
power base that eventually made him the 
region’s top jao poh. 

His illegal businesses have funded a 
move into more legitimate lines such as 
property development, tourism, mining, 
construction and liquor distribution, mak- 
ing him possibly the richest man in the pro- 
vince. 


What highlighted Kamnan Poh’s role 
was a spate of gangland killings. Kamnan 
Poh made his move for Chonburi’s top spot 
after the assassination of Chumpol Suk- 
kaparangsi, alias Sia Jiew, in 1983. 

That was followed by a series of mur- 
ders of various jao poh lieutenants, in- 
cluding supporters of Kamnan Poh en- 
gaged in election work for the Social Action 
P 


Then, in April 1989, came the dramatic 
killing — on a highway in broad daylight — 
of rival jao poh Pipat Rojvanichakorn, also 


A fair cop 


For a short while, many hopes were 
pinned on police Maj.-Gen. Seri 
Temiyavej as one senior honest cop 
who would come to terms with the 
problem of organised crime in Thailand. 
Seri had been police chief of crime- 
ridden Chonburi, just southeast of 
Bangkok, before his appointment to 
head the Crime Suppression Division 
(csp), which has a nationwide brief to 
tackle major crime. He had announced 
his intention to go after the jao poh, Thai- 
land’s crime godfathers. 

Seri soon sparked turmoil in his divi- 
sion by removing several police. colo- 
nels, whom he accused of accepting 
substantial bribes from jao poh to turn a 
blind eye to illegal gambling and pros- 
titution. A bomb exploded outside his 
office in January. 

However, he fell foul of politics after 
the 23 February military coup which 
overthrew the government of prime 
minister Chatichai Choonhavan, and 
was accused by the ruling junta of tam- 
pering with evidence in a highly politi- 
cised alleged assassination plot against 
the country’s leaders in 1982. Seri was 


then transferred from the CSD to an inac- 


tive post in the northeast. 
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known as Sia Huat. 

Assigned to the case was Chalor, a 
hi respected investigator with some- 
Hay of a bounty hunter's zeal about Kam- 
nan Poh. But Chalor got nowhere. One 
reason is that evidence surfaced, through a 
suspect-turned-state witness, that police 
were probably involved in the killing, 
which was possibly sanctioned at very 
senior levels. 

The witness, Daeng Singpasung, iden- 
tified the killers, who appeared to have 
links to Kamnan Poh. But before the 
case could come up, Daeng and two com- 
panions were murdered last May by a 
gang armed with automatic rifles and 
grenade launchers. The military-like pre- 
cision of the operation was interpret- 
ed by many as a sign of official compli- 
ci 


"police conducted raids on Kamnan 
Poh’s homes and properties, but nothing 
was found. Like the television crews who 
joined the raids, he had been forewarned. 
Police, however, did find shells fired from 
the murder weapon at a shooting range be- 
hind one of Kamnan Poh’s homes, though 
they could not find him. After a few 
months, he resumed his normal activities 
— fixing land deals and giving interviews 
to the press. E Paul Handiey 


Before. he moved, Seri told. the 
REVIEW that the way to eliminate the jao 
poh problem was not so much by en- 
forcement, but by improving the quality 
of police officers and emphasising moral 
values within the national education 
system. He said because of the in- 
adequate education system the police 
force could not recruit sufficient men of 
quality, which in turn meant the aver- 
age policeman was open to bribery and 

He also said that apart from the lack 
of suitably qualified recruits, the force 
suffered as nepotism and patronage | 
played a large part in recruitment and — 
promotions. ee oe 

He further pointed out that the force 
was ill equipped to tackle a situation 
which had become more complex as the’ 
jao poh blended their criminal opera- 


tions with legitimate business. = 0 
Law enforcement had also become 


tougher because crime bosses were now 


< backed by politicians and other finan- 


ders, while the low calibre of policemen’ 
remained the same. The fact the jao 


_ pohs’ influence now extended up to the 


cabinet was a further complication, he _ 
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After rapid expansion it ts time for consolidation 


Pause for new growt 


By Adam Schwarz in Jakarta 


ndonesia in 1991 has the feel of a country in transition. Several 

strong years of economic growth have transformed the na- 

tional mood from deep-seated anxiety to cautious optimism. 

A stronger, better balanced economy in turn has left Indone- 
sian politicians eager to play more than a walk-on role on the world 
stage. 

A wholesale overhaul of economic policy in the mid to late 
1980s produced unexpectedly robust growth in 1988-90. By dis- 
mantling layers of suffocating regulations and allowing the private 
sector to emerge as the main engine of growth, the government 
was left with an economy far more insulated from the vagaries of 
international oil prices. 

But success breeds its own problems. Indonesia’s physical in- 
frastructure is reeling from the higher demands put on it. The 
country’s legal and educational systems are falling ever further be- 
hind in a rapidly changing society. And a surge in privately held 
wealth has brought to the forefront ethnic and regional rivalries 
and challenged the nation’s religious underpinnings. Indonesia 
must confront these issues before moving on to the next stage of 
growth. 


and intellectuals chafe for more latitude in being able to express 
their views. Finding themselves happy with a taste of economic de- 
regulation, many of Indonesia's opinion leaders are looking to sam- 
ple what Defence Minister Benny Murdani recently called “political 
deregulation.” 

These sentiments will come to the fore as Indonesia heads for 
parliamentary elections in mid-1992. Most pundits feel that the 
new parliament, which in turn will choose a president in 1993, will 
stick with Suharto for another five-year term though it is fair to say 
that even Suharto has yet to make up his mind about such a pros- 


But whether Suharto steps down in 1993 or not, the real political 
issue facing Indonesia is how the next presidential transition takes 
place. Observers will keep a close eye on the 1992 election cam- 
paign for clues to that process. The central challenge facing Suharto 
and his successor will be to accommodate the demands for more 
political participation without undermining the stability that pri- 
vate-sector investors crave. If history is any guide, that promises to 
be a slow, delicate and gradual process. 


Hadra ONY Wid LYH HYOM 


Political stability, a hallmark of President 
Suharto’s New Order government, has 
been a considerable help in drawing in vast 
amounts of new foreign investment. The 
armed forces and Suharto, now one of the 
world’s longest serving rulers, have made 
stability their overriding goal and they have 
enjoyed considerable success. 

For some, their success has been too 
complete. Artists, students, trade unionists 
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ment’s most pressing task is to maintain the 
momentum of reform. This will require 
greater private-sector involvement in build- 
ing power plants and water facilities, in 
constructing roads and harbours, and in 
providing mass transportation services — 
all steps the bureaucracy will resist. 

It will require that the substantial reform 
in the financial sector be matched with real 
reforms elsewhere in the economy, includ- 


PODOS _ ciniascacserousabichasyreseeeesaese 35 
ECOMOMY ......ssecerereesenscerseesonees 36 
Ea a O EPACAR TTT At 
Foreign policy ......sscseeeseeseeeseees 46 
Population ......:sessecssssssseeeersees 48 
Pulp and paper ............sseeerevees 50 
TOUPISIN: cvsssvatscccnssivecsssssntoncsene, Oe 


FAR EASTERN ECONOMIC REVIEW 


33 
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ing the agricultural sector. It means continued efforts to provide 
more vocational training, more investment in the country’s less de- 
veloped eastern provinces, and more resources devoted to the suc- 
cessful family planning programme. 

Finally, the government will have to counteract a rising percep- 
tion that powerful business interests and politically well-connected 
figures are benefiting disproportionately from the recent reforms. 

For a number of reasons, including a steadily greater reliance on 
foreign trade, Indonesia is set to assume a higher profile in the re- 
gion and further afield. Under the stewardship of Foreign Minister 
Ali Alatas, Indonesia has played a key role in bringing Cambodian 


factions closer to peace, while the resumption of ties with China in 
August was seen by many as a sign of Indonesia’s political matu- 


rity. 

Involved from the beginning, Indonesia has helped fashion re- 
gional trade initiatives such as the Asia Pacific Economic Coopera- 
tion (Apec) though top officials remain keen for the Gatt talks on 
world trade to succeed. As is its wont at home, Indonesia would 
prefer a world trading system based on cooperation rather than 
confrontation. Its lack of enthusiasm for Malaysia’s proposal for a 
regional trading block which would virtually kill Apec, spells pr: 
end of this idea, since Indonesian participation is vital. 





POLITICS 


Needed renewal 
brings anxiety 


By Michael Vatikiotis in Jakarta 


ndonesia moves towards elections in 1992 for the representa- 

tive assembly, the DPR, in a confident but introspective mood. 

The confidence stems from the economy’s steady growth and 
excellent prospects. But there is an underlying feeling of uncer- 
tainty over the capacity, after a quarter of a century in power, of 
President Suharto’s New Order government to renew itself. 

Suharto, heavily emphasising social harmony and stability, has 
fashioned a state machine with extensive influence over most as- 
pects of the society and economy. Now entering his 70th year, 
there seems no question that Suharto, who enjoys good health, 
could lead the country into another five-year term when his pre- 
sent one expires in 1993. But there is growing unease about the in- 
evitable transition. 

However much importance other governing institutions are ac- 
quiring as the country develops, the constitution endows the pre- 
sident with considerable power. Stability is perceived to depend on 
the presidency. Suharto has not and is unlikely to name a success- 
or, but is anyone being groomed? Or will there be a scramble for 
power after he leaves office? Although remote enough from the 
concerns of ordinary Indonesians, the question is increasingly 

pying economic planners and investors alike. 

Although often hard to read, all the signals seem to indicate that 
the current leadership has no immediate plans to step down. In- 
stead, Indonesia's leaders have set ambitious targets for the last 
decade of the century. They expect the country to “take off 
economically” and experience a second “national awakening.” 

“Take off” implies a marked change in the structure of the eco- 
nomy — presumably resulting in greater affinity with the region’s 
newly industrialised countries. Shunning the shift in continuity 
this implies, Suharto recently defined “take-off” as the attainment 
of steady growth. 

Seen in generational terms, the men who fought and won the 
country’s independence are reluctant to yield their influence. Not 
only are they concerned about what will become of them, they are 
also anxious to preserve their pragmatic approach to rule. The for- 
mulation of new targets is seen as a way of signalling their desire 
to oversee the country for even longer. 

Meanwhile, the complex society over which they have presided 
so wisely for so long, is rapidly changing in step with the country’s 
economic transformation. An influential middle class is emerging. 
Although numbers are small, the spending power it wields is driv- 
ing an expanding consumer market and fuelling more domestic in- 
vestment. Bankers admit that the comprehensive reform of bank- 
ing and finance since 1988 may not have succeeded without the de- 
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Suharto: embodiment of stability. 


mand for retail-banking and considerable savings-potential har- 
boured by the middle class. 

Indonesia also is making the transition from largely rural to a 
predominantly urban society, with over 50 million people — al- 
most one-third of the population — living in urban areas in 1990. 
Studies show that even the rural labour force is becoming more de- 
pendent on urban and industrial employment. The Jakarta city 
government calculates that half a million people commute to the 
city from its environs daily. The 13% growth the industrial sector 
has enjoyed since 1986 is telling evidence of the commercial deve- 
lopment of city outskirts in east and west Java. 

Accompanying these structural changes in the economy, tradi- 
tional patterns of inter-communal relations, labour relations and 
even family relations have altered. Prone to over-claim traditional 
values, the government is having to come to terms with what it 
means to become an industrialised nation. 

To the politically minded, a more open society encouraging 
broader participation in the political process is inevitable. Morally 
speaking there are those concerned about the erosion of religious 
values. Over-centralisation of dynamic sectors of the economy in 
Java has prompted the government to explore new incentives for 
developing peripheral areas of the country. Most sensitive of all, is 
the impact of economic growth on delicately balanced relations be- 
tween ethnic groups. 

All these issues have become major topics for debate over the 
past year and, to the government's credit, serious attention is now 
being paid to the social impact of Indonesia’s development. 

Going into the 1990s, therefore, Indonesia has reached some- 
thing of a threshold. Anxious to preserve the impressive economic 
performance, the government is in no hurry to halt the progress of 
economic reform. Yet the social impact of these reforms is worryi 
those who wish to preserve the state’s considerable influence and 
head off what some see as inevitably destabilising side-effects. 

Perhaps fortuitously, most forecasts predict a slight slowdown 
in economic growth over the next year — mainly fuelled by exter- 
nal factors. Many Indonesians are hoping this will provide an op- 






portunity for adjustments to be made — and for legal and political 
development to catch up with economic progress. 
__ The proximity of assembly elections in 1992 will intensify the 
discussion of political issues over the coming months. Key issues 
are likely to be the manner in which the elections themselves are 
held, and the extent to which platforms elected by the three par- 
ticipating political groups can contribute to government policy. Ac- 
cording to a leading member of the small Indonesian Democratic 
Party (PDI), Kwik Kian Gee, “the only constructive role for the par- 
es is to have an impact on government — to try translating aspi- 
rations into effective pressure.” 
_ The past three years have seen significant efforts at improving 
the function of the assembly, whose 300 members will all be 
up for election next year. A younger generation of representatives, 
and the government's apparent willingness to be more closely 
_ scrutinised, have contributed to the ppr’s higher profile. Contro- 
__versial issues have been debated openly, and though still unable to 
_ dictate government policy, many MPs feel they have made pro- 
_ gress towards influencing it. “The system is continuing to develop, 
_ itis becoming more open,” said Ismail Hasan Matereum, leader of 










ters — possibly by drawing up a list of candidates. 

Meanwhile, the government is doing its best to prevent social 
tensions from becoming a flashpoint of unrest in the run-up to the 
__ elections: Most of these tensions seem to have accompanied eco- 
__ Nomic growth. The frequency of land disputes can be seen as a by- 
__ product of industrial development. In smaller cities, local business- 
` men grumble about the activities of aggressive business groups 
from Jakarta. In Jakarta, there is unhappiness about the privileged 
access to opportunities given to politically well-connected business 





__ "Jf response, Suharto has made equitable development a key 
| theme of his speeches over the past year. “We need to pay 
__ -E greater attention to resolving the problems we are facing, and 
_ have not thoroughly addressed so far, including efforts to bring 
_ more equality to the distribution of the fruits of development,” 
. Suharto said last December. 
Policy moves have included an appeal to wealthy business 
__ groups to sell shares to co-operatives, a directive to have bigger en- 
- terprises help small businesses, and the fostering of ties between 
Muslim entrepreneurs and non-Muslim business groups. Nearer 
the elections, Suharto is likely to encourage members of his own 
amily to promote public ownership of their extensive business as- 
sets. 

Close as they are to the election period, some analysts have 
seen these moves in a cynical light. Suharto’s sponsorship of a new 
umbrella organisation for Muslim intellectuals, for example, has 
been criticised as an electoral ploy. However, in a political culture 
prone to using co-option as a mechanism for forging consensus 
_ among disparate interest groups, few argue with the country’s en- 
-viable stability. 

Political change in Indonesia is measured in inches rather than 
feet, and there are unlikely to be any substantive alterations to the 
» Status quo emerging from the elections. They will nonetheless be a 
_ test of strength for the New Order. While in neighbouring Singa- 
_ pore, the reins of power have successfully been handed to a 
_ younger generation — albeit still under supervision of Lee Yuan 
< Yew — and an assertive opposition is now a fact of political life in 
_ Malaysia, Suharto must demonstrate that politics by consensus 
` under a limited democratic umbrella can continue to serve the na- 
-tion's interests. a 
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ECONOMY 


Growth strains 


superstructure 


fter two years of frantic growth, Indonesia's economy is 
A slowing down in 1991. The long-term prospects for In- 

donesia, by far the largest market in Southeast Asia, remain 
bright. But in the short run, the country’s economic masterminds 
will have to give priority to the troublesome by-products of their 
own success. 

If foreign investment totals are any gauge, Indonesia continues 
to stack up well against its neighbours in the race to attract new in- 
vestment, both from the West and from Asia’s newly industrialis- 
ing economies. Indonesia’s key attractions — low labour and land 
costs, prudent fiscal and monetary policies, political stability and 
Asia's third-largest domestic market — will help keep the economy 
moving along nicely over the next few years. 

But sharply stepped-up economic activity in 1989-90 has over- 
whelmed the country’s physical infrastructure: Roads, harbours, 
power plants and telecommunication facilities are all straining 
under the pressure. Excessive demand in the economy has made 
itself felt through higher inflation, forcing the government to push 
up interest rates and discourage new investment. Finally, business- 
es looking to expand have been hampered by a shortage of skilled 
labour and qualified managers. 

“Indonesia is a classic case of an overheated economy which 


External balance 

















needs to be slowed down,” said Willem van den Wall Bake, Mor- 
gan Bank's chief representative in Jakarta. “There will be slightly 
slower growth this year but that’s probably a good thing.” 

Indonesia’s GDP, which grew by 7.4% in 1989 and probably top- 
ped 7% in 1990, is likely to slow to 5.5-6% in 1991, estimates Sanjoy 
Chowdhury, chief senior economist for Merrill Lynch Singapore. 
The main reasons for the slowdown are the government's tight 
money policy, a weakening demand for imports in the major West- 
ern economies, infrastructural bottlenecks and an expected drop in 
international oil prices. 

All of these factors have affected Indonesia’s balance-of-pay- 
ments position. Non-oil exports rose only by 6.7% in 1990 to 
US$15.3 billion, well below the 20.4% growth rate achieved in 1989. 
Non-oil imports, meanwhile, surged 29% to US$17.9 billion, com- 
pared with 18.6% growth in 1989. 

The merchandise trade balance was rescued by a windfall in oil 
revenues. The run-up in world oil prices following Iraq's invasion 
of Kuwait sent Indonesia's 1990 oil and gas revenues up 33% to 
US$11.8 billion. Bank Indonesia (Bi) governor Adrianus Mooy said 
the average price for oil exported by Indonesia — Asia’s only Opec 
member — jumped to US$32.62 a barrel in the fourth quarter of 
1990 against an average of US$18.48 a barrel through the first three- 
quarters. Indonesia had conservatively budgeted for an average oil 
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"It is visited by a great number of ships and mer- 
chants who buy a great range of merchandise, reaping hand- 
some profits and rich returns. The quantity of treasure in the 
islands is beyond all computation." 


These words were attributed to Marco Polo about 
Java, a place he passed by in 1293 but did not visit. We all 
know what happened after that. In the 16th century, the 
Portuguese, the Dutch and many others gained phenome- 
nal profits from the spice islands, through Jakarta, formerly 
called Batavia. 


Today, Indonesia is in a very enviable position. A 
stable government, incredible natural resources in oil, gold, 
timber, coal, with modernisation taking at a rapid 
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rate as the country prospers, Deregulation measures have. 
opened up the economy to foreign investment in a big way. 


Bank Internasional Indonesia enjoys the reputation. 
of being the strongest privately owned bank nationwide. 
With stability, controlled growth and an eye for profits, BIT 
has grown to be a highly respected institution in both the 
commercial and private sectors. 


Returning to the words of Marco Polo ... they could 
be reference to the Indonesia of today ... ‘Java is still the 
centre of trading interests in Indonesia, and offers all kinds of 
business men an opportunity to share in the wealth of this 
great nation" 
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price of US$16.50 a barrel for fiscal year 1990 which ended in March 
1991. 

Higher oil prices also raised Indonesia's import bill for certain 
grades of oil required by refineries and other industrial users. After 
adding in interest paid on the nation’s US$42 billion foreign debt 
and higher cost and freight es, Indonesia recorded a 1990 cur- 
rent account deficit of US$2.4 billion, almost double the level re- 
corded in 1989. 

More worrying still, private economists predict that the current- 
account deficit for calendar 1991 could rise significantly. Import 
growth is likely to continue because of raw material and compo- 
nent needs of the many new factories now under construction. 
Non-oil exports in 1991 probably will not grow sharply unless 
Western economies heat up sooner than e: ed and oil revenues 
are certain to slip following the end of the Gulf War. Taking these 
factors into account, some economists say the current-account def- 
icit could rise to US$3.5+ billion this year. 

Although such a shortfall would be worrisome for economic 
planners, it is not nearly as alarming a prospect as it would have 
been several years ago. In fiscal 1986 Indonesia ran a current-ac- 
count deficit of US$4.1 billion, which sapped reserves and prompt- 
ed a sharp devaluation of the rupiah. 

Indonesia's current-reserve position is in much stronger shape 
than it was five years ago. More to the 
point, the current-account crisis in 1986 
came when Indonesia was still highly de- 
pendent for its foreign-exchange revenues 
on oil and gas. That was a structural prob- 
lem to which the government's response 
was significantly to deregulate the eco- 
nomy and encourage private investment in 
non-oil and gas industries. 

Five years later, foreign exchange is 
sourced from a diverse collection of indus- 
tries. A major component of recent balance- 
of-payments difficulties — unexpectedly 
high imports — has to a large extent been 
caused by buying from abroad material 
needed for building and equiping factories 
which should support much higher export 
growth in future years. Thus, economists 
say, today’s difficulties are cyclical in nature 
and there is no need for the government to 
take drastic measures such as another de- 
valuation. 

“We will not devalue the rupiah,” Fi- 
nance Minister Johannes Sumarlin insisted 
in a March interview. “A devaluation would 
only create additional burdens for our budget and our economy.” 

To meet its immediate financing needs and to help fund major 
development programmes, the government can look forward to 
continued high levels of support from bilateral and multilateral 
donors. The 14-member Inter-Governmental Group on Indonesia 
(IGGI) will hold its annual meeting in June in The Hague to discuss 
soft-term loan disbursements to Indonesia. Economists expect IGGI 
to stump up at least the US$4.5 billion it promised last year and 
perhaps slightly more. 

The composition of the loan package, however, may be less 
favourable to Indonesia than in recent years. In fiscal year 1990, 
about one-quarter of the total foreign aid package received by In- 
donesia came in the form of untied, quick-disbursing programme 
aid. This year, the programme aid component is likely to decline, 
and the government may have to tap international capital markets 
to make up the difference. 

Indonesia also continues to be a favoured client of the Interna- 
tional Finance Corp. (IFC), the World Bank's private-sector affiliate. 
The IFC currently has equity stakes in 19 Indonesian companies, 
with a total investment portfolio worth US$154 million. But IFC 
chief executive Sir William Ryrie said the IFC was planning to invest 
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around US$500 million more in Indonesian companies over the 
next three years. 

“I think that pretty soon Indonesia will be the IFC's top invest- 
ment site in Asia and within five years one of our biggest [invest- 
ment sites] in the world,” Ryrie told the REVIEW late last year. “In- 
donesia is pursuing fundamentally sound economic policies and 
you can’t say that about too many countries.” 

Foreign and domestic observers have special praise for In- 
donesia’s management of monetary policy. Monetary matters are 
presided over primarily by Economic Coordinating Minister Radius 
Prawiro, Sumarlin and BI's Mooy. These officials, often referred to 
as the technocrats, were the principal movers behind the late 1980s 
campaign to deregulate the economy. 

In mid-1990, the technocrats started squeezing money supply 
growth once it became clear that excessive monetary expansion 
was contributing to higher inflation. Inflation in calendar year 1990 
reached 9.53%, up from 5.97% in 1989. “For the time being, we are 
winning the battle against inflation,” said Sumarlin. 

In February, BI improved its ability to implement monetary 
policy. In response to increased purchases of dollars in January 
and February — due to fears of a devaluation of the rupiah — 
BI forced state-owned enterprises to buy about Rps 8 trillion 
(US$4.14 billion) worth of central bank securities. 





BI then returned all but Rps 400 billion back into the banking 
system through purchases of money market certificates held by 
banks. The result was to put a virtual stop to speculation against 
the rupiah while at the same time adding significantly to the 
number of tools available with which to effect monetary adjust- 
ments in the future. 

Another, less desirable effect was to drive up interest rates. In 
1990 the average interest rate on one month time-deposits rose 
from 16% in January to 20% by the end of the year. After the BI- 
ordered withdrawal of credit in February, interest rates shot up to 
26-28%. 

The effect of higher interest rates is already apparent. Sales of 
consumer goods, which boomed in 1990, are waning. Car sales are 
down significantly and car prices have slipped 10-20% compared 
with early 1990. One of the largest motor assembly firms, Indomo- 
bil, closed its production facilities for three weeks in late March be- 
= slowing sales had raised inventories to an unacceptably high 
evel. 

The scarcity of credit has been felt throughout the economy. 
Many new property developments have been postponed because 
of funding shortages and other projects are likely to be cancelled 
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outright. “What projects are feasible with interest rates at 30%?,” 
_ asked Harry Kuntoro, corporate secretary of Bimantara, a fast- 
“growing business group majority owned by President Suharto’s 
son Bambang Trihatmodjo. 
It is too early to predict the cumulative effect of tighter credit on 
the plans of those who announced intentions to invest in Indonesia 
in 1990. The Investment Coordinating Board approved a record 
__ US$8.7 billion of foreign investment in 1990, an 80% leap over 1989 
_ approvals and in the first quarter of 1991 it approved a further Rps 
16 trillion of domestic investment and more than US$2.3 billion of 
< foreign investment. 
<, The actual level of new investment will be much lower. Histor- 
ically, only 40% of approved domestic projects and about 60% of 
_ foreign investment approvals are actually implemented. Infrastruc- 
` tural shortcomings and high interest rates are likely to force many 
investors in 1991 to reconsider their plans. 
© A glimpse at the Investment Board’s approval list shows that 
the newly industrialising economies of East Asia remain keen to re- 
locate industry to Indonesia. Of the US$8.7 billion of foreign invest- 
ment approved, Japan accounted for more than 25% of the total, 
¿Hongkong 11.4%, South Korea 8.3% and Taiwan 7.1%. 
~ Taiwanese and South Korean investors concentrated on labour- 
intensive sectors such as garments and footwear, while Japanese 
investment was strong in chemicals, industrial estates and indus- 
| trial machinery. 
____ Indonesia, already the largest exporter of liquefied natural gas 
LNG) in the world, is adding new capacity. Indonesia this year will 
export about 22 million tonnes of LNG, mostly to Japan but also to 

uth Korea and Taiwan. Indonesia already supplies more than 
half.of. Japan's imports of LNG, 
_which is touted as the energy source 
Of the future because it is relatively 
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donesia’s tropical rainforests — the biggest in the world after Brazil 
— is beyond Bapedal’s reach. The Forestry Ministry has tried to 
sanction loggers who overcut their timber concession areas but en- 
vironmentalists in Indonesia and abroad say that action is too little 
and too late to save the forests. Forestry Minister Hasjrul Harahap 
in January admitted that 40% of all logging firms were “recklessly” 
harvesting their timber concessions. 

One of the main threats to Indonesia's future economic growth 
is inadequate investment in infrastructure. “You can’t really blame 
the government for not supplying enough electricity,” said busi- 
nessman Iman Taufik. “Who could have predicted Rps 60 trillion of 
new investment projects in 1990?” 

Blame aside, a power shortage is now a major concern for the 
government and would-be investors. New factories in West Java 
are finding it extremely difficult to hook up to the state electricity 
monopoly PLN. 

PLN is only able to provide electricity to 54% of urban house- 
holds and 13% of rural households, according to a recent World 
Bank report. PLN is building several power stations in Java, which 
accounts for about 70% of total energy demand, but the biggest of 
these will not be ready until 1993 or later. 0 

Many economists have encouraged the government to allow for 
more private sector involvement in electricity generation. The gov- 
ernment has eased import tariffs on generator sets destined for pri- 
vate companies and has allowed private firms to supply electricity 
to factories on industrial estates. 

Providing eléctricity to private, residential users is more of a 
problem. Since PLN has access to the government's concessional- 
rate borrowings and its purchases of fuel are subsidised, the 
monopoly can sell electricity at 
prices well below what would be 
profitable for private firms. Unless 




































easy on the environment. Faisal 
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_Abda'oe, president of state oil 
monopoly Pertamina, said In- 
donesia would build up capacity to 
-30 million tonnes by 2010. 
Wood-based industries, now the 
largest foreign-exchange earner out- 
ide the oil and gas sector, will become even more important over 
the medium term. 























nother fast growing business in Indonesia is tourism. Tourist 
arrivals jumped from 1.3 million in 1988 to 2.1 million in 
; 1990, generating foreign-exchange revenues of just more 
-than US$2 billion. In Jakarta alone there will be almost 10,000 
rooms in four- and five-star hotels coming on line by 1994, roughly 
equivalent to the number of rooms now available. 
~ In contrast to Indonesia's successful efforts to introduce more 
petition into various industrial sectors, agriculture has re- 
ed largely off-limits to the reform-minded technocrats, despite 
important role it plays in Indonesian society. Some 70% of the 
pulation live in rural areas and agriculture accounts for more 
an a fifth of GDP. But strict licensing control remains the order of 
e day for most agricultural commodities. 
_ Environmental concerns began to creep into Indonesia’s deve- 
lopment lexicon in 1988-90 and, as is true elsewhere in the world, 
_ they are having an increasingly larger impact on official policy. In 
__ November a new environmental protection agency — Bapedal — 
_ was established. The agency is chaired by Emil Salim, who is also 
“minister for population and the environment. 
“We have now put environmental concerns into the main- 
_ stream of development planning,” Salim told the REVIEW in De- 
-cember 1990. In 1989 Salim announced water effluent standards 
_ and plans to set country-wide limits on air pollutants by mid-1991. 
_ While applauding Salim’s intentions, many environmentalists 
- = complain that Bapedal is severely understaffed and unable to en- 
_ force environmental standards. 
Environmentalists also complain that the management of In- 
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— a politically sensitive issue, espe- 
cially a year before general elections 
— private electricity generation is 
unlikely to be the solution to the 
power shortage. 

Indonesia’s influential minister 
for research and technology has stated that Indonesia will build nu- 
clear power plants to help make up the power shortfall. He told a 
Tokyo conference in November that Indonesia would build 12 nu- 
clear power plants by 2015, with the first ready to go in 2003. He 
said the 12 plants would be able to generate 7,000 MW. i 

Another infrastructural constraint is the lack of telephones. In- 
donesia has about 1 million installed telephones, or about one tele- 
phone for every 200 people. The difficulty of communicating by 
telephone or facsimile has reached alarming, if not quite critical, 
levels. hess 
Indonesia's attempts to add more telephone lines have been 
beset with repeated delays. The government took more than two 
years to award a contract to manufacture switching equipment 
for 350,000 lines, while state telephone monopoly Perumtel con- 
tinues to be bogged down by corruption and excessive bureau- 
cracy. ‘ 

Most investors say that infrastructural problems are a nuisance 
but not a major disincentive to investment in Indonesia. Investors 
are more concerned about the technocrats’ ability to continue dere- 
gulating the Indonesian economy. 

To date, the reform process has gone the furthest in the finan- 
cial sector. The government acknowledges that it must match these 
efforts with further reforms in the real, productive sector of the 
economy. The technocrats complain that it was the imbalance be- 
tween the fast growth of monetary expansion in 1989-90 vs the 
slower growth in the real sector that has forced them to tighten the 
money supply so sharply in 1991. F 

The government has made some strides in scaling down import 
duties and says more rationalisation of the import tariff schedule is 
forthcoming. It reduced subsidies for domestic fuel prices and fer- 
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One Step to Over 150 Places 
in Indonesia 


B eing the world's largest With over 150 branches, not only all 
archipelago, having a over Indonesia but also in New 
comprehensive network is of utmost York, San Francisco, San Jose, Los 
importance in Indonesia. Angeles, Sydney, Hong Kong, Tai- 
Lippobank, as one of the largest wan & Singapore, Lippo Banking 
private commercial banks and a group commands a solid network of 
select foreign exchange bank, is banking and financial services. 
geared to provide all your banking So when you do business or invest in 
needs in Indonesia. Indonesia, come to Lippobank. 


Lippobank is a listed company 
on the Jakarta stock exchange. 
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LIPPOBANK 


Established since 1948 


LIPPO CENTRE JI. Gatot Subroto Kav. 35-36, Jakarta 12490, Indonesia. ; 
Telp.. (62.21) 5201100,.5207090, 5203428, 5203429, 513886, 516767. Fax: (62.21) 5201092. Telex: 62007 
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PT Pabrik Kertas Tjiwi Kimia started in the 
paper business in 1978. Since then, we’ve grown 
- twentyfold, producing stationery and paper products 
for both domestic and overseas markets. 
The products we manufacture help 
contribute to our nation’s 5 
academic and 














economic 


with our paper 
and stationery goods 
now exported to more 
than 30 countries on 5 
continents, we feel justified in 
our sense of national pride. 
Indeed, we are now market leaders 
in the competitive Middle East market, with 
a90% share of school stationery sales in 


Saudi Arabia. 


Aiming to be the biggest. 
As market demand increases, so also do our 
_.. manufacturing capabilities. This year, we will be 
the world’s largest single-site stationery 

manufacturer. 

Weare producing a variety of stationery 
products, including school notebooks, writing pads, 
photocopy and computer paper. 


Quality paper at competitive prices. 
For manufacturing efficiency we have integrated 
` our production facilities. By manufacturing our own 
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chemicals and pulp we can control production quality 
ofa large variety of stationery produc! . All are 2 
processed centrally to guarantee a smi production 
process. es eS 
And by using modern high-tec chinery, we _ 
can sell high quality paper at competi ive prices, 
giving Indonesia the opportunity to ompete 
worldwide. 















Responsible Growth. ae 

We understand the need for responsible growth in. 

the paper industry. Our commitment to the ; 

environment is evidenced by our state of the ar 

treatment facilities, and our operation aste 
paper, agricultural waste and recyclable pr oducts. 





Flying high. | 
Domestic paper and stationery needs show a rapid _ 
increase in line with the growth and development of | 
our economy, and our nation’s schools, educational 
institutions, and businesses. 


The export market shows great potential, 
especially in view of the limited number of paper 
manufacturers in neighbouring countries, and their 
inability to meet the growing needs of their own — 
markets. 


The challenge now is for PT Pabrik Kertas 
Tjiwi Kimia, through a combination of 
professionalism and hard work, to realise the potential : 
these opportunities represent. And to fly ever 
higher. 






tliser prices in n May and Novêriber last year. But other i divelop- 
ments acted to remind observers that reform-minded technocrats 
ill ‘co-exist uneasily with politically well-connected firms keen to 
secure or maintain their vested interests. 
«In late 1990 a consortium of companies headed by Suharto’s 
youngest son Tommy was granted an exclusive licence to buy and 
sell cloves to producers of Indonesia's popular clove-blended kretek 
arette, The formation of the clove monopoly is viewed by many 
as a setback in Indonesia's deregulation drive. Another concern for 
economists is the habit of well-connected firms to tap the funds of 
state-owned banks to finance their pet projects, thereby reducing 
€ availability of resources for government-sponsored credit pro- 
grammes. 
A fair distribution of the fruits of Indonesia’s economic success 
one area government officials will need to focus more attention 
on. The perception that economic deregulation has given dispro- 
portionate benefit to the country’s small ethnic Chinese minority is 
a growing political problem. “It seems to many people that 
[wealth] imbalances have gone too far,” says businessman Aburi- 
il Bakrie. 
‘The government, through the Industry Ministry, is encouraging 
e nation’s larger firms to establish links with smaller firms by 


















hiring them as retains supplies, distributors or obs ontact 
Businessmen are unsure whether these steps will be enough to 
mollify critics of government policy. cB 

Kharis Suhud, speaker of the Indonesian parliament, opened 
the 1991 session by calling for a new law to limit business © 
monopolies and in February the Trade Ministry said it was nearing 
completion on a “small business act.” These efforts were supported = 
by Suharto who, in a speech in January, reiterated the govern- 
ment’s commitment to “an equitable distribution of development _ 
gains, economic growth and national stability.” i 

An additional area of concern for the government is an unequal 
pattern of growth among Indonesia's 27 provinces. The less-de- 
veloped, less-populated eastern regions of the country are falling 
further behind the more prosperous western areas of the country, 
particularly Java which will receive 84% of 1990's approved foreign 
investment and 70% of approved domestic investment. 

Left unchecked, the concentration of growth on Java will ex- 
acerbate infrastructural bottlenecks, threaten the environment 
and draw in still more workers from the outer islands. “The key 
to developing the outer regions,” Sumarlin says, “is for the govern- 
ment to build up infrastructure. Then the private investors will go 
in.” m Adam Schwarz 















































Deregulati 
he financial sector remains the most visible symbol of 
Indonesia’s five-year campaign to deregulate the economy 
and create a more vibrant business community. The rapid 

growth in banking activity and the creation of a viable capital mar- 
_ ket has paved the way for a massive mobilisation of new resources 
— which in turn financed dramatically higher private investment in 
988-89. 
But like the rest of the Indonesian economy, the financial sector 
in 1991 will be preoccupied with coping with the problems thrown 
up by two years of heady expansion. Top priorities for the coun- 
try’s financial authorities are to update the regulatory framework, 
encourage more training of finance professionals and push for 
more automation in clearing procedures. 
In the 27 months following landmark legislation in October 1988 
which deregulated the banking sector, 63 new private banks have 
opened for business, bringing the total to 174. The number of bank 
branches country-wide more than doubled to 4,500, 18 foreign joint 
venture banks were licensed and hundreds of smaller community 


credit banks i in rural areas were established. 
For consumers, the entry of so many 





edit and saving products on offer, and in 
general nudged consumer service to a 
_ higher level. Bankers lent money at unpre- 
|- cedented levels. The amount of credit ex- 


The growth factor z 


owned banks, private banks in the post-deregulation period took 
on a higher profile. 

Lending by private banks rose by 80% in 1990, compared with 
a credit expansion of only 36% by the state banks. By the end of 
November, national private banks accounted. for 36% of total cre- 
dits outstanding, compared with a market share of just 24% at the 
end of 1988. Meanwhile, credits extended by Bank Indonesia (Bi), 
the central bank, represented 14% of total bank credits at the end 
of 1990, compared with 26% a year earlier. 

Private banks offered to the public for the first time a wide selec- 
tion of savings schemes and other banking instruments such as cre- 
dit cards. On the asset side, banks stepped up lending for con- 
sumer purchases like automobiles and mortgages. 

Two years of rapid expansion, however, has left Indonesian 
banking face-to-face with a host of growing pains. Perhaps 
foremost amongst them is a critical shortage of qualified banking 
professionals. Banks and private institutes have expanded training 
programmes but the supply of bankers still lags well behind de- 
mand. Salaries for experienced bankers have been bid up to as- 
tronomical levels. 

Traders at Bank Duta speculated with depositors’ money, tak- 
ing positions well above the limits set by BI, and evaded BI notice by 
doctoring monthly reports submitted to the central bank. Salaries 
for experienced bankers have been bid up to astronomical levels. 

The supervisory standards of BI have failed to keep pace with 
growth in the industry. BI inspectors are overwhelmed with work 
and there is too little enforcement of reporting and financial re- 
quirements. 

BI, because of its inability to monitor banks closely, is partly to 
blame for several well-publicised b 
problems which came to light last year. The 
worst of the bunch involved Bank Duta, 
which announced in September it had ac- 
cumulated US$420 million in losses from 
foreign exchange trading. 

Later in the year, a smaller bank called 





tended by banks jumped 45% and 57% in 


Bank Umum Majapahit Jaya failed to meet 





1989 and 1990, respectively, to reach a 


its obligations to other banks in the central 





total of Rps 97.3 trillion (US$51 million) by 


clearing system. BI made emergency loans 





_ the end of 1990. Deposits collected by the 
banking sector grew at approximately the 


to the bank and the immediate problem 





was overcome. But many bankers remain 





_ same pace. 


suspicious that many of Indonesia's smaller 





The big winners in the newly deregu- 


banks are in similarly perilous financial 





lated environment were the private banks. 
-After decades of domination by seven state- 
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health.. 
In January 1990, Brissued a new regula- 
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lation ordering all banks to direct 20% of their loan portfolios to 
small-scale businesses with assets of less than Rps 600 million. BI 
governor Adrianus Mooy said at the time that private banks would 
have to help replace the subsidised credit programmes being 
phased out by BI. 
But many of the larger private banks, who previously had con- 
centrated on corporate clients, complained. They said efforts to 
force them into businesses where they had little experience would 
mly detract from the credit-worthiness of the entire system. 
Over the longer term, Br's efforts to keep banks healthy will de- 
pend on how successful the rest of the government is in deregulat- 
ing other areas of the economy. Mooy and Finance Minister Johan- 
es Sumarlin say the same type of wholesale reform that they have 
plied to the banking sector must be extended to the entire econ- 
omy if banks are to find and keep creditworthy customers in the fu- 
ture. “Bank reform was a necessary step but it is not sufficient,” 
Sumarlin told the REVIEW. 
__.< Since mid-1990 BI has pursued a tight money policy in a bid 
to keep inflation in check, a problem partly of Bis making. BI 
llowed the money supply to balloon upward in 1989 and early 
990 with the hope that more liquidity would drag down 
donesia’s stubbornly high interest rates. Interest rates did decline 
in early 1990 but only at the cost of aggravating inflationary 
pressures. 
_ The subsequent money supply squeeze has pushed interest 
__ Tates to levels higher than they were before the 1988 deregulation. 
In early April good borrowers were having to pay 30% for new cre- 
__dits. The higher cost of money has struck deeply into the profita- 
__ bility of many banks, particularly those that depend on interbank 





Time for a 
world role 


Pees: Suharto has said that as Indonesia's economy 
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strengthens, it should play a commensurately important 
. role in world affairs. There are signs of this, but opinion 
-iş divided about how to achieve a higher diplomatic profile with- 
out sending the wrong signals to Indonesia's smaller neigh- 
bours. 
_. Traditionally, foreign policy has been guided by the dictum: 
“free and active.” Membership of the non-aligned movement de- 
notes Indonesia’s commitment to be free of super-power influence. 
_ Less clear though is how active Indonesia can afford to be. 
Under the country’s first president, Sukarno, a “free and active” 
reign policy led Indonesia into confrontation with Malaysia and 
alignment with Peking and North Korea. After coming to power in 
1966, Suharto restored a sense of pragmatism, seeking peaceful re- 
lations with regional neighbours and much-needed aid from the 
- more prosperous non—-Communist West. 
= Since then, Indonesia has steered an ambiguous course; not 
uite an ally of Washington and the West, yet projecting a strong 
anti-Communist image. Partly this is indicative of a longstanding 
_ dualism in Indonesian foreign policy; the politically influential mi- 
| litary leaning towards the West, while still-influential nationalists 
advocate true non-alignment and argue for Indonesia to adopt a 
_ higher profile of its own. 
-Last year, Suharto managed to draw these two strands a little 
_ closer together by normalising ties with China after a break of al- 
_ most 25 years. Peking’s implication in the 1965 attempted coup pre- 
_ Gipitated a freeze on relations which many Indonesian diplomats 


FAR EASTERN ECONOMIC REVIEW = 


lending to fund themselves, and has added to concerns that some 
banks will be unable to survive the tight money period. ... 

BI has tried to address some of the problems facing banks. New 
regulations which went into effect on 28 February force banks to in- 
crease capital, reduce exposure to stockmarket speculators, more 
strongly control foreign exchange trading and spend more to train 
personnel. Bankers expect that soon other regulations that will 
make state banks more accountable for their operations. 

Sumarlin says the government in the next two months will sub- 
mit to parliament a new law on banking. The new law, basically a 
codification of regulatory changes over the last two decades, is 
also expected to allow foreigners to buy shares in private Indone- 
sian banks and provide for stiff criminal sanctions against banks 
that violate rules. 




























better regulatory system for the Jakarta Stock Exchange (JSE). 

The exchange, one of the fastest growing exchanges in the 
world in 1989, is currently in a slump. The principal reason is the 
withdrawal of funds by foreign investors preoccupied with events 
elsewhere in the world. But, at home, shabby enforcement of the 
rules, greed and an antiquated settlement system have all helped 
push the market down the slippery slope. 

As with other industries in Indonesia, stockmarket regulators 
are gasping to keep up with higher volumes of activity and the ar- 
rival of many new entrants. A total of 33 firms went public in 1989, 
more than doubling the number of publically listed companies at 
the end of 1989. And in 1990 another 66 firms listed shares for the 
first time, raising some US$3 billion in the process. 


T he Finance Ministry is equally concerned with establishing a 





considered was exerting a drag on regional economic and political 
relationships. 

Normalisation of ties with Peking in August 1990 was seen as a 
landmark of Indonesian diplomacy, and one that is likely to have 
far-reaching effects on the Asean region. More specifically, the un- 
freezing of ties with China also helped Indonesian-led moves to 
find a solution to the Cambodian problem. 

In offering to mediate in the protracted Cambodian conflict, In- 
donesia assumed a Herculean task. Not only are the Cambodians 
themselves deeply divided and always on the verge of all out civil 
war, but the external powers supporting different Cambodian fac- 
tions also remain at loggerheads — principally China and Vietnam. 
Indonesian Foreign Minister Ali Alatas has employed all his skills 
as a negotiator to harness all the conflicting parties to an agreement 
— something he appeared almost to achieve in 1990. 

Critics say Alatas has taken on a hopeless cause which, in any 
case, can only be settled by the major powers. However, if persis- 
tence pays off, Jakarta may reap rewards in other areas. 

Indonesia wishes to project itself as an important and responsi- 
ble member of a number of international fora. It is a member of the 
Organisation of Islamic Countries, Opec and the non-aligned 
movement as well as Asean. Confidence bred by economic pros- 
perity has resulted in a desire to play a leading role in these organi- 
sations. 

Suharto is believed to be interested in hosting the next non- 
aligned summit in 1992. The secretary-general of Opec is former In- 
donesian oil minister Subroto. In Asean, Indonesia is arguing for 
greater stress on non-alignment and the establishment of a Zone of 
Peace, Freedom and Neutrality (Zopfan) in the region. “We are 
Moving into a new era, a new equilibrium of forces, a new security 
environment,” Alatas argues: For this reason, he claims a non- 
aligned approach is essential. 

Two factors may hinder Indonesia's bid for a more prominent 
role on the world stage. In the first place Indonesian officials are re- 
luctant to lobby openly for pole position in these fora. Officials 
argue it is unseemly and distinctly un-Indonesian to openly pursue 
the Non-aligned movement leadership, for instance. A more realis- 
tic reason may be Indonesia's fear that too open a campaign would 
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New brokerages more than matched the growth in listed firms. 
By the beginning of 1991, there were 245 licensed brokerage houses 
in Jakarta, almost two for every listed stock. “The competition is 
very sharp. New brokers are slashing commissions to get new cus- 
tomers,” said Sani Permana, former head of the Jakarta Brokers 
Club. 

The market is unsophisticated by regional standards. With a 
few exceptions, detailed corporate and market analyses remain 
largely the province of foreign brokerage houses. For the most part, 
foreign investors, either directly or through Indonesia country 
funds, drive the market. 

With so many issues coming to the market in early 1989 and 
mid-1990, the market was already staggering under its own weight 
by the time Iraq invaded Kuwait. But the invasion, and the sub- 
sequent efforts by fund managers to sell stocks for cash, brought 
the JsE’s logistical backwardness into stark relief. 

A manual settlement procedure failed to keep pace with the 
higher level of activity and delays for stock deliveries reached three- 
to-four weeks. Unreliable accounting and over-optimistic prospec- 
tuses hurt investor confidence. 

The government's tight money policy added to the JSE’s prob- 
lems by pushing up interest rates, and thereby encouraging invest- 
ors to move funds from the exchange into bank deposits. Since the 
JSE requires that domestic investors hold at least 51% of all listed 
shares, finding new sources of domestic liquidity is paramount. 
With foreigners sitting on the sideline for most of the past eight 
months, market turnover has suffered. 

Weak regulation has also put off some investors. A well-publi- 
cised scandal in January — in which a local broker bought up to 


Li Peng with Alatas: fence mended. 


draw attention to as yet unsolved international issues such In- 
donesia’s annexation of East Timor — which remains on the UN's 
decolonisation list and is a persistent thorn in the side of Indone- 
sian foreign policy. 

To help overcome residual human-rights concerns, Indonesia 
joined the UN Human Rights Committee in Geneva this year. Cre- 
dit goes to Alatas for persuading security officials in Jakarta to be 
more open about dissident problems in East Timor and more re- 
cently in the North Sumatran province of Aceh. 

Having left behind the provocative nationalist themes of the 
Sukarno era, Indonesia is searching for new ways of expressing it- 
self in a world increasingly defined in multi-polar terms. China, 
Japan and India are all likely to emerge as regional powers as the 
predominant influence of the US and the Soviet Union in the re- 
gion recedes. 
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Rps 6 billion of stock with phoney cheques — added to investor 
fears. In December market watchdog agency Bapepam issued new 

tions requiring brokers to add capital and maintain higher 
liquidity levels, but many brokers continue to feel Bapepam is tak- 
ing too lax an approach to regulation. 

Stiffer capital requirements, however, should help weed out of 
the market many smaller brokers and speed up efforts to privatise 
the exchange. Proposals to privatise the jSE have been delayed by 
disputes over how to select exchange members from the existing — 
and excessively large — pool of brokers. 

The government hopes that a provision allowing for mutual 
funds — also announced in December — will increase retail in- 
terest in the stockmarket. Brokers, however, say the mutual funds 
will not catch on until the tax authorities modify regulations which 
effectively tax investment funds twice. 

Sumarlin said a new bill on pension funds and insurance com- 
panies would be submitted to parliament for debate before the end 
of May. “The bills will bring new funds into the market,” he said. 

The market will also broaden into new types of securities. Listed 
companies raised Rps 400 billion in rights issues in 1990 and that 
total is expected to rise significantly in 1991. 

Convertible bonds are set to take off as companies look for fund 
raising alternatives to expensive bank debt. John Style, who heads 
Jardine Fleming Nusantara, the largest foreign brokerage house in 
Jakarta, expects some US$600 million in new convertible bond is- 
sues over the next six months. Finally, lawyers and investment 
bankers are now working on ways to make commercial paper a vi- 
able funding option for Jakarta’s biggest companies. 

m Adam Schwarz 





While seeking to act as a bulwark against external hegemony 
over the region, Indonesia certainly is in no position to become a 
threat to her neighbours, despite her vast size and population. 
Strategic analysts in Jakarta point out that Indonesia's armed forces 
— numbering some 500,000 in total manpower — are ill-equipped 
to project force beyond Indonesia’s boundaries. The military is 
primarily trained to deal with internal threats to security, and de- 
fend the country from external attack. 

Rather, the foot-soldiers of wider Indonesian interests are more 
likely to be her entrepenuers and large corporations. Economic 
growth has lent a significant boost to the domestic private sector 
and given large business groups an appetite for overseas expan- 
sion. 

Indonesian corporate expansion in the Philippines, Singapore, 
and Malaysia has been evident for some years. Traditionally close 
ties with Vietnam have also facilitated some investment in Viet- 
nam. More remarkable have been successful forays into US, Euro- 
pean and Australian corporate territory. 

It is too early to say just how much influence Indonesia’s cor- 
porate sector can bring to bear on foreign policy. But it is worth re- 
membering that trade ties between Peking and Jakarta established 
in 1985 paved the way for normalisation. Certainly Suharto’s close 
ties with certain Indonesian-Chinese businessmen played a role in 
persuading him to bury the hatchet with Peking. 

On a micro-scale, the cooperation of Jakarta business interests 
are also proving crucial to the success of Singapore’s “growth 
triangle” concept linking the economies of Johor in Malaysia, Riau 
province in Indonesia and Singapore. 

Traditionally, foreign policy in Indonesia has been 
as a competition between suave western-educated diplomats and 
rather less sophisticated military officers. Already the decline of mi- 
litary influence has been signalled by a number of key diplomatic 
positions previously reserved for military appointees being filled by 
civilian ambassadors. 

Some analysts wonder whether in the not-too distant future 
business interests in coalition with the state — adopting a model 
similar to Japan’s Miti corporation — will also play a more promi- 
nent role in Indonesia's foreign policy. m Michael Vatikiotis 
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success brings 
new problem 


By Margot Cohen in Jakarta 


ndonesia’s family planning programme has been a centerpiece 
of the New Order, with various social indicators confirming the 
. great strides made over the past two decades. Now, popula- 
tion workers worldwide have a new reason to make a pilgrimage 
here — Indonesia has more experience than any other country in 
use of Norplant, a highly-effective, slow-release but reversible 
contraceptive for women that is implanted in the upper arm. 
_ The US Food and Drug Administration approval of Norplant 
_ last December has prompted an outpouring of inquiries from de- 
loping nations, which may now obtain the implants and service 
delivery support from USAID. 

But what other countries may learn is to proceed with caution. 
As Indonesia's experience shows, too rapid introduction of 
Norplant without proper training at the field level can create seri- 
us public health problems. 

Such problems have not been publicly discussed here. Ata time 
when the Norplant programme is being expanded and upgraded, 
local officials are rather anxious to avoid a backlash against the new 
_method. They are equally intent on preserving Indonesia’s interna- 
_ tional reputation as a leader in family planning. 

The reputation is well deserved. In 1989 President Suharto won 
_ an award from the UN Population Fund for his long commitment 
to family planning, reflected in his adminis- 
` trations systematic attempts to foster a 
Awo-child norm in the world’s fifth most- 
populous nation. Census figures released 
last December confirm the success of these 


















Asian Development Bank, the UN Population Fund, and USAID are 
all providing funds to upgrade the programme. Whatever the re- 
medial steps taken, Indonesia’s problematic experience with 
Norplant may prove instructive. 

Indonesia was the first country to move from clinical trials to 
widescale use of Norplant within its national family planning pro- 
gramme. From 1987 to 1990, more than 886,000 Indonesian women 
in all 27 provinces received the implants. To date, the Indonesian 
Government has purchased some 75% of the international supply, 
though other countries, including Thailand, China, Sri Lanka, Co- 
lumbia, Chile and Sweden have also begun using the method in 
their programmes. 

Private doctors, researchers, and family planning officials here 
agree that the implants have proved highly successful when in- 
serted by trained personnel in a sterile clinical environment. 
Norplant consists of six silicone and rubber capsules that release 
progestin in a sustained, low-dose over a five-year period. 

But problems arose in 1987 when the government began mass 
insertion of Norplant as part of its longstanding “safari” program- 
me. The “safari” represents an intensive effort to meet fixed targets 
of new acceptors. A team of government health workers — accom- 
panied by local Muslim leaders, teachers, and sometimes military 
personnel — descend on a village and gather all the women to- 
gether for a lecture on the benefits of contraception. By the end of 
the day, they recruit anywhere from tens to hundreds of women to 
adopt IUDs, pills, or other methods. Individual counselling and in- 
formation on side-effects tends to be minimal on these occasions. 

The “safari” is a dangerous setting for Norplant, according to a 
February 1990 report commissioned by the New York-based Popu- 
lation Council, a non-profit group that has poured US$20 into de- 
veloping and introducing the implant. The study on which the re- 
port is based revealed that many health workers did not receive 
formal training in insertion and removal techniques. This resulted 
in implants plunged far into the muscle instead of just below the 
skin, and incomplete extraction of capsules 
in the case of uncontrollable side effects or 
other complications. Sterile equipment was 
not always available, compounding the risk 
of infection 








_ efforts. The 1990 population count of 179.3 


Other sources confirm the study’s find- 





million was less than demographers antici- 





ings. “We received so many cases, referred 





. pated, while the 1980-90 growth rate of 
1.97% represented a considerable im- 
provement over the 2.32% recorded from 
_ 1971-80. 
_ The most recent National Contraceptive 
Prevalence Survey — conducted in 1987 by 
Indonesian Government agencies together with the US-based Insti- 
tute for Resource Development/Westinghouse — showed that 
95% of married women know about contraception and 48% of 
them use it in some form, almost all adopting a “modern” method 
‘such as the pill, the 1UD, or injectable slow-release contraceptive 
rmMones. 
_A number of factors contribute to these gains. The chairman 
f the National Family Planning Coordinating Board (BKKBN), 
Haryono Suyono, is known as a “can-do” man whose energy gal- 
vanises the entire bureaucratic machinery behind the programme. 
The network of contraceptive-providers now stretches down to 
many far-flung villages, no mean task in such an expansive ar- 
chipelago. Over the past two years, the government has made con- 
certed efforts to broaden the role of the private sector in family 
_ planning, and is now setting up a counselling service for the un- 
. married young, a sector that had been long overlooked. Perhaps 
_ Most important, in a country where close to 90% of the population 
__ identify themselves as Muslim, family planning officials have care- 
-fully cultivated the backing of Islamic leaders. 
__ There is a new goal for 1991; all methods are being reviewed 
_ and Norplant is receiving particular scrutiny. It was a top item on 
_ the agenda at BKKBN’s annual meeting in mid-March, and the 
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from other provinces,” says Dr Biran Af- 
fandi of the Raden Saleh. clinic in Jakarta. 
Dr Biran, chairman of the University of In- 
donesia’s Study Group on Human Repro- 
duction, pioneered the Norplant clinical 
trials here in 1981. “We saw paralysis of the 
left hand . . . infections and abcesses. Most were as a result of 

However, he added, the number of cases started declining last 
year. “We still receive referral cases but not as many as before. 
There are not so many infections.” The scope of the problem re- 
mains unclear, because the 1990 study fails to indicate how many 
women received Norplant during the “safari,” campaign. 

The Population Council report concludes that “a slowdown in 
the expansion of Norplant introduction into the national program- 
me should be considered to assure that adequate time and re- 
sources for the technical preparation of providers and for the pro- 
vision of equipment and supplies.” 

Instead, the government has picked up the pace. In February, 
BKKBN chairman Haryono and minister of health Adhyatma an- 
nounced a major new campaign in six cities — Jakarta, Bandung, 
Semarang, Surabaya, Medan, and Ujung Pandang. Participants 
will get a special discount on Norplant, which costs up to Rps 
70,000 (US$36) in a private clinic, though it is free during the 
“safari.” If used for the five full years, Norplant's cost is roughly 
equal to pills. 

Negotiations are also under way to open a Norplant factory in 
Indonesia, in order to reduce costs and increase availability. BKKBN 
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expects the implant’s popularity to overtake that of the 1uD, though 
only 5% of acceptors at the moment opt for Norplant, compared to 
27% using IUDs. 

In response to the Population Council report and other com- 
plaints from the field, Indonesian officials are making efforts to im- 


prove the Norplant programme. Since last October, “safari” work- | 


ers based in almost every provincial capital have undergone addi- 
tional training, and in January and February, BKKBN officials went 
to the provinces to try to improve expertise in counselling. 
Norplant removal continues to be a particularly troublesome 
issue. Up until now, health worker training has focused almost en- 


tirely on insertion rather than removal, the latter being far more dif- | 
ficult. As the original acceptors near the end of the five-year cycle, | 


this is becoming critical. During BKKBN’s annual meeting, it was 
stated that some 13,000 women will require removal this year. 
Other government projections suggest that in three provinces 
alone, nearly 70,000 women will require removal by 1993. “Outside 
Jakarta and Semarang, the removal facilities remain very limited,” 
warns Joedo Prihartono, programme director of the Kusuma 
Buana Foundation. The BKKBN annual meeting yielded a recom- 
mendation for rapid expansion of removal training. 

The other main problem lies in screening acceptors. Officially, 
Norplant is supposed to be inserted while a woman is menstruat- 
ing, to ensure that she is not pregnant. This has proven impractical 
during the one-day “safari.” Consequently, numbers of women in 
early of pregnancy have been given Norplant, and then had to 
have the capsules removed. Although Dr Biran says that no signs 
of abnormality have yet appeared in babies carried to term, no one 
knows just what effect Norplant has on fetal development. Other 





women in the same situation have chosen abortions — which are | 


illegal and often dangerous. 
The shortcomings in the Norplant programme have cast doubt 


on the entire “safari” approach and the wisdom of birth control | 
target figures being rigidly interpreted by local civil servants. Ac- | 


cording to Agus Rukanda, chief of BKKBN’s bureau of contraceptive 
services, UN agencies involved in population programmes are ad- 
vising the government to scrap the one-day “blitz” approach. In 
the past, USAID has asked the government not to use its funds in 
this way. “While, in theory, there are good reasons behind the ap- 
proach, anything organised on such a massive scale, involving so 
many kinds of people, is bound to leave something to be desired 
in terms of quality,” says Population Fund country director J. S. 
Parsons. 

BKKBN recently changed the name of “safari” to “operasi bakti” 
(service operation) to get away from the image of hunting for ac- 
ceptors. On a more substantive level, officials say that such excur- 
sions will now be reserved for particularly remote areas on the 
outer islands, instead of routine activities on Java. In future, three 
days before the medical teams arrive, counsellors will be dis- 
ae to improve screening and answer questions on side ef- 
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PULP AND PAPER 


Aiming for a 
world market 


By Jonathan Friedland in Jakarta 


ndonesia is still proceeding towards its goal of becoming one of 

the world’s top 10 producers of pulp and paper by the end of 

the century. But the bloom of enthusiasm that accompanied 

the announcement of a slew of big ventures in 1989 and 1990 has 
slightly faded. 

A steep drop in world pulp prices, growing environmental con- 
cerns and tight liquidity have conspired to slow down the pace of 
industry development. Briefly, so did the war in the Middle East, 
the main market for the relatively small percentage of Indonesian 
pulp and paper now sold overseas. 

But wood-based industries, now the largest foreign-exchange 
earner outside the oil and gas sector, will become even more im- 

t over the medium term. The government has made a con- 
certed effort to push timber-using industries towards making 
higher value-added products such as furniture and specialty 
plywood. The government has offered in- 
centives to private firms investing in pulp 
and paper operations and projects that 1.5 
million ha of timber estates will be planted 
by 1994. 

Industry executives estimate that eight 
of 22 pulp expansion schemes licensed by 
the government to go ahead are actually 

ing on schedule. Indonesia cur- 
rently has 14 pulp producers with a com- 
bined capacity of 960,000 tonnes per 
annum. That figure is expected realistically 
to rise to 1.32 million tonnes by 1993. If all 
the licensed schemes were to materialise, 
Indonesia’s pulp output would reach a 
grandiose 7.6 million tonnes per annum by 
the early part of the 21st century. 

Expansion efforts by paper makers, par- 
ticularly those who are not trying to integ- 
rate with a pulp mill and instead are aiming 
more modestly to meet the specialised 
needs of domestic manufacturers, are far- 
ing better. A recent article in the industry 
journal Asia Pulp & Paper estimates that pro- 
jects now under construction or with 
machines on order will raise Indonesia's 
paper output from 1.5 million tonnes to 3.5 million tonnes by the 
end of 1992. There are currently 41 paper producers in Indonesia, 
13 of which are integrated with pulp operations. 

Those that have publicly committed themselves to the huge 
capital spending needed for integrated pulp and paper operations 
are clinging to the belief that Indonesia's immense comparative ad- 
vantage over the now-dominant northern hemisphere producers 
will see them through the lengthy and expensive march towards 
the top of the world order. They include five of Indonesia's largest 
conglomerates; Sinar Mas, Raja Garuda Mas (RGM) — which have 
already made a good start — Astra, Barito Pacific and the Kalimanis 
Grou 
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“At the end of the day, the pulp and paper industry is a sustain- 
able, renewable and profitable one for Indonesia,” says Sukanto 
Tanoto, chairman of the Raja Garuda Mas Group and its publicly 
listed rayon pulp maker Inti Indorayon Utama. Adds Eddie E-Tak 


The paper ch 
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Nothing in the market has changed 

Industry executives are fond of pointing out the following facts: 
Indonesia has the world’s second-largest tropical rainforest — an 
estimated 100 million ha — after Brazil. A tonne of wood pulp in 
Indonesia costs roughly US$160-280 to produce, far less than the 


US$450-500 per tonne production costs of Scandanavian produc- 
ers. Pulp cost makes up the majority of the cost of paper produc- 
tion. 

As a major oil producer, Indonesia also has fuel cost advan- 
tages, and wage bills, which account for about 22% of the total cost 
of pulp production, are about one-third of those in Thailand and 
Malaysia, which are also trying to boost their pulp and paper in- 
dustries, and one-tenth of Taiwan's, Indonesia’s closest regional 
competitor. 

Potential demand is similarly promising. Indonesians use less 
paper per person than any other country in Asia and demographic 
factors suggest there will be rapid growth in demand for writing 
and printing paper. Government policies to spur non-oil exports 
means that demand is already strong for industrial paper like 
corrugating board and kraft liner, for cigarette paper and for 
household paper. Much of this specialised paper is now im- 

rted. 

Pe While no one can quibble with the potential, reality has been 
more difficult, with the drop in world pulp prices being the biggest 
immediate headache for the industry. Sukanto estimates that long- 
fibre pulp, the type produced by In- 
dorayon, is now selling at US$480 a tonne, 
down from US$610 a tonne in June 1990 
when his company listed shares on the 
Jakarta Stock Exchange. While Indorayon 
managed to meet its US$53.6 million profit 
forecast for 1990 and maintained a hefty 
after-tax profit margin of 60%, Sukanto and 
other analysts say they do not expect pulp 
prices to recover within the next two years. 

Financing is also a problem, particularly 
for US$500 million-plus integrated pulp 
and paper facilities. Rupiah borrowing rates 
are now at a staggering 30% and existing 
and fledgling pulp and paper companies, 
which are attempting to raise at 
least US$4 billion in funds over the next 
couple of years, must compete against one 
another and against big-ticket oil and chem- 
ical projects for a limited pool of offshore 
bank finance. 

Nor does equity fund-raising offer an 
easy option. The Jakarta stockmarket re- 
mains depressed and analysts say com- 
panies will not easily be able to repeat last 
year’s trick of flogging stock at a premium 
with the knowledge that undiscriminating investors would snap 
it up. 

Together, Indorayon and two companies owned by Sinar 
Mas, integrated producer Indah Kiat and stationary maker Tjiwi 
Kimia, raised US$542 million from successful initial public offerings 
in 1990. Currently, cigarette box manufacturer Surabaya Agung In- 
dustry Pulp & Paper is the only company in the sector with firm 
plans to list, while Indorayon plans to issue US$75-100 million in 
convertible bonds to fund completion of its US$200 million rayon- 
making facility. 

Alongside government-owned producers Kertis Leces and 
Kertas Kraft Aceh, Sinar Mas and Raja Garuda Mas are the present 
industry kingpins. Sinar Mas’ Indah Kiat makes 300,000 
million tonnes a year of pulp and by 1995 it will increase that 
to 1 million tonnes. Two-and-a-half years from now, Indah Kiat 
will also be operating the largest paper plant in Southeast Asia 
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with a total production capacity of 744,000 million tonnes per 
annum. 

The group's far smaller Tjiwi Kimia is also upping its stationary 
making capacity to 260,000 million tonnes per annum by 1992. Also 
in the works is Sinar Duniamakmur, which will produce spe- 
Gialised industrial paper by the second half of the 1990s. 

Sinar Mas is the best advanced of the Indonesian companies in 
establishing an overseas sales presence. It now has offices in Aus- 
tralia, North America, the Middle East and throughout Asia. Cur- 
rently, Indonesian companies led by Sinar Mas export around 18% 
of their total paper production, mainly to the Middle East. During 
the Gulf War, says Shaw, exports slumped to around 8% of na- 
tional production. 

RGM has two major projects in motion. The first is Indorayon, 
which is already producing 180,000 million tonnes of pulp annu- 
ally. It is building a rayon manufacturing line that will produce 
27,000 million tonnes per annum by 1992, primarily for use as a cot- 
ton substitute by the domestic textile industry. A second line of 
similar size should be operational in 1994. RGM is also the major in- 
vestor in Riau Pulp and Paper which plans an initial combined 
capacity of 500,000 million tonnes per annum by 1994, rising even- 
tually to 1.1 million tonnes a year. The Riau facility is currently in 
the engineering phase. 


in the paper business as a passive investor, with shares in 
Kertas Kraft Aceh and in newsprint producer Aspex. Its 
US$750 million Kiani Kertas will probably be the first integrated 
project to get off the ground in Kalimantan, producing 450,000 mil- 
lion tonnes of pulp by 1994 with a paper line to be added later. The 
final decision on the project is expected during the second half of 
this year. 
Engineering consultants have also been engaged by the ply- 


B ob Hasan’s plywood-based Kalimanis Group is also alread 
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wood-based Barito Pacific Group, controlled by Prayogo Panges- 
tu. It plans a 1 million tonnes per year pulp facility, Tanjung Enim 
Pulp & Kertasin, to be opened in Suamtra in 1994. President 
Suharto’s daughter Siti Hardijanti Rukmana is also investing in the 
project via her Citra Lamtoro Group. 

Indonesia's second-largest conglomerate, the Astra Group, is 
less well advanced in its plans. Astra is planning a 300,000 million 
tonnes per year pulp mill, called Suryaraya Wahana, to be com- 
pleted in Kalimantan in 1995. A second, more ambitious project in 
Irian Jaya, appears to have run into trouble after the pull-out of the 
US Scott Paper company in 1989. The Irian Jaya project, which is 
based around a massive 550,000-ha forestry concession and a 
350,000 million tonnes per year pulp mill, is now a joint venture 
with state-owned forestry company Inhutani II and Barito Pacific. 
But analysts in Jakarta say that they do not expect the mill to be 
built until the late 1990s, if at all. 

Of all the projects, the Astra-Scott venture has drawn the worst 
fire from environmental groups, who are lobbying against the 
replacement of tropical rainforest with mono-culture crops like 
eucalyptus and acacia. All of the pulp and paper producers say 
they are feeling the heat and claim that they are doing their best to 
protect Indonesia’s forest resources. 

“Any resource business that is not in harmony with the envi- 
ronment is not going to last,” says Sukanto. “We are the emerging 
forest products supplier. We are planting more than we cut. If we 
do not, then we lose our strength.” 

The Indonesian Government has also been feeling pressure 
from the environmental lobby. According to Jolyon Petch, research 
chief at Jardine Fleming Nusantara, the state investment board 
BKPM has slowed up new project approvals in the sector. Similarly, 
the Forestry Ministry is said to be acting more cautiously in grant- 
ing licences for the exploitation of existing forest, or its replacement 
by tree plantations. a 
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TOURISM 


Looking for new 
playgrounds 


he growth in Indonesia's tourism has been one of its great- 

| est economic achievements. Indonesia earned US$1.89 bil- 

lion from tourism in 1990, making this sector the fourth- 

largest foreign-exchange earner overall. Tourist arrivals increased 

by 33% in the period 1989-90. Even so, the country’s potential as a 
tourist destination has yet to be fully exploited. 

With the launch of “Visit Indonesia Year,” badly hit at the start 
of the year by the Gulf war, the government hopes to catch up in 
an area in which many observers consider the country has lagged 
behind regional neighbours. Thailand, for example, exceeded 5 
million visitors last year. 

By comparison, Indonesia is aiming low. It attracted 2.6 million 
tourists in 1990, compared with 1.6 million in 1989 and 1.3 million 
in 1988. The target for 1993, set in 1989 as part of a five-year plan, 
was 2.5 million, but it should comfortably exceed this. 

Indonesia's approach to what is becoming one of the world’s 
fastest growing industries, is cautious. “I do not believe in boom- 
crash approaches to the development of this industry,” says Direc- 
tor-General of Tourism at the Ministry of Post, Telecommunica- 
tions and Tourism, Joop Ave. His preferred strategy is aimed at 
planned, steady growth with emphasis on quality “without losing 
track of quantity.” 

Some say this is just as well. Indonesia's vast size and infra- 
structural difficulties pose greater problems for development of a 
tourist industry than Asean neighbours have not had to contend 
with. But this does not mean tourism is low on the list of develop- 
ment priorities. 

A key planning priority is employment creation, and in this re- 
spect tourism, a labour intensive industry, will play a major role. 
“It is extremely important that employment creation is em- 
phasised,” says Joop Ave. More than 1.6 million people are already 
employed in the tourist sector, and the potential is there to capture 
precisely those people the government is anxious to employ — 
young, school-leavers and university graduates. 

Tourism can also fuel income in poorer areas of the country. Re- 
cently initiated tourist developments on the island of Lombok in 
Nusa Tengara Barat, one of the poorest provinces in Indonesia, is 
one example. Even on the already well-developed island of Bali, an 
estimated US$1 billion investment in hotels, convention centres 
and recreational facilities on the southern Nusa Dua peninsula (in- 
volving 10 hotels) has created jobs for an estimated 10,000 people 
in one of the poorer areas of the island. 

Marketing will be the key to making Indonesia’s drive to deve- 
lop a tourist industry a success. Here, though, other Asean coun- 
tries are already well-advanced. “Visit Indonesia Year” and the US- 
based “Festival of Indonesia” launched last year, are expected to 
break new ground in this respect. Under the “Visit Indonesia 
Year,” banner, more than 250 tourist-related festivals and exhibi- 
tions have been scheduled across the archipelago. This year’s 
Pacific Area Travel Association conference in Bali will be one high- 
light. 
a Indonesia Year” also is an opportunity to enhance In- 
donesia’s own awareness of its tourist potential. Joop Ave admits 
there may be concerns about the “negative impact” of tourism on 
Indonesia's delicately balanced society, but he insists that the posi- 
tive side, in terms of income-generation, patronage of the arts and 
increased demand for locally manufactured goods and handicrafts 
will outweigh any misgivings among locals about their exposure to 


$. IA 


FAR EASTERN ECONOMIC REVIEW 





P MPASI: 
1991 





outsiders. There are also plans to step up vocational education in 
tourism — a further two educational centres for the tourist industry 
will be added to existing training centres in Bandung and Bali. 

Over-concentration in established tourist destinations such as 
Bali, Jogyakarta in central Java and Jakarta remains a problem. On 
Bali, for example, spiralling over-supply of rooms and narrow 
operating margins quickly saddled hotel-owners with financial 
losses after the Gulf war sparked a temporary global recession in 
the tourist industry. 

With more than 9,000 rooms at star-rated hotels on offer, dis- 
ruption to air travel caused by the Gulf war saw occupancy rates 
plummet from 60-90% in February 1990, to between 10% and 50% 
during the same month in 1991. The resulting price war — which 
had some hotels offering discounts of more than 50% — may have 
longer-term effects, since agents are likely to use the cheap rates of- 
fered during the Gulf war as levers to push down group rates. 

Hotel occupancy levels in Bali is expected to decline anyway be- 
cause of the surplus of accommodation. By the end of 1992, the In- 
donesian Hotel and Restaurant Association estimates Bali will have 
some 15,000 star-rated hotel rooms on offer. On average, Bali has 





Lake Toba: there is more than Bali. 


captured about one-third of Indonesia’s total tourist volume — 
some 600,000 people in 1989. 

To help diversify the range of tourist destinations, the govern- 
ment plans specialist marine resorts in a number of previously un- 
derdeveloped areas, Aceh in northern Sumatra, Bunaken in north 
Sulawesi, and Gili island off Lombok are among the planned new 
areas. Medan, as the gateway to Lake Toba in central Sumatra, also 
is targeted. There are also plans to develop the islands of Batam 
and Bintan in hopes of attracting Singaporeans, only a few 
kilometres away, for weekends. However, the successful develop- 
ment of new destinations in other parts of the archipelago depends 
on how fast the country’s domestic transport network can be har- 
nessed more efficiently to tourist needs. 

Work on an expansion of Jakarta’s Soekarno-Hatta airport is 
proceeding apace, and there are plans to make Surabaya’s Juanda 
airport a hub for incoming flights from Asian countries. Surabaya 
is already a major hub for domestic air routes to the eastern islands, 
but much of this traffic is still dominated by domestic loads. 

In this respect recent inroads made by private carriers into the 
monopoly previously held by the two national carriers, Garuda 
and Merpati, are significant. Sempati airlines, a re-launched private 
carrier with a fleet of seven new jet aircraft, has already increased 
the number of daily links with Singapore. @ Michael Vatikiotis 
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- Rajasthan refurbishes rajahs’ residences, rail-cars 


Castles in the desert air 










‘By Jug Suraiya in Jaipur 

hat with the Gulf War and 
domestic socio-political up- 
heavals, 1991 has not proved 

: to be the happiest choice for 

_ "Visit India Year.” All over the country, 
tourism is foundering in the wake of mass 
_ cancellations. 

- But, with resolute optimism, the north- 
western state of Rajasthan continues to re- 
build castles in its pellucid desert air. At the 
same time, however, it has decommis- 

“sioned one of its more curious palaces: the 

| zold Palace-on-Wheels. The end of March 

-signalled the last run for the famous train. 

<< Since 1984 it had been taking foreign 

“visitors for a royal ride down the tracks of 

__. Rajasthan’s history, covering all the state’s 
-major tourist attractions in a week-long, cir- 

-cuitous 2,400-km trip. Com of an- 

tique saloon coaches built for the private 
suse of local maharajas, the Palace-on-Wheels 

“was billed as a unique rite of passage. 

A streamlined replacement Palace-on- 


























Wheels, combining air-conditioned moder- 
nity with period decor, is currently being 
made in the Madras railway workshop. 
The updated Palace-on-Wheels will be 
ready to roll in October, when the next 
Rajasthan tourism season begins. 

Rajasthan Tourism Department Corp.’s 
Anil Malik, the senior manager of the train, 
admits that some of the Palace-on-Wheels’ 
quaint charm will inevitably be lost in the 
remodelling. But he feels that this will be 
compensated by greater comfort and con- 
venience, making it possible to extend the 
present schedule of 26 weekly round trips 
between October and March. 

The Palace-on-Wheels is not the only 
palace due for a facelift. The sun-bleached 
landscape of Rajasthan is strewn with rug- 
ged forts and grand havelis (large man- 
sions), many deserted and in disrepair. 

Better known properties, such as 
Udaipur’s Lake Palace (where the James 
Bond movie Octopussy was filmed), have 
long been converted into hotels. Of late, 
entrepreneurs have turned their attention 


centres where legal 






to smaller relics of feudal history, often off 
the beaten track. Some of these will now be 
transformed into “designer destinations” 
for the discerning traveller. 

The 15th-century Neemrana fort, on 
the New Delhi-Rajasthan border, has been 
rescued from bat-infested neglect by three 
investers from the capital. Its 16 rooms 
have been painstakingly restored to make it 
an exclusive “hotel with a difference.” The 
16th-century citadel at Kharwa, near 
Ajmer, is undergoing a similar process of 
conversion, as is Ghanerao, just outside 
Jodhpur. The 17th-century Kishangarh fort, 
once claimed to be impregnable, has been 
breached by financial pressure and opened 
its gates to the Taj Hotels group. 


ome properties are being restored 
by professional hoteliers with a 
keener eye for attractive balance- 
sheets than for authentic battle- 
ments. But a number of the stately hostel- 
ries of Rajasthan are being run by descen- 
dants of the royal houses themselves, who 


borat en ye aes 


When the agreement was signed, Ruili was a typical provin- 












Letter from Ruili 

_ Seafood may seem an incongruous commodity in the land- 

locked, mountainous province of Yunnan in southwestern 
_ China. But in most towns here, every self-respecting restaurant 
now serves huge, delicious prawns and crabs — fresh from the 

_ Andaman Sea, south of the Bay of Bengal. 
Every day, these delicacies are delivered by convoys of old 
_ army trucks, some of World War II vintage, that grind their way 
- up the Burma Road across the old Bailey bridge on the Shweli 
river near the Sino-Burmese frontier. The seafood is carried on 
canvas-covered beds of ice to protect it throughout the three- 

ay drive from Rangoon: over the sun-baked plains of central 
Burma, up through the Shan Hills to Lashio, and on to Ruili on 
the Yunnan side of the border. 
-. Other Burmese items abundantly available in Ruili include 
agricultural and forest products, precious stones and jade. The 
-income from these products, in turn, pays for Burma's imports 
_ from China of textiles, plastic goods, medicines, canned beer, 
_ cigarettes and accessories for motor vehicles. 
E This commerce is the result of a 1988 Sino-Burmese agree- 
-ment permitting official trade across the two countries’ common 
border. The pact followed years of rampant black-market 

dealings in rebel-held areas along Burma's: Yunnan frontier. 

-Under the new arrangement, the towns of Muse in Burma’s 
_ Shan State and Ruili in Yunnan have been designated as 
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cial Chinese cluster of dull, grey flatblocks and drab government 
offices. But the booming border trade has transformed the town = 
into a sprawling, glitzy bazaar. Pen ge oe 

New hotels, banks and department stores have sprouted, __ 
their signboards featuring Burmese script as well as Chinese — 
characters. In far-off Peking, austerity and ideological rigidity 
may once again be the watchwords now that hardliners are 
back in control. But here at the border, whirlwind capitalism 

vails. 

Many of the local merchants are Chinese, but Burmese trad- >: 
ers, too, can freely ply their commerce; 15-day stay permits are -` 
routinely granted to any Burmese citizen who crosses the fron- ` 
tier. Those who want to stay longer can also readily obtain © 
renewable six-month visas, which are valid for Ruili and its sur- 

“Business is good here,” said a Burmese merchant in Ruili’s. 
central market. “I used to trade with Thailand. But that’s almost 
over now. Chinese goods are maybe not top quality, but they 
are less expensive than Thai ones. And, unlike the Thai border, 
there’s no fighting here.” As a result, the markets of northern 
Burma — and even as far as Rangoon — are flooded with cheap 
Chinese consumer goods, while the warehouses in Burmese 
towns on the Thai border are almost empty. 


So should the cross-border trade between Muse and Ruili be — 
hailed as an unmitigated success story in neighbourly trade re- 
lations? After all, it provides China with a wide variety of 
raw materials, Burma gets badly needed consumer goods, 
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have taken to their new role as 
to the manor born. 

Seated on the floodlit terrace 
of Samode palace, north of 
Jaipur, Yadavendra Singh, the 
young and urbane scion of 
Samode’s erstwhile ruling fam- 
ily, says he is adding five refur- 
bished guest-rooms to the cur- 
rent total of 27. His ancestral 
home was converted into a 
hotel in 1986. 

The palace, today billed as 
among the best ed in 
Rajasthan, would have fallen 
into ruin were it not for foreign 
tourism. Instead, it remains a 
noteworthy example of what Yadavendra 
Singh calls the “simulation of fantastical re- 
ality.” 

As the visitor climbs the grand staircase, 
a shehnai (oboe) wails in welcome. Turbaned 
family retainers bestow marigold garlands 
and daub an auspicious vermilion tika on 
the forehead. Whisper-footed servitors lead 
the guest through the dazzling Sheesh 
Mahal lounge into a suite with a kingsize 
bed canopied with crossed war spears. 

“We've designed all the guest-rooms 
ourselves,” says Yadavendra Singh. Such 
pursuits are something new for the royal 
house of Samode, which traces its geneal- 
ogy to the 16th-century hero, Prithviraj 
Singhji of Ajmer, who in turn claimed de- 
scent from the legendary Lord Rama. 

Northwest of Samode, Kesari Singh 


and many local traders are making a fortune. 
_ Buta stroll down any street in Ruili after dark immediately 
reveals another, much seedier side of life in this border boom- 
town. On a recent evening, the only law enforcement official 
spotted anywhere in Ruili was a Chinese policeman in a baggy 
Pech who stumbled through the central market and 
ietor promptly placed a bottle of beer 
on the table in front of him, which he gulped down with con- 


over a stall. The 
siderable difficulty. 


As in so many of the world’s frontier towns, jungle law pre- 
yails in Ruili. The doorways of dimly lit shacks afford glimpses 
of scantily clad prostitutes. Venereal disease clinics abound, 
with ams warnings pasted on the outside walls. 

Scat nas be & good place for Dardos traders. io get ach 
quick, but they can lose their money just as fast in the gambling 
dens tucked behind restaurant kitchens. Drug abuse is also 
rampant; the notorious Golden Triangle is just behind the rug- 

mountain ranges visible on the town’s southern horizon, 


across the Shweli River. 


_ Even the cross-border commerce in more innocuous goods 
consequences in Burma. The virtually 

to China has left Mandalay 
and other towns in northern Burma facing severe shortages of 
items which until recently were plentiful. Garlic, onions, fruit 
and in some cases even rice are not available to — or are too ex- 


pensive for — many local Burmese. 
Real-estate 


erty is 
ter future 
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prices, too, have rocketed in Mandalay as prop- 
t by Chinese merchants who apparently see a bet- 
r themselves on the other side of the border. For 





Pleasures and palaces; no place like Rajasthan. 


converted his 250-year-old Mandawa castle 
into a hotel six years ago. “Last year I had 
14,000 guests, 99% from abroad,” he 
proudly reports. “Of course I'd welcome 
domestic tourists. But most of them would 
want video in their rooms. Can you im- 
agine video here?” Instead of canned enter- 
tainment, diners are treated to a torchlit 
procession of fiercely moustachioed dan- 
cers brandishing swords and ululating war 
songs. 

Not all of Rajasthan’s palaces belong to 
royalty. Merchant princes, too, went in for 
grand castles. Using Mandawa as a base, 
visitors can explore the Shekhavati region, 
once at the crossroads of commerce be- 
tween China and the Middle East. There, 
the rich traders of the last century built their 
grand havelis, each attempting to outdo the 


dalay publications. 


would-be emigrants, documentation is no 

Burmese identification papers sell in Ruili for as little as Kyats 

50,000 (US$8,200 at the official exchange rate), plus “tea peor 

to the local Burmese military commander accross the border. 

The new wave of Chinese i 

anti-Chinese sentiments among many Burmese, as reflected in 
cartoons and short stories on the subject in local Man- 


other in sheer opulence. 
There was the Dalmia of 
2 Chirawa, who is said to have 
$ bumed banknotes to heat the 
tea kettle; and the Kakraniya, 
who boasted of having played 
host to Queen Victoria (despite 
the inconvenient fact that the 
monarch never visited India). 
When the patterns of com- 
merce changed, the merchants 
moved to bigger cities, leaving 
Shekhavati with memories fad- 
ing faster than the splendid 
frescos that adorn its walls. 
The carved doorways of a 
number of Shekhavati’s smaller 
houses have been pulled out and sold to 
dealers. A local resident says that as the 
traditional portals are no more than five- 
and-a-half in height, the current occu- 
pants, taller than their forebears, prefer less 
old-fashioned fittings. 

In the courtyard of the Poddar haveli in 
Nawalgarh, now converted into a school, a 
group of Western tourists stares at a 125- 
year-old fresco of a train. The principal of 
the school explains that as the townsfolk 
could not go to Bombay to view the coun- 
try’s first railroad, local craftsmen produced 
an artist's impression for the benefit of con- 
temporary sightseers. 

Now that the Palace-on-Wheels is no 
more, Rajasthanis will have to once again 
rely on painted records of the lavish rolling 
stock of the 19th century. a 


problem: genuine 


tion has sparked traditional 


Another bone of contention is the local timber trade. Every 


reached alarming 


night, a steady stream of timber trucks rumbles through Ruili, 
en route to Kunming and other Chinese cities further inland. 
The deforestation of northern Shan State is reported to have 
proportions, actually exceeding 
publicised logging activities along the Thai-Burma border. Re- 
ped a group of loggers with Yunnan connections was allot- 

ted an 8,000-tonne hardwood concession in Kainggyi, an offi- 


cially designated catchment area for the Rangoon government's 
showcase Saidawgyi hydroelectric and irrigation project. 


much more 


Ironically, just 10 years ago Ruili was a supply centre for 


un- which until 


ful way. 


Chinese aid to the insurgent Communist Party of Burma (CPB), 


ted in the hills south of the 


That insurrection failed miserably. But, as a Mandalay merchant 
on the streets of Ruili sees it: “What the Chinese did not achieve 
by supporting the CPB has been accomplished in a subtle, peace- 


“Today, they have gained control over the whole of northern 


here in Ruili also.” 
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Burma. They control our resources, our markets. But what can 
we do? We have to make a living. That's why we have to be 


m Bertil Lintner 






Hard act to follow 





- Dragons in Distress: Asia's Miracle 

_ Economies in Crisis by Walden Bello and 
Stephanie Rosenfeld. The Institute for Food and 
_ Development Policy, San Francisco. US$12.95. 


~The newly industrialising countries 
(NICs), the authors say, are “falling back to 
the Third World.” They quote (with de- 
_ light, it would seem) a 1984 study by the 
_ CIA: “the change in the composition of the 
"NICs will more likely be the result of a coun- 
_ try falling from its ranks than advancing to 
< the status of an industrial 
country.” That prognosis 
~ seems not to have been 

“borne out by events. 

> True, the growth of the 
: © NICs has indeed slowed; also 
= true that they face rising la- 
_ bour costs and growing pro- 

. tectionism. But Taiwan and 
_ South Korea have dealt with 
-these problems by following 

_ Japan in relocating their 
= plants in less developed 
countries. Indeed, modern 
- history shows that only two 
_ things have succeeded in 
_. drastically reducing an eco- 
_ Momy with an industrial base to develop- 
ing-country status: war and foreign debt 
crises. 
==> While comprehensively documenting 
_ the dark side of the three NICs’ growth — 
_ labour repression in South Korea, environ- 
_ Mental degradation in Taiwan, and foreign 
firms’ dominance of Singapore — the book 
is hardly convincing in its thesis that the 
_. “dragons” are in distress, or even that their 
_ qtisis is that unique. Indeed, labour re- 
_ pression, environmental degradation and 
frantic searches for markets have marked 
_ the growth of capitalism since its incep- 
tion. 
The Nics’ continuing dependence (for 
technology from Japan nek overseas 
markets) cannot be gainsaid, but what the 
book fails to appreciate is that industrialisa- 
tion has a way of raising an economy’s 
overall capabilities and potential to a level 
where it has the resilience to weather world 
= Capitalism’s cyclical crises. 

‘e A quite obvious example here is South 
_ Korea's advanced infrastructure of high- 
- Ways and nuclear power. Whether this was 
_ due to the American geopolitical project of 
_ containing North Korea or whether Japan 
__ saw South Korea as its first market for plant 
exports seems to be immaterial now from 
_ the point of view of the country’s economic 
"prospects. The engine and transmission of 
_ an Excel car may still be designed in Japan; 
_ Hyundai plants though are still technologi- 
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cally a quantum leap away from totally 
Japanese-run car assembly plants in the 
Philippines. 

The book itself could not help noting 

this particular factor in South Korea’s 
growth: the country’s “genius has been 
to marry licensed (and often unlicensed) 
technology to efficient manufacturing pro- 
cesses and cheap labour.” Taiwan’s compu- 
ter industry may still be that of 1BM-clone; 
yet its worldwide procurement network 
seems to be a marketing technology in 
on, itself. 
a The book does well to 
2 stress that what was crucial 
a to the NICs success was the 
5 role of the state, rather 
than laissez-faire capitalism. 
South Korea, for instance, 
defied the prescriptions of 
the IMF and the World Bank, 
two of its biggest donors in 
the 1960s, and launched a 
heavy and chemical indus- 
try drive that spurred the 
creation of a more solid 
heavy and intermediate in- 
dustrial base. Taiwan's 
government controlled the 
strategic industries and used its power over 
the financial system to direct the thrust of 
economic activity. What the authors failed 
to point out, however, is that state inter- 
vention (through subsidies, for instance) 
was crucial in that it gave the enterprises an 
even chance of competing in world mar- 
kets, obviously dominated by the earlier 
developed economies. 

The book also sheds much light on 
what is mainly holding the NICs back 
from achieving complete industrial-country 
status: Japan’s ability to block the transfer 
of its technology to its Asian neighbours. 
As advanced capitalism moves higher into 
near-esoteric technology, the gap between 
the NICs and the industrial countries seems 
to widen. 

The authors have throughout the book 
strained to show that the NIC model of 
“high-speed, export-oriented industrialisa- 
tion” is one which other developing coun- 
tries cannot follow. The costs have been too 
great for the dragons, and, at any rate, the 
unique historical conditions for their 
growth cannot be replicated. 

They argue for an industrialisation 
strategy geared towards the domestic mar- 
ket, instead of one “chasing evanescent 
markets all over the world.” This is theore- 
tically (and morally) ideal: as rising work- 
ers’ wages become the engine for industrial 
output, so there will be a more equitable 
distribution of income. 
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The trouble is that the post-war world 
offers us no example of this; it is a mistake, 
and merely wishful thinking, to see a prece- 
dent in Eastern Europe in the 1960s and 
1970s. Indeed, the experience of the Philip- 
pines and several Latin American countries . 
shows that to rely on protected domestic 
markets is to allow both foreign and local 
oligopolists lucrative turfs in the economy. 

A strongman state such as Taiwan or 
South Korea may have propped up its in- 
dustries with subsidies, but still an export 
orientation subjects its firms to the rigours 
of world markets. By contrast, the Marcos 
regime, though also a strongman state, 
nurtured huge industries and shielded 
them from competition in the international 
marketplace. 

The authors conclude with a platitudin- 
ous statement: “To be ultimately success- 
ful, a strategy for economic development 
must be democratically chosen, democrati- 
cally planned, democratically implement- 
ed, and democratically modified.” Unfortu- 
nately, until a viable alternative to capitalist 
enterprise is found, the basic unit of 
economies will be neither the voter nor 
the social activist, but the firm, whose 
dynamism is almost entirely dependent on 
how free markets are. It is certainly an im- 
perfect, inhumane world we live in, but 
that is why popular organisations, or deve- 
lopment foundations, or even parliamen- 
tary systems were invented. 


m Rigoberto Tiglao 





So to speak 


Viva Nippon!? by Tadao Ichikawa. Translated by 
Murray and Sumiko McDonald. World 
Scientific, Singapore. No price given. 

This book is a compilation of several 
apercus (one hesitates to call them essays) 
originally written and published in Japan- 
ese for Japanese. 

Most of the pieces are barely two pages 
long, and jump from topic to topic. Few of 
them make any point worth making, and 
most of them make no point at all. Some of 
Professor Tadao Ichikawa’s observations 
are not without interest, but these are often 
only touched on in the most incidental of 
manners. 

“When I thought of the way concerts of 
western. classical music are organised in 
Japan,” he says in.a piece which takes him 
through a different German city by the 
paragraph, “very tense and formal, and ex- 
pensive, 1 felt that despite Japan's apparent 
assimilation of western culture, it is still 
after all something new, something 
brought in from outside without being fully 
understood.” This is one of several poten- 
tially interesting points the author declines 
to develop or explain. 
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Ichikawa has several bugbears. The de- 
gree to which Japan is ruled by the bureau- 
cratic clique in Tokyo is one of these, and 
he is blunt in blaming Japan’s poor creativ- 
ity, even in technological fields, on Tokyo's 
denigration of the provinces as being of 
minor importance. 

Education is another. Ichikawa attacks 
Japan’s education system as one which 
generates “apathy and listlessness.” He is 
good on the conflict, or at least the failure to 
cooperate, between educational authorities 
and industry, neither of them wishing to 
relinquish authority over the other. 

Japanese companies, of course, are 
often schools in themselves: “Company 
training programs in particular help to 
bring everyone around to seeing things 
from the same point of view, whether they 
want to or not.” Ichikawa clearly does not 
like this aspect of Japanese society, nor as- 
pects of the law — the “inordinate number 
of people falsely accused and sentenced” in 
Japan, or the fact that “even when a law be- 
comes outdated and in need of reform, 
very few people will feel any responsibility 
to do anything about it themselves.” 

So what are Ichikawa’s prescriptions for 
action? One never actually finds any, which 
only serves to take the sting out of some of 
the well-targeted stabs at Japanese apathy. 
Lamenting the generally poor ability of the 
Japanese to speak English, partly because 
they are taught by Japanese English 
teachers “who can’t speak English them- 
selves,” he concludes that “the present situ- 
ation is the result of an inadequate method 
of teaching and it can’t be helped. Just that. 


In thin disguise 


Pillars of fire by Steve Shagan. Pocket Books, 
New York. US$5.95. 


The chief protagonist of this riveting 
thriller is Tom Lawford, a deep-cover CIA 
agent and also a renowned journalist. 
The CIA hire him to track down the 
launching site of an ICBM in Libya, built 
with the help of former Nazi rocket scien- 
tists. Mohammar Gaddafi has the rocket, 
but not the bomb; so a nuclear device is 
purchased from Pakistan to give the roc- 
ket a warhead that will then be 
on Israel. The scene shifts from Washing- 
ton to Tel Aviv, where the Mossad chief 
General Dado Harel, also after Lawford’s 
services, uses his mistress, the alluring, 
high-cheekboned Narda Simone, to try 
and seduce him. By the end of the 
book Lawford is in the unenviable posi- 
tion of working for both the CIA and 
Mossad. 

Before you dismiss the book as pulp 
fiction, consider the political realities it 
mirrors. There is the potential Pakistani 
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Isolated and insular. 


This seems to be true of quite a few other 
subjects, too.” That fatalistic “can’t be 
helped” (shikata ga nai) — the perfect excuse 
for apathy — can be heard a thousand 
times a day in Japan. 

But perhaps it can at least be said that in 
writing at all Ichikawa is showing a reluc- 
tance to sink into the mire of | 
“What will it take to snap society out of its 
somnambulance?” he asks. “External pres- 
sure?” The answer, of course, is yes, as he 


bomb, the subject of considerable unease 
in Western capitals, that led to last Oc- 
tober’s withdrawal of US aid to Pakistan. 
Building the Libyan rocket are Nazi Ger- 
mans, who, according to recent press ac- 
counts, have found new recruits in 
Jew-hating East Germans. In the book 
the Germans sell to Libya. In reality 
German sales of chemical and nuclear 
technology to Iraq have only just come to 
light. 

There is Israel, militant to the point 
of paranoia, approaching the Indians at 
least twice for permission to knock out 
the Pakistani nuclear plant at Kahuta. In 
the book they succeed by lobbing a cruise 
missile from a ship anchored off Karachi, 
persuading the world that Kahuta was 
hit by an earthquake. 

There is a not-so-fictional Mohammar 
Gaddafi, whose Libyan hit squad opa: 
ates out of the Pakistan embassy in 
Washington. Perhaps the only hard bit to 
swallow, for this reviewer at least, is the 
notion that every journalist is a CIA agent 


knows. Japan’s trade imbalance is one 
example: “Tf Japan had not had its face slap- 
ped, nothing would ever have been done.” 

Elsewhere he has some excellent words 
on Japan's favourite “cosmetic” — “inter- 
nationalisation.” Noting that the interna- 
tionally accepted system for the counting of 
the years has still not been accepted in 
Japan, he says that “the longer the admin- 
istration can keep Japan isolated from the 
rest of the world, the longer they can main- 
tain their authority over the people.” As 
long as the government can say it is work- 
ing towards internationalisation, it doesn’t 
actually have to bring it about. 

This good-humoured grumbling gives 
the book a certain buoyancy, rendering it 
both urbane and banal. An impression 
emerges of Japan as living off an unde- 
served reputation for efficiency, a land of 
acceptable incompetence and dishonesty, 
and often of mandatory mediocrity. 
Ichikawa sees his country as “still extremely 
isolated and insular, especially in the area 
of importing active minds and 
sonalities.” If this continues much | 
he warns, “Japan might find it doesn’t have 
many friends left in the world.” 

It might, or it might not: but how do we 
gauge the true depths of the author's con- 
cern from the book's cheerful cynicism? 
The satirical, even the merely sardonic, re- 
quires more than italic type face and an ex- 
clamation mark, One is left to ponder on 
the curious inconsequentiality of it all. Still, 
if the Japanese way of saying nothing was 
lost, it would no longer be Japan. 

m Anthony Head 


“ander deep cover.” Clearly Steve Sha- 
gan has little faith in the credibility of the 
second oldest profession. 

Shagan has an uncanny grasp of 
Pakistan’s politics, and some of the fic- 
tional names he chooses are disturbingly 
close to real life. The fictional head of 
Pakistan’s Counter-intelligence is Gen- 
eral Murrani, (the real head of the In- 
terservices Intelligence is General Dur- 
rani). The fictional godfather of the 
Pakistani bomb is somebody called Dr 
I. Q. Khan (the real-life one is Dr A. Q. 
Khan). 

What spoils the book, though, is its 
appalling stereotyping of Muslims. Pakis- 
tan is described as a state of tribal drop- 
pings, and all Pakistanis are clearly sav- 
ages — unless they are Mossad agents. 
The Libyans are all either total brutes or 
rapists. Every Muslim character is a cari- 
cature, a world away from the heroism of 
the Mossad and CIA agents. Arab Ameri- 
cans have long been cross about the 
bigoted way Muslims are portrayed in 
American film and literature. After De- 
sert Storm we can only expect much 
more of this. m Ahmed Rashid 
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Privatise or bust 












_ By Salamat Ali in Islamabad 


a he Pakistan Government is pre- 
re paring to sell as many as 160 state- 
a i run companies under a sweeping 
z privatisation programme that will 
_ transform the nation’s economy. Yet al- 
. though the sell-off is expected to begin 
within the next few months, few people in 
the government appear to have any clear 
_ idea how it will be done, who the buyers 
__ will be or what conditions, if any, will be at- 
_ tached to the sales. 

_ > According to one well-placed source, 
- Prime Minister Nawaz Sharif, who an- 
_ nounced the divestment policy five months 
-= ago, wants to see the sales completed by 
__ the end of this year. 
_ This target, though open to considerable 
: scepticism, appears to show that Sharif is 
determined to push ahead with privatisa- 
tion, which had also been a goal of his pre- 
- decessor, Benazir Bhutto. 
-Privatisation is part of a broad effort to 
_ rescue Pakistan from economic crisis. Gov- 












ernment monopolies are being broken up 
and foreign exchange and investment con- 
trols relaxed in a bid to restore a market 
economy. 

Speaking to businessmen in Lahore on 7 
March, Sharif again declared that the gov- 
ernment had no business ing indus- 
try, commerce and education, and that 90% 
of the government's economic functions 
will be transferred to the private sector. 

Some observers. nevertheless fear that 
the speed Sharif is seeking for his restruc- 
turing is unattainable, and that he may fall 
victim to powerful interests. 

A Denationalisation and Deregulation 
Commission (DDC), set up in January, is 
due to report on the divestment program- 
me at the end of this month. According to 
its head, Lieut-Gen. Saeed Qadir, the com- 
mission will recommend that 160 public- 
sector enterprises be disposed of. These 
will include not only companies na- 
tionalised in the early 1970s, but also enter- 
prises the government itself has set up 
since. 





_ Pakistan plans rapid asset disposals to avert economic crisis 


This would involve an across-the-board 
retreat by the state from insurance, bank- 
ing, automobiles, fertilisers, cement, power 
generation and road building, among 
others. Giants such as Pakistan Steel Mill 
and Pakistan International Airlines also 
could go on the auction block. 


ccording to Qadir, there is unlikely 
to be any shortage of private 
Ace for this huge swathe of 
Pakistan’s industry. He told the 
REVIEW that unidentified local investors 
were keen to submit bids, and that ap- 
proaches have been received from Middle 
East and US investment firms. ‘ 
Sharif’s reported determination to push 
the sales through quickly, backed by hints 
from his confidants that the priority is 
disposal rather than obtaining a “correct” 
price, reflects the urgency of Pakistan's eco- 
nomic crisis. : 
Islamabad is struggling with widening 
budget and current-account deficits, rising 





















A 
Rolling back the state 
The Sharif government has introduced or promised reforms on 
tariffs, taxes, ‘investment; banking, trade and foreign-exchange 
controls. 
| Tariffs: A pledge to cut import duties to a maximum 50% by 
1994 from 90% now (alcohol and cars attract higher rates). A 
commission has been created to reduce and rationalise tariffs. 
Taxes: A promise to cut marginal rates of income tax, cur- 
rently a maximum 55%. Sharif has enlisted private business in 
reforming tax policy to slash tax collectors’ vast discreti 
powers. Action is likely in the July 1991-June 1992 taxation bill. 
One proposal is to let professional bodies and chambers of com- 
merce and industry pay tax on behalf of members, thus bypas- 
sing tax collectors. These guaranteed payments would far ex- 
ceed current revenues. 
Investment: No-questions-asked as to sources of funds for 
ventures launched before end-June 1992. All industrial ventures 
set up outside major towns and industrial estates up to June 
1995 will escape income tax for five years and be exempt from 
customs duties, sales tax or surcharges on imported machinery. 
Import licence fees for such machinery are down from 4% to 2% 
ad valorem, ooo a : 
_. Share trading is now free and non-residents, including for- 
eigners, may buy without limit. Foreign companies no longer 
need permission for capital issues. Local and foreign companies 
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debt and a dramatic cut in foreign aid. - 


may raise foreign loans on any terms without government con- 
trol. Foreigners may repatriate capital and dividends freely. _ 
Trade: Import licences no longer needed for items on the so- 
called free list, which is to be extended. Foreign firms may im- _ 
port or export without a local intermediary, The government _ 
is also allowing banks to collect import fees upon the opening of 
letters of credit, these being accepted by customs as proof of © 
government clearance. ees ee 
Banking; All distinctions between local and foreign com- 
panies removed in the securing of bank loans. 
Credit: New industries outside specified ‘areas to be allowed 
a debt-equity ratio of 70:30 if they mainly use imported machin- 
ery and 80:20 if dependent on locally made machines. The cre- 
dit ceiling on working capital is raised to 100% of paid-up cap- 
ital, free reserves and undistributed and unremitted profits. 
Firms exporting at least 50% of production will have no credit 
ceiling. The amount of shares of a local company that a foreign __ 
bank may underwrite has been raised to 30% of the issuer's 
paid-up capital or 30% of the bank's paid-up capital. 
Foreign exchange: The rupee is all but freely convertible. 
Foreign currency accounts, whether held by foreigners, non-re- 
sident Pakistanis or residents, are now free of all taxes. The gov- 
emment is emphasising that all foreign-currency transfers, in or 
out, are no longer subject to declarations or questions. 
Foreign-exchange bearer certificates can be bought in local _ 
currency and these certificates, remittances from abroad, bank 
drafts, foreign cash or traveller's cheques can be used to open 
high-interest US-dollar or pound-sterling accounts or buy hi 
interest US-dollar bearer certificates -E Salamat, 
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The government's revenue-budget def- 
icit is predicted by well-placed sources to 
reach Rs 33 billion (US$1.4 billion) by 30 
June, the fiscal year-end, excluding Rs 60 
billion needed to finance development. 
Debt-service costs now account for more 
than 40% of the budget. Corruption, mean- 
while, is estimated to be draining as much 
as Rs 40 billion a year from public coffers, 
while direct taxes contribute a paltry Rs 15 

The country survived a foreign-reserves 
crisis in November, caused by the Gulf con- 
flict. But foreign aid has been severely re- 
duced by a cooling of US policy towards 
Pakistan and by Islamabad’s failure to meet 
IMF and World Bank conditions for assist- 
ance. 

Against this background, and the pro- 
mises of previous governments to liberalise 
the economy, the new adminis- 
tration has introduced a 
number of radical reforms: 
> The rupee has been made all 
but freely convertible. Foreign- 
exchange controls have been 
lifted in an attempt to lure back 
the US$17 billion that Pakistanis 
are estimated to have stashed 
in foreign banks (REVIEW, 
7 Feb.). 
> Share trading has been 
opened to non-residents, in- 
cluding foreigners (the Karachi 
stockmarket soared). Free re- 
patriation of capital and di- 
vidends by foreigners is not 
allowed. 
> Investment regulations have been con- 
siderably eased to encourage new business- 
es. In addition, there is now a no-ques- 
tions-asked policy as to the source of funds, 
designed to tempt money out of the 
“black” economy. 

Sharif is hoping that his pro-business 
policy, and the various avenues he has pro- 
vided for the laundering of illicit money, 
will attract foreign investment as well as 
Pakistani money held abroad. But, as one 
foreign bank manager points out, it will 
take time for confidence to be achieved. 

The privatisation programme will be the 
stiffest test of the government's resolve be- 
cause it threatens to disturb vested interests 
in the public-sector bureaucracy, and be- 
cause it could have unpopular short-term 

ces 


Former World Bank vice-president 
Mahbubul Haq, who was Pakistan's fi- 
nance minister from 1985-88, and was until 
recently Sharifs key economic adviser, 
says: “A soft nation is being forced to take 
hard options.” But he adds that there has 
been a marked failure to the coun- 
try adequately for the bitter pill it will have 
to swallow. 

Many of the companies likely to be sold 
are loss-makers (Sharif has put the propor- 
tion at 90%; Finance Minister Sartaj Aziz es- 
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timates one-third). The 160 or so companies 
likely to be sold employ more than 250,000 
workers and are said to be over-staffed by 
40%. Chronic absenteeism, inflated over- 
time bills and low productivity are rife. 
There are well-grounded fears of a painful 
readjustment once these units are returned 
to private hands. 

The DDC, which superseded a deregula- 
tion committee set up by Sharif im- 
mediately after he became premier last Oc- 
tober, has been criticised for so far failing 
publicly to identify its priorities in terms of 
either the sectors or the types of companies 
to be divested. 

However, DDC sources say the first in- 
stalment want to push ahead with in- 
cludes 12 of the 22 edible oil processing 
units, 14 of the 16 bakeries, Al i Trac- 
tors, Baluchistan Wheels, Bolan Castings, 


Pakistan in distress 





Naya Daur Motors, National Motors, Bela 
Engineering, Republic Motors, and Allied 
Bank, to be followed by United Bank. 

Under its charter, the commission is to 
invite applications for the purchase, or part- 
purchase, of public-sector companies and 
ensure the widest possible participation in 
their new ownership structure. 

However, the commission’s first at- 
tempt at privatisation has been far from 
trouble-free. Its sale of 26% of Muslim 
Commercial Bank (MCB) to the Sapphire 
Group, a consortium of local investors, led 
to a legal challenge which has held up the 
transfer of management. (The Sapphire 
Group has undertaken to buy 25% more 
shares — or guarantee their sale to the pub- 
lic — at the same price within six months.) 

Although the litigation was dropped at 
the end of March, the case has reinforced 
scepticism among businessmen about the 
likely outcome of the privatisation drive. 
Noting the traditional rivalry between pri- 
vate enterprise and the bureaucracy which 
controls public-sector companies, cynics 
have suggested that the terms of the MCB 
deal were deliberately left vague by recalcit- 
rant officials in order to ensure a stay order 
from the courts. 

Others point out that President Ghulam 
Ishaq Khan, Pakistan’s most powerful fig- 
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ure, was manager of the economy under 
the late Gen. Zia-al Haq, and has previ- 
ously ignored the logic of denationalisation. 
And ppc chairman Qadir, as Zia’s produc- 
tion minister, long brooded over much of 
the public sector as a sort of mother hen. 
Critics also doubt that the public-sector 
bureaucracy will easily surrender its em- 
pire, and with it the opportunities for graft 
and patrona 
A conflict of view is anticipated 
a President Ishaq and Shar In ad- 


attack. His adversaries charge that he 
wants his family’s Ittefaq sugar, steel and 
textiles group to take over Pakistan Steel 
Mill 


Yet, whatever the accusations, support- 
ers of privatisation say the government no 
longer has the money to sub- 


drying up, a 
of this gap will have 


to be financed by selling public 


assets. 

Although some lawyers say 
that at least three laws would 
have to be amended to effect 
the full range of privatisation 
Sharif contemplates, the gov- 
ernment so far has made no 
such move. Officials note that 
the partial sale of MCB is being 
made without any amending 
legislation. Indeed, the govern- 
ment seems to want to avoid a 

entary debate which 
might bring to public notice issues that it 
would rather keep screened from sight. 

However, the auction system which is 
expected to be adopted for the sales poses a 
dilemma for the DDc. If it sells to the hi 
est bidders — which are likely to be leading 
firms — it could be accused of env i 
monopolies. On the other hand, if it wants 
to sell at a reasonable price to a wide seg- 
ment of society it would have to wait years; 
Pakistan's stockmarket is shallow and the 
domestic savings base is weak. Hence the 
government's reluctance to define “dis- 
investment” and “privatisation,” which in 
the public mind are associated with a wide 
shareholding base. 

Besides, the DDC has to struggle with 
public-sector companies that are notorious 
for manipulating their results to show pro- 
fits despite chronic cash-flow problems (the 
companies are not subject to independent 
audit). 

In addition, some of the likely bidders 
are interested less in running the com- 
panies than in selling their major assets, 
especially real estate whose price has risen 
far above book value. This is a major reason 
why in a large number of cases the DDC 
may fail in its aim of ensuring the com- 
panies stay in business and retain their em- 
ployees. a 
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ECONOMIES 2 


Sharif’s sell-off could bring back bad old days 
Barons vs bureaucrats 





- By Salamat All in Islamabad 





oreign observers, as well as local 
businessmen and politicians, agree 
: that despite the doubts surrounding 
| the privatisation policy, Pakistan is shifting 
decisively away from state control of indus- 
_. try. Yet many would say the change is at 
_ least a decade overdue. 
-= The failure of state ownership — begun 
_. by the socialist government of Zulfikar Ali 
_ Bhutto in 1971 — was already apparent by 
-` the early 1980s, if not before. 
_ Bhutto's nationalisation of industry, 
ing and insurance simply swapped 
one set of ills for another. 
Justified as the removal of 
inefficient, key industries 
from the grip of a few 
“powerful families, it 
merely replaced protected 


` ble civilian and military 
~~ bureaucrats. Most of the 
industries taken over 
either stagnated or de- 
cayed. 
Pakistan Engineering 
‘Corp. (Peco), for example, 
used to be the nation’s 
engineering 
company. In its previous 
incarnation, as Batala En- 
gineering Corp. (Beco), it 
was commonly described 
as the Pakistani equiva- 
lent of the US’ General Motors. 
Beco had cash reserves of Rs 90 million 
_ (then worth US$18.9 million) and a bank 
overdraft of Rs 20 million at the time of its 
_ takeover. Today it has an overdraft of Rs 
730. million (US$31.9 million) and other 
bilities totalling Rs 210 million. Accumu- 
ted losses stand at Rs 135 million, though 
eco has been selling valuable property to 
able it to report profits. Its total liabilities 
Rs 1.1 billion are supported by share cap- 
-ital of Rs 62.3 million. 
The company has not undertaken any 
“Mew major project in the past 20 years of 
_ public control, and in some areas has been 
-forced into retreat. After its takeover, the 
_ public-sector management closed down 
_ two parts of its textile machinery business 
"and its mini steel mill section. 
-> Insurers have fared somewhat better. 
_ The Insurance Corp. of Pakistan, which is 
:..a-State monopoly under the Commerce 
‘Ministry, has reserves of Rs 2.2 billion. 
_ But despite its monopoly it has only about 





Sharif: pro-business. 


1 million people insured in a country of 114 
million. 

The five nationalised banks report losses 
averaging Rs 670 million annually due to 
fraud and embezzlement. Although both 
the banks and the government refuse to 
discuss their accumulated losses, one bank- 
er says privately that they totalled Rs 10.5 
billion at the end of 1987, the most recent 
figure available. 

There is no official word on the asser- 
tion, from a well-placed source, that of the 
five banks’ total loan portfolio of Rs 176 bil- 
lion in 1988, almost 40% was non-perform- 
ing. Independent estimates suggest that 
the five banks need at 
least Rs 16 billion to 
strengthen their capital 
base. 

Moves towards return- 
ing enterprises to the pri- 
vate sector began in 
1988, when Gen. Zia-ul 
Haq’s finance minister, 
Mahbubul Hag (recently a 
key adviser to present 
Prime Minister Nawaz 
Sharif), announced that 
Pakistan would return to 
a market economy. But 
because of Zia’s death 
in an air crash in August 
1988 and the subsequent 
political upheaval, the 
promise was never fulfil- 
led. 

Almost all political parties subsequently 
promised denationalisation, including the 
Pakistan People’s Party (PPP), now led by 
Bhutto’s daughter, Benazir, which held 
power for 19 months ending last August. 

The PrP had contemplated transferring 
30% of the shares of most public-sector 
companies to their employees, the creation 
of a wide shareholding base for the di- 
vested companies, and their entrustment to 
professional managers. But when it came to 
power, the PPP announced only the privati- 
sation of banks, beginning with the Muslim 
Commercial Bank. And instead of 30%, it 
offered employees only a 15% share — an 
offer they turned down (to their present re- 

t). 

Oe The government also sold 10% of Pakis- 
tan International Airlines, though the 
shares have proved a disappointment to 
those who bought them. For political 
reasons, however, Bhutto could not move 
as quickly as the pro-business Sharif is now 
trying to do. 
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While the return to a market economy 
will be welcomed both inside and outside 
the country, the shift arouses some misgiv- 
ings. Those with memories of the pre-1971 
economy are fearful of a return to control 
by a few influential families, today’s suc- 
cessors of families once dubbed the “robber 
barons” of Pakistan. 

These anxieties are exacerbated by 
Sharif himself being a member of the indus- 
trial elite. Several business groups, includ- 
ing the Sharif family’s Ittefaq group, are big 
enough to be able to use the privatisation 
opportunity to become private monopolies 
if they so wish. 

Gustav Papanek was the first to apply 
the term “robber barons” to Pakistani busi- 
ness leaders of the 1960s. Papanek, who 
headed an advisory group seconded by the 
US to Pakistan’s planning commission, de- 
scribed them as ruthless, shrewd and in 
business to make quick and huge profits 
through methods that the law and polite 
society would frown. upon. 

Haq, then chief economist of the plan- 
ning commission, subsequently confirmed 
Papanek’s analysis, revealing that 22 
business families controlled 80% of bank- 
ing, 75% of industrial assets and 70% of 
insurance. He has described Pakistan’s 
former capitalist system as the world’s most 
primitive, himself tagging it “economic 
feudalism.” 

The “barons” virtually monopolised for- 
eign credit contracted for by the govern- 
ment, import and investment permits and 
government patronage. This was the price 
Pakistan's first military regime paid to keep 
business on its side. 

The 22 families whom Hag listed are no 
longer so powerful. Some, such as the Vali- 
kas, Amins and Arags, were hard hit by the 
1971 partition of Pakistan, having invested 
feverishly in what is now Bangladesh. 
Others, such as the Crescent and Wazir Ali 
groups, were largely unaffected by na- 
tionalisation. 

In terms of assets controlled, Crescent is 
now the fourth-biggest group and along 
with the Wazir Ali group ranks among the 
fastest-growing business houses, Others 
that have grown quickly are Hashwani, 
Lakhani, Schon, Sargodha Group, Yusuf 
Shirazi and the prime minister's own Ht- 
tefaq group. Some count Ittefaq among the 
top half dozen because -of its diverse in- 
terests in sugar, textiles, and steel, but no 
one knows the value of its assets. 

The new captains of industry are most- 
ly highly educated and management- 
oriented. But the labour unions that are 
fighting the privatisation programme assert 
that the new barons have inherited the so- 
cial outlook of their predecessors. How 
many of the new business houses, they 
ask, pay even a quarter of the taxes due — 
and why have one-third of publicly listed 
firms not declared dividends for several 
years? a 
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“BEONOMIC RELATIONS 


Gorbachov bids to unlock Japan’s riches 


Bear trades 





By Sophie Quinn-Judge in Moscow 


o Soviets, Japan has become an Ali 
Baba’s cave where fabulous riches 

can be unlocked if the magic words 
are spoken. But regardless of whether Pre- 
sident Mikhail Gorbachov comes up with 
the right formula during his visit to Tokyo 
this month to end a territorial dispute on 
the Kurile Islands, Japanese cash is unlikely 
to work any overnight miracles on Soviet 
soil 










“Even if we give back the [Kurile Is- 
lands], we still would have structural prob- 
lems” in our economic relationship, says 
Sergey Dikov, a researcher at the Institute 
of Foreign Economic Affairs. 


Asia's: newly industrialised countries : 


have moved. solidly ahead of the Soviet 
Union as producers of semi-processed 

-= materials, leaving the Soviets to play only a 
_ balancing role on the Japanese market. “If 
they suddenly need extra supplies,” Dikov 
says, “they can get them from us.” 

Also, Japanese investment has flowed to 
areas where, as Dikov says, “the rules of 
the game were the same as theirs, where 
the investor is in control.” Consequently, 
Japan depends on its suppliers of coal, oil, 
wood and ores. This dependence has 
pushed Australia, Canada, the US and 
Southeast Asian countries ahead of the 
Soviet Union as Japanese trade partners. 

In the past few years, Japanese-Soviet 
trade has gradually increased as Moscow 
implemented new trade and investment 
policies and the international political dli- 
‘mate grew less polarised. In the past year, 
however, the Soviet hard-currency short- 
age has curtailed the growth of trade. Ja- 
panese companies are still owed about 
US$400 million for 1990 sales. 

In 1989, total trade between the coun- 
tries reached US$6 billion, with a US$77 
million advantage for Japan. In 1990, trade 
fell to US$5.9 billion, a US$788 million 
surplus for the Soviet Union. 

But expectations are rising that some 
government and private-sector credits will 

- be shaken loose to bolster economic rela- 


tions. Japanese businessmen in Moscow 


are hoping for enough of a political thaw to 
~ get some infrastructure projects moving in 
the western Soviet Union. 

“The Gorbachov visit will be very impor- 
tant,” says M. Inoue, Marubeni Corp.'s 
chief representative in Moscow. “Japanese 
business circles are preparing for the possi- 


bility of credits. We will have suggestions 


~~ neady, some of them worked out in re- 


48 APRIL 1991 


sponse to Soviet proposals.” 

Projects under discussion include joint 
production of automobiles, manufacturing 
of electric appliances and construction of 
petrochemical complexes. Japanese busi- 
nessmen are also eager to develop re- 
sources in the western Soviet Union, ac- 
cording to Masayoshi Amano, commercial 
counsellor at the Japanese Embassy. 

Most of Japan’s major trading com- 
panies have offices in the Soviet city of 
Khabarovsk, and they are hoping to have 
representatives in Vladivostok when prom- 
ises to open the city are fulfilled. Smaller 
companies are showing increased interest, 


Japan-Soviet Union trade 





Japan's exports 








too. Soviet Union Investment Promotion 
Co., started by a Japanese bank from 
Niigata, has attracted 60 shareholders. The 
company hopes to increase its US$10 mil- 
lion capital to US$50 million when it begins 
selling shares, Soviet sources say. 

Nonetheless, Soviet and Japanese priori- 
ties for investment do not aways overlap. 
The Japanese, for example, believe the 
Soviets have unrealistic expectations about 
changing the mix of their exports. 

“The USSR must export a larger quantity 
of raw materials,” Marubeni’s Inoue says. 
“This is the fastest way for them to earn 
hard currency. They want to export 
machinery, but they can’t do this right 
away. They don’t even have enough for 
their own country.” 

Nor have government-supported pro- 
jects initiated in the 1970s with financing 
from Japan’s Export-Import Bank been 
glowing successes. The mining of Yakutia’s 
coal, started in Neryungri in 1974 and made 
possible by large purchases of Japanese 
equipment, is producing the 6 million ton- 
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nes yearly specified in the original cot 
but the Japanese are unwilling to buy 
the coal. “They take enough to pay. t 
the credits, but no more,” Dikov ¢ 
plains. 

Even if Japanese-Soviet relations 
turn for the better, political instabili 
Moscow will discourage Japanese i 
ment. One aspect of this is the constant 
changing of regulations covering in 
ment and currency transactions. “Even tł 
Soviet people do not understand all 
new decrees coming out, so of course 
cannot understand them,” Marub 
Inoue says. 

The legislation to develop special 
nomic zones is another problem. The 
sian Federation parliament has. pe 
legislation to make the port of Nakhodka 
special economic zone, but Moscow's at- 
titude is unclear on the matter. Further, 
the Ministry of the Merchant: Marine 
not agreed to give up its control of the po 
facilities, which would mean sharing p: 
fits, and the military has not approved ci 
lian use of the airport. The nature of | 


= breaks to be offered to foreign investors has 


not been defined either. ce no 5o 
The control of mineral resources in the 
western Soviet Union is another tho 
issue. The Sakhalin district government 
contesting the central government's right 
make contracts for exploration of | 
Sakhalin Shelf, while the Russian Federa 
tion believes that, constitutionally, the o 
and gas are its property. : 
Sakhalin authorities are unhappy wit 
an agreement for the Japanese Sodeco con 
sortium to develop oil and gas resources 
the Sakhalin Shelf. Even though the con 
sortium partners are looking for ways t 
make this venture profitable, Sakhalin au 
thorities view Japanese investment: as 
long-term threat. By comparison, their ne 
gotiations with McDermott Corp. of the U! 
for the exploration of other oil and ge 
fields are well advanced and should be con: 
cluded this year. a 
Many Soviet analysts such as Dikov 
want to see the emergence of a new level of 
Japanese-Soviet cooperation. “We are 10 
years behind Japan in electronics,” Dikov 
points out, “but we're ahead in opti 
materials and other kinds of new mat 
rials.” He believes that with Soviet ma 
rials, the Japanese could produce integ- 
rated circuits of 10,000 kilobytes. On thei 
own, the Soviets can produced relative 
primitive integrated circuits of 256 kilo- 
bytes. a 
But this level of interchange is a lon; 
term prospect. The Soviet Union needs bi 
lions of US dollars of credit simply to cut i 
budget deficit and create a modern con 
munications and transport infrastructure 
“If we get interest and help from any p 
ner,” Dikov says, “we will gladly accey 
and Japan would be one of our me 
natural partners.” 












































economy in its tracks and threaten- 
_ ing Kumho’s very survival. Today, 
however, the group is embarking on 
anew take-off. 
In 1988 Kumho won a coveted 
commercial-airline licence, breaking 
Korean Airs monopoly in South 
Korea. The group’s carrier, Asiana, 
is currently undergoing one of the 
Most. aggressive start-up program- 
es in aviation history with plans to 
pend up to US$7 billion on a fleet- 
cquisition programme. 
If Asiana is successful, the airline 
ill vault the group into the ranks of 
e top dozen South Korean busi- 
ess groups. Moreover, Asiana’s 
head-first expansion is only one part 
of the changes at South Korea's 
18th-largest chaebol, or business 
group. Kumho, which had a loss of 
Won 24.4 billion (US$33.79 million) 
on revenue of Won 1.4 trillion, spent 
the 1980s remaking itself into a more 
coherent conglomerate by organis- 
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of businesses ranging from steel to 
consumer electronics, and a government- 
__ imposed credit squeeze had pushed up in- 
-terest rates sharply, stopping South Korea's 


ing into four core groups: chemicals, trans- 
port, construction and property develop- 
ment. 

Nonetheless, Kumho is under earnings 
pressure because of its heavy spending on 
everything from a new tyre factory to the 
dozens of airliners on order for Asiana. The 
group is expected to keep posting losses 
until 1993 or 1994. 


: The Kumho group 


| Asiana Airlines 





Kumho Shell 


vice: Company data 


Spurring change at Kumho has been 
Park Seong Yawng. After earning a docto- 
rate in economics from Yale University in 
New Haven, Connecticut, Park taught eco- 
nomics at the University of California at 
Berkeley before returning to South Korea in 
1968. He was briefly an economic adviser to 
former president Park Chung Hee and later 
taught at the influential Sogang Univer- 

sity’s economic department. 

< Park joined the family business 
; in 1974, when he became president 
of Kumho & Co. But it was in the 
1980s that his mettle was tested. 
From 1981 to 1985 he oversaw the 
liquidation of peripheral businesses 
as Kumho divested all its textile, 
steel and electronics operations and 
focused more closely on core busi- 
nesses. The six remaining major 
companies were split. into three 
groups to concentrate on transport, 
chemicals and tyres. Recently, a lei- 
sure-business arm-was founded. 

Park's father started Kumho with 
just two taxis in 1946, Two. years 
later, the elder Park founded 
Kwangju Express, a bus company 
that today is the group's cash cow. 

Kumho’s growth in the 1960s 
and 1970s is typical of most South 
Korean companies. The group ac- 








quired its tyre-making operation, 
now a unit of Kumho & Co., in 1960 


a i Pa * r . 
Vorking at leisure 

e red-and-white striped buses of Kwangju Highway Lines’ 
uses are familiar to anyone who has travelled on a South Ko- 
an highway. The buses carry 150,000 passengers a day, many 
them between Seoul and the southwestern Cholla provinces. 

But good as the business is, executives at the Kumho group, 
which owns the bus line, know it will not last forever. South 
Koreans are getting richer, and they are purchasing their own 
cars with greater frequency. Although bus travel remains high, 
it is only a matter of time before it declines sharply. So Kumho 
____ is looking for profitable contingency plans. 
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million (US$5,500), and by the end of the decade, this number 
is expected to double. In the same period, per capita consumer 
spending on leisure activities is expected to quadruple to Won 
1.3 million a year. 

South Korea has only a few government-designated tourist. 
resorts but many private ones, though most are in varying 
states of disrepair. Kumho is trying to outflank its rivals by hir- os 
ing top-notch foreign companies to design recreational facilities 
that have the cachet the competiton lacks. er eee 

The strategy is not fun-and-games. Kumho plans to invest 
Won 369 billion in the next several years. Five developments are _ 
already under way, including a marina, an amusement park 
and a golf complex. : E ; 

Kumho’s most ambitious leisure-development project will be 
the country’s first private yacht marina. The 300-boat facility on 
an island near the southern city of Chungmu, will offer access 
to the Hallyo Waterway, one of the country’s least spoiled 
areas. But at a cost of Won 200 billion, Kumho is trying to 
change that. = ess es 

The marina project, with an aquarium, nearly 1,000 hotel 
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to bolster its transport operations. “After 
the bus company was formed, we needed 
tyres because there was a tyre shortage,” 
Park says. In 1970 the group won govern- 
ment permission to build a synthetic-rub- 
ber plant, which provides raw material for 
its tyre-making operation, as part of South 
Korea’s push into heavy and chemical in- 
dustries, 

Kumho also became caught up in the 
corporate frenzy to increase exports and 
win from the government a coveted Gen- 
eral Trading Co. licence, which gave them 
access to cheap credit. Kumho made its ill- 
founded moves into steel, textiles and elec- 
tronics in this period. 

Park’s approach to business is typical 
of second-generation managers in South 
Korea. To him, a shotgun-approach to ex- 
pansion is not feasible for a chaebol, and 
with major cutbacks in government-sub- 
sidised loans, he stresses that the need for 
focus has become greater than ever. Park, 
however, is as much a visionary as he is a 
professional manager, and he is willing to 
spend the resources to train the managers 
and scientists his company needs. Typi- 
cally, a dozen Kumho scientists at a time 
are attending US universities to help build 
the group’s technological know-how, espe- 
cially in chemicals. 


anpower is the key element of 

business, Park says. “The busi- 

ness environment is becoming 

more international and more 
complicated.” This is the voice of a manda- 
rin technocrat, and Park has the challenge 
of trying to put his ideas to work in a com- 
pany with 13,000 employees. 

Each year, Kumho enters 160 of its 1,000 
managers in an intensive course at the 
country’s top universities that compresses a 
two-year programme for a master’s degree 


A smaller family of companies 
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During the course, the managers are dis- 
couraged from visiting Kumho premises so 
they can study diligently. Their grades are 
sent directly to the chairman. 

Park remains the paternal chairman in 
his anti-smoking zeal. A former smoker, he 
prohibits smoking at Kumho and has put 
the group’s workforce on notice that he will 
not promote employees who are off-hour 
smokers. “I can’t fire them,” he says. “That 
would be illegal, but I don’t have to pro- 
mote them.” In a country where three of 
every four men smoke, this is an unpre- 
cedented experiment in paternalistic en- 
gineering. 








an outsider in the world of the chaebol. U1 
like any of the other groups in South Korea 
its roots are in the traditionally rebe 
southwestern Cholla provinces. 

But to Kumho’s credit, Park has focused. 
attention on financial performance. Kumh 
is one of the few chaebol where managers 
comfortably talk of standard measures of 
profitablity, such as target rates for return 
on equity. “Growth and market share are 
important,” Park says. “But profit on capi 
tal is the most important. My aim is a 25% 
return on equity.” That goal will not be 
reached soon, the chairman concedes, be- _ 
cause growth is simply too rapid. . 














in business administration into five months. 


-and condominium rooms and other shopping and sport 
facilities, will be the country’s largest leisure complex. Part of 
the facility will open in mid-1992, with completion scheduled for 
mid-1993, 

Kumho’s first project out of the gate will be an amusement 

park sited in the conglomerate’s home town of Kwangju. The 

© Won 30 billion Family Town complex will open this year. 

Kumho hopes to set up other amusement parks in the central 

city of Taejon, the southeastern seaside resort of Haeundae and 
on the resort island of Cheju. 

os, > Seeking to take advantage of South Koreans’ craze for golf, 

< Kumho Development Inc. is mid-way through the construction 

of a golf dub just south of Seoul. The 36-hole, Won 115 billion 
Asiana Country Club is scheduled to open in April 1992. 

- Asif all this were not enough, Kumho Development plans 

to break ground on a condominium project near the Soraksan 

~-resort-on the east coast. The 267-room facility, which is bud- 

geted at Won 24 billion, is scheduled for completion in April 

1993, 
- “Our future plan is to build a chain of condominiums 
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Kumho has always been something of 
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Kumho was chosen to run South a 














throughout famous tourist spots,” says Lee Hi Moon, manag; 
ing director of Kumho Development. He says an agreement in 
principal has also been reached with the Shangri-La Hotel - 
group to to build a hotel on Cheju Island. 
Kumho expects a quick payback on most of its projects be~ | 
cause it can sell memberships in them, particularly the gı 
course. Rented commercial space will also help bring in cash 
The group projects an internal rate of return of 19-21% on its | 
sure projects in the next five years. 
Many of Kumho’s ambitions, however, are at odds with the 
government's so-called austerity campaign. Lee complains tha 
the government's ambivalent attitude towards leisure has hob- 
bled development in the sector. : 
Construction of Kumho’s Chungmu resort complex was 
slowed by a year, Lee points out, and the group's plans to build 
a ski resort near Seoul had to be shelved because of govern: 
opposition. The government is also threatening to impose 
penalty interest rate on borrowings for the group's golf course, 
which has been deemed a speculative investment. 
u Mark Clifford 
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Korea's second airline partly on the 
strength of its financial performance. 
Thanks in part to Park’s ruthless restructur- 
ing, the group's return on equity peaked at 
almost 30% in 1986. But it has slipped in 
recent years because of expansion and a 
costly 1989 strike at its tyre factory. The 
group’s loss widened to Won 24.4 billion in 
1990 from Won 10.9 a year earlier mostly 
because of the impact of Asiana’s start-up 
costs. 

Heavy initial costs are normal for air- 
lines, though Kumho’s rapid expansion 
amounts to a make-or-break gambit on the 
company’s new business. Kumho’s fi- 
nances are also straining under the burden 
of financing for the expansion of its tyre, 

i and leisure-development arms. 
This expansion will require capital expendi- 
ture of about Won 3.3 trillion in the four- 
year period ending in 1994. 

The group says it has the world’s largest 
tyre factory at its Kwangju facility, which 
has seen a major spending on expansion 
and automation in recent years. Kumho 
and Hankook Tyre dominate the domestic 
re market, with each having about 45% of 

e business. Tyres also make up most of 
Kumho’s exports, which were valued at 
US$350 million last year. 


ince 1987, Kumho has been setting 

up joint ventures with foreign com- 

panies to gain access to more ad- 

vanced technology. Joint-venture 
partners in specialty chemical areas include 
Royal Dutch/Shell Group, the British-Dutch 
oil company; Monsanto of the US; Mitsui 
Toatsu Chemicals Inc. of Japan; Ente 
Nazionale Idrocarburi of Italy; and General 
Electric (GE) of the US. 

Kumho accepts only 50-50 joint ventures 
to ensure that both partners remain com- 
mitted and that the business continues to 
receive technology from the foreign part- 
ner, executive director Lee Duck San says. 
The group’s venture with GE, announced 
earlier this year, will make Lomod, a soft 
plastic used in products such as car bum- 
pers and telephone cords. The unit, GE's 
first production site for this product outside 
the US, will be a manufacturing base for 
Asia. 

These joint ventures are low-tech next to 
Park's dreams of getting into bio-techno- 
logy. Kumho plans to set up a research 
facility in Japan that will concentrate on bio- 
engineered products with agricultural ap- 
plications because Park believes this market 
holds more medium-term promise than the 
one for genetically engineered drugs for 
humans. Ground-breaking on the facility is 
scheduled for late 1992. 

Park hopes that Kumho will be generat- 
ing revenue of Won 3.61 trillion by the mid- 
dle of the decade and Won 7.22 trillion by 
the year 2000. But his main task is to make 
Asiana a success. The group will soar or 
stumble on the carrier’s results. Å. 


COMPANIES 2 


Airline is group’s loss leader 


Upstart still rising 


ew airlines have taken off like 

Asiana. In three years, it has grown 

from an upstart carrier to one that 
flies to five countries in addition to numer- 
ous domestic routes. The future holds the 
promise of even faster growth, and the car- 
rier — which has already carried more than 
5 million passengers — has promised to 
buy up to US$7 billion of airliners from 
giant US aircraft manufacturer Boeing. 

Former president Chun Doo Hwan 
granted the Kumho group permission to 
set up Asiana in one of his last — and most 
unexpected — acts before stepping down 
in February 1988. The licence was partly a 
sop to appease residents of the southwest- 
em Cholla region, Kumho's home base, 
but it also reflected Kumho’s healthy finan- 
cial position at the time. 

Since Kumho had no previous airline 
experience, most of its employees were as 
surprised as South Koreans in general that 
the group, which was 
best-known for its tyres 
and bus line, was 
awarded the country’s 
second airline. Typically, 
rumours of irregularities 
arose about the presiden- 
tial order. Kumho, how- 
ever, was quickly cleared 


of any wrongdoing, 
though not before pro- 
secutors questioned 


group chairman Park 
Seong Yawng and other 
executives about possible 
illegalities in the award. 

Sceptics also question- 
ed Kumho’s ability to 
make a go of the airline 
business. But the group 
acted quickly to silence 
criticism by restructuring itself to focus on 
the fledgling airline. It also traded a seedy 
headquarters for a newer one and spent lib- 
erally on computers, staff and expertise to 
make a success of the new venture., 

The group also brought in influential 
executives to oversee the airline. Hwang In 
Sung, a Korea Military Academy graduate 
and former transport minister, was hired as 
head of the airline to cement political con- 
nections and to make certain the airline got 
the help it needed early on. Executive vice- 
president Park Yong Tae, who stepped 
down as superintendent of the Korean Air 
Force Academy to join Asiana, played the 
pivotal role of building the carrier's opera- 
tions side. Park, a former fighter pilot, hired 
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Park Seong Yawng: expansion. 


pilots and operation staff away from Ko- 
rean Air Lines (KAL). 

The setting up of Asiana says a lot about 
relations between the government and the 
country’s chaebol, or big business groups, 
that dominate the economy. Kumho went 
into the airline business because it was 
handed a licence, not because of any study 
that helped it beat competitors. Investment 
in Asiana was also based on faith that the 
government would nurture the airline. 

Still, the venture has not proved easy. 
Asiana’s early losses chewed up the initial 
Won 98.2 billion (US$136 million) capital 
stake. In 1990, Asiana had a loss of Won 46 
billion on revenue of Won 108 billion. At 
the end of 1990, the airline had a negative 
net worth of Won 16 billion. 

Asiana president Park Sam Koo, the 
younger brother of Kumho chairman Park 
Seong Yawng, expects a loss for 1991 to be 
the same or slightly less than a year ago on 
doubled revenue. But 
this projection can be 
thrown off by changes in 
fuel prices. An increase 
of 10 US cents a gallon in 
the price of jet fuel, for 
example, could cost the 
airline about US$4 mil- 
lion annually. 

Despite Asiana’s poor 
financial performance, 
Kumho executives say 
they can find the money 
to finance its fleet expan- 
sion. The airline is major- 
ity-owned by Kumho, 
but state-owned Korea 
Development Bank and 
Korea Long-Term Credit 
Bank have a combined 
38% equity position. 

Kumho chairman Park Seong Yawng 
says it has been more expensive getting 
Asiana going than he had expected. Con- 
sequently, he says the airline has to move 
quickly into profitable international routes. 

But government help on domestic 
routes is also critical. Airfares in South 
Korea are so low that the airline would post 
losses on domestic routes even if it filled 
every seat. A 22% increase in domestic tic- 
ket prices last year was the first since 1985. 

“The airline business [in South Korea] is 
totally dependent on our government's po- 
licy,” Asiana president Park Sam Koo says. 
“If we get good routes, we can easily make 
a profit.” He says Asiana should post its 
first profit in 1994 or 1995. Initial projections 
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called for the airline to post a profit in 1993. 

~ Getting Asiana’s books in the black may 
not be easy. Asiana executives complain 
that the government favours KAL in the 
awarding of international routes. Asiana 
will not be allowed to fly to Europe until the 
mid-1990s,. for example, and even then, 
KAL’s existing routes will be largely pro- 
tected. 

But there is little doubt even among 
Asiana executives that the government will 
give the carrier profitable routes. Concerns, 
however, do exist about other countries. 
Asiana executives hope that by November 

or December, when the airline is scheduled 

to take delivery of its first Boeing 747s, 

Washington will have agreed to allow 
South Korean carriers more flights to the 
~ US: Washington is stalling on a treaty revi- 
_ sion because of unhappiness mainly about 
the allocation of space A to US airlines 
at Seoul's Kimpo 
~~ Asiana is to begin service to Los Angeles 
in December. Flights to Honolulu and New 
York are scheduled to start in 1992. 

Asiana, meanwhile, is holding talks 
with American Airlines about the advan- 
tages of a tie-up. American does not fly to 
Seoul, and a joint-marketing agreement 
could give Asiana a critical edge in picking 
up travellers to and from the US. 

Service to Japan started last year, and 
Asiana flies 23 flights weekly to Tokyo, 
Nagoya, Fukuoka and Sendai. Flights to 
Hiroshima and Yokohama are scheduled to 
commence this year. Load factors to Japan 
are heavy, and the Japanese routes will 
probably be Asiana’s only money-makers 
until service to the US begins. 

Asiana inaugurated services to Taipei, 
Hongkong, Singapore and Bangkok at the 
end of last year. But these routes have 
proved disappointing partly because the 
airline flies only three times a week to most 
of the cities. 

Despite these problems, Asiana gener- 
ally gets high marks. The carrier's 14-plane 
fleet, made up mostly of new Boeing 737s, 
has an outstanding reliability and perform- 
ance record, and its load factor, the percen- 
tage of seats occupied, rose to 75% last year 
from 60% in 1989. 

In September, Asiana placed an order 
for Boeing 737s, 747s and 767s that, in- 
duding options, could total between 
US$3 billion and US$7 billion. Park Sam 
Koo says the airline plans to have a fleet of 
68 jets by 1999, including 48 Boeing 747s. 
Asiana currently has an all-Boeing fleet, 
simplifying its maintenance, but Park says 
‘the airline may purchase some Airbus A- 
330s 


Kumho’s gamble on Asiana is auda- 
cious. In the end, though, the group’s be- 
lief in the airline is in large part a bet that 
the government, after having created the 
airline, will make sure that it survives by 
providing ample routes and funding. 

m Mark Clifford 
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INVISIBLE 


Mother of Mother : 


Mother of Battles. Mother of Defeats. Amid the outpouring of fact and fant ; 
Iraq, it can legitimately claim one title: Mother of Motherhood. 

Even by the prodigious standards of the Middle East, Iraq is a leader 
tion growth. According to World Bank projections, Iraq is set to remain n 
of the world fertility league at least until the year 2000. Set against annual pop 
growth of 700,000, even this year’s horrendous war losses (let us say 200,000 kill 
in the Kuwait and civil conflicts) will merely have reduced the 1991 rate to the le 
of Egypt or Bangladesh. ye 

Coventional wisdom says that as nations become richer, more educated. 
secular and more urbanised, fertility rates decline. Well, Iraq has for several years 
been, by the standards of the Arab world, secular; prosperous (until Saddam's w: 
and has had a high standard of literacy. 

Unconventional wisdom might prefer to see a connection between. expansionism 
and population growth. Combine technical ability or the power of money with high 
fertility and lack of lebensraum and you have a potentially explosive mixture. Vide the 
histories of Britain, Germany and Japan over the 150 years to 1940 and latterly of | 
Vietnam. The Middle East is a mess of religious, linguistic, tribal and occupational _ 
conflicts, but none of these would matter so much if manpower were not so readily z 
available to feed the furnaces of war. i 

This is bad news for world peace but good for East Asia. Let us compare \ with _ 
other regions. A spectre is haunting Europe. Just across a narrow sea from the near 
zero population growth states of southern Europe lie phenomenally fertile nations 
(Algeria, Morocco, Egypt, Syria, etc.) with few natural resources, scant industrial 

know-how and a poor record of com 
gu oui: |e? ing to terms with the modern age, 

They receive little. investmen 
from their developed neighbours 
who, like most late middle-aged 
people, have no interest in expand- 
ing their wealth, just in protecting 
what they have. Relations are domi- 
nated by fear and envy. 

Across the Atlantic, the US has 
Latin neighbours who have not been 
much more successful than their Arab 
counterparts in mastering modern in 
dustry and who are still too fertile to 
achieve striking per-capita income 
gains. However, Latin. fertility is fal- 
ing, and these nations are not so __ 
weighed down by historical and re- 
ligious hatred of their northern neighbours as are their Arab counterparts. Indeed 


HAND 








promote trade with and investment in them. The partnership between the US and 
its southern hinterland is not easy, but the demographic gap is not unbridgeable 
The situation in East Asia between advanced and advancing economies is. fi 
more constructive, a fact which relates to demography. It is true that the high rates 
of GNP growth Asia achieved in the 1970s and 1980s owed much to labour foro 
growth flowing from Iraq-level birth rates in the two preceding decades. But the 
dramatic reductions in those birth rates has enabled resources to be invested in im- 
proving the quality as well as the quantity of productive capacity, and thus raise real _ 
income levels. The exceptions have been two countries notorious for economic fail 
ure — Vietnam and Burma — and, one, Malaysia, sufficiently rich in land and Te- 
sources to afford 2%-plus population growth. 
Furthermore, a significant part of Japan’s high savings has been invested in de- 
veloping Asia. The same cannot be said for Germany's surpluses and North Africa 
And the US savings shortage is a problem for its demographically younger neigh- 
bours. Dare one whisper: down with motherhood! m Philip Bowrin 
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ingapore chairman seeks 








ByN. Balakrishnan 

embawang Shipyard has made its 
fortune by beating arms into plough- 
I shares — tuming docks abandoned 
“the British Navy in the 1970s into ship- 
repair facilities for oil tankers and other civi- 
lian ships. Two decades later, the new chair- 
man of the company, Ng Pock Too, wants 
the company to diversify into aviation, 
_ manufacturing and financial services, limit- 
_ ing its reliance on the cyclical fortunes of 
-the ship-repair business. 

_.- Ng, who has no previous experience in 
-the ship-repair business, took over as the 
-chief executive officer of Sembawang in Au- 
gust. His main job is to deploy the com- 
-pany's cash hoard of about $150 million 
` (US$85.08 million) and its good credit rating 
_ to secure a toehold in other businesses. He 
brings with him something 
possibly more valuable than 
previous experience in ship 
| repair — good political con- 
nections and experience with 
a diverse group of multina- 
- tionals. 
~ — Before joining Sem- 
bawang, Ng was the political 
secretary to former prime 
minister Lee Kuan Yew. He 
also worked as a director at 
the country’s Economic Deve- 
lopment Board (EDB), the gov. 
ernment’s investment-promo- 
-tion agency which liaies be- 

‘tween the government and 
_ multinationals. 

Foreign investors account 
for about 90% of the investment in Singa- 
: pores manufacturing sector, but Ng would 
like to change that percentage. His vision is 
to transform the Sembawang group into a 
“leading multinational company in the Asia- 
‘acific region.” He plans to build on the com- 
pany's existing activities of marine, engineer- 
g and construction while moving into 
_~ other fields such as “civil aviation, financial 
/ services, property and manufacturing — to 
help smooth the group’s earnings cycles.” 
> Ata glance, Sembawang’s core business 
_ = ship repair — hardly needs building 
upon. The Sembawang group reported a 
` record pre-tax profit of S$76 million in 1990, 
a 22% increase over the previous year, on 
-turnover of $$436.76 million. The com- 
= pany's yards were said to have been so 
busy last year that they had to turn away 
business for lack of space. 

The company’s core ship-repair division 


























toehold in new business 


Voyage of ‘discovery 


accounted for about S$73 million of the pre- 
tax profits and the shipping division’s turn- 
over of $$330 million represented about a 
quarter share of Singapore’s total ship-re- 
pair business. Only about 4% of the com- 
pany’s pre-tax profit stemmed from non- 
ship repair business. 

But Sembawang faces two challenges in 
the years ahead: to diversify beforé the 
ship-repair business hits its next cyclical 
downturn and to shift its ship-repair opera- 
tions. offshore to counteract rising costs in 
this labour and land-intensive industry. 
Sembawang is trying to do both. 

A first priority is simply to find cheaper 
ways to repair ships. 

The government requires ship-repair 
companies to pay a levy of S$350 per 
month for every foreign worker hired — 
$$50 more than the levy paid by other in- 


Sembawang on an even keel _ 
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dustries. On top of this, no company is al- 
lowed to employ more than 40% of its la- 
bour force from overseas. 

With local wage costs rising at an aver- 
age rate of 9.4% in 1990 and 9.2% in 1989, 
the ship-repair industry is being hit parti- 
cularly hard despite the labour discip- 
line maintained in Singapore’s shipyards 
(where strikes are unheard of). Wages ac- 
count for about 60% of total costs in the in- 
dustry. 

Moreover, shipping-industry executives 
point out that even higher-than-average 
wages fail to attract many Singaporeans, 
who have many other job options. It is 
common to see locals trained for ship repair 
in the country’s vocational-training insti- 
tutes taking up less demanding jobs in 
hotels and comfortable offices for lower 
wages, they say. 

Ng told the REVIEW that Sembawang 
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is considering “regionalising” its repair ac 
tivities. But unlike its rival Keppel Corp., 
which has ship-repair facilities in the Philip- 
pines and India, Sembawang is only now 
discussing with authorities in China's Hai- 
nan province the setting up of a ship build- 
ing-and-repair yard. Ng says he is consider- ` 
ing locating operations in other countries. 
Sembawang’s moves into non-ship-re- 
pair industries is recent. Its major non- 
ship-repair interests include a 32.68% 
stake in salvage company Sembawang 
Maritime and a 24.9% stake in property- 
and-financial company First Capital Corp. 
(FCC). Both stakes were acquired in 1990. 
In addition, a subsidiary, Sembawang 
Aviation, was formed last May and is now 
the agent for Cessna business jets in South- 
east Asia and China. Cessna is a subsidiary 
of General Dynamics Corp. of the US. 
Aircraft leasing and broking businesses 
in this region are now dominated by the 
multinationals, but Ng thinks that there is a 
scope for a company such as Sembawang 
to grow in a business which he sees. as 
being in its early stages in this region. 
Sembawang is now part of a joint ven- 
ture with Hainan Airlines, which has been 
given the right to fly tourists between 
Haikou and Sanya, the two 
major points of tourist attrac- 
tion on Hainan Island.. The 
concession will involve. the 
use of just two 12-seater air- 
craft, but it is the first time 
that a concession for domestic 
travel in China. has. been 
awarded to a. foreign: com- 


ONT TL AVEL 


y. 

Meanwhile, rumours con- 
tinue to circulate in. Singa- 
pore’s stockmarket that Sem- 
bawang is set to aeqne. a 
stake in a bank. 

Ng. denied rumours that 
the group plans to enter retail 
banking, but adds that it may 
consider entering merchant 
banking and insurance if they fit in with the 
overall plans of the company. Sembawang 
already has an indirect stake in stockbroker 
Paul Morgan through its stake in FCC. 

While planning its long-term strategy of 
reducing its reliance on ship repair, Sem- 
bawang can look forward to stable in earn- 
ings growth directly related to the ageing of 
the world’s tanker fleets. Oil tankers re- 
quire more regular repairs than other ships 
because the high sulphur content of oil 
makes it highly corrosive. 

There was a boom in the building of oil 
tankers in the mid-1970s with thè onset of 
the first oil crisis. The tankers built in that 
period will be now due for the expensive 
so-called “third survey” repairs that marine 
authorities require. tankers: to undertake 
when they reach 15 years of age. This 
should keep Sembawang’s yards busy fora _ 
while yet: ts n 
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want the best. And what's best for you is no one 


else's decision but yours. That's why Swiss Ba 





Corporation is as personal in customer relatio 













it is the ignition key for as it is diversified in terms of services. Whethe 


thie 1262 Ferrari you want capital growth, or regular income, 





250 GTO with chassis . . 2 it a 
AEO aa anything in between, your Swiss Bank consy tam 
of the cars which estab- will deploy the latest financial analysis tools and 


Menee pe Farrari Jegond: the most advanced resources to build a portfolio 


< No other model, and 


Be Gina OS which addresses your objectives. And because 
nore prizes ihan this Swiss Bank Corporation is at home in 37 coun- 
legendary sports coupe tries, our personal way of doing business is 
ii available worldwide: In London, call Mary A 
Twomey, 44/71/7114824. In Singapore, call 
Hannes Gimmel, 657 5396310. In Zurich, Hans- 
Rudolf Schaub, 1/223 40 64. In Geneva, Alain 
Moses, 22/790 67 25. And, at our home base 
in Basel, call Jean-Claude Pittet, 61/2025 34 
(after mid-April 61/288 25 34). From all of 
us, you can expect the professionalism thot 
we have refined in over 100 years. Successfully, 
we might add, as evidenced by our status as 


one of the world’s few triple-A rated banks 
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-Thai finance agency seeks broader funding base 























































By Paul | Handley in Bangkok 





fter being wracked for years by poli- 
tical infighting and huge foreign-ex- 
change losses, the Industrial Finance 
Corp. of Thailand (ECT) is about to get a 
new lease on life. A plan to strengthen the 
mi-governmental long-term credit bank 
been largely accepted by Thailand’s 
finance bureaucracy and is likely to go 
through under the current caretaker gov- 
mment, 
_ The plan will broaden the bank's fund- 
g base — reducing its reliance on foreign 
funds — and remove the burden of forced 
risk-taking which has left it with nearly 
Baht 6 billion (US$235 million) in foreign-ex- 
change losses. If adopted in full, the pro- 
posals will enable these losses to be written 
off over a 20-year period with the help of re- 
serves-management facilities provided by 
e Bank of Thailand (BOT, the central 
ank). 
LA new, more supportive political envi- 
“ronment created by Bangkok's recent gov- 
ernment changes is expected to facilitate 
the restructuring. The changes, however, 
do not remove all the questions about the 
_IFCT’s future identity. 
Proposals, backed by the World Bank, 
that would have pointed the FCT towards 
mmercial banking have been mostly re- 
ected by Bangkok in favour of preserving 
ie development-bank role. IFCT president 
Aswin Kongsiri says the revamp will leave 
the bank more closely tied to the Bor. This 
uld lower the emphasis on commercial 
erformance and, says Aswin, raises the 
uestion of just how independent a deve- 
pment bank should be. 
| -The FCT was set up in 1959 to promote 
dustrial growth during the import-sub- 
titution phase of the 1960s and the export- 
nted industry push that began 
the 1970s. Its shareholders are 
hes local and foreign financial in- 
tutions, the Thai Government 
being the biggest. 
Barred from taking deposits, and 
largely unable to obtain long-term 
baht funding in Thailand’s unde- 
eloped secondary debt market, the 
bank has traditionally relied for 
“funds on government-guaranteed 
concessional foreign loans. It found 
aniche lending to customers wary of 
Thailand's family-owned commer- 
_qial-banks and attracted by long- 
term, fixed-rate financing. i 
“However, the reliance on foreign 
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_IFCT’s mixed fortunes 
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funding — at one point up to 80% of the 
total — exposed the bank to large currency 
losses, leading to a government bailout in 
1978. The IFCT was again badly hit by 
Bangkok's 1981 and 1984 devaluations of 
the baht and later by the strengthening of 
the yen. Realised and deferred losses, total- 
ling Baht 5.9 billion at the end of 1990, are 
enough to wipe out shareholders’ equity. 

The bank’s current foreign exposure to- 
tals Baht 13 billion, representing roughly 
50% of total funding. One of the goals of 
the restructuring will be to reduce this pro- 
portion to about 25%. 

The foreign-exchange losses, which 
have required write-offs averaging Baht 900 
million a year, are attributable to careless 
management and a lack of means to hedge 
foreign exposure. 

Moreover, IFCT managers believed they 
had an agreement that the Ministry of Fi- 
nance (MOF) would cover any realised for- 
eign-exchange losses. That belief was upset 
in 1988, when the ministry obtained a Jurid- 
ical Council ruling to the contrary. The 
MOF’s rejection in 1989 of a proposed loan 
rescheduling further muddied the bank’s 
outlook. 

Much of these troubles had to do 
with high-level politicking. Pramual Sab- 
havasu, finance minister from August 1987, 
used the issues to force out both IFĊT chair- 


Pramual; Sommai: high-level po iticking. 
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man Sommai Hoontrakul, and the bank's: 
president, Sommai protege Sukri Kao- 
charern. 

Sommai stepped down in July 1989, to 
be replaced by Pramual’s immediate pre- 
decessor as finance minister, Suthee Sing- 
hasaneh, Sukri’s term as president ended 
in February 1990; present incumbent 
Aswin had been his deputy. 

The tFcT was also rocked by a ruling that 
it must pay 30% of its annual profits to 
write off the current portion of its foreign- 
exchange losses. This, plus the other re- 
strictions and political squabbling, have 
made the bank less attractive to investors 
and less able to tap them for capital. Two 
convertible debenture issues in 1989-90 had 
to be priced aggressively to succeed. 

Aswin’s ability to respond to these prob- 
lems has been hampered by the constant 
changing of the guard at the MOF and BOT. 
However, the strengthening of the finance ~ 
technocracy following the 23 February mili- 
tary coup has given the ICT the kind of top- 
level support it previously lacked, paving 
the way for a speedy resolution. : 

Former IFCT chairman Suthee is now 
finance minister, while ex-BOT governor 
Chavalit Thanachanan is the new [FCT 
chairman. The current BOT governor, Viit 
Supinit, had previously been a special ad- 
viser to the IFCT board. 

In detail, the proposals, which have 
now been formally submitted to the finance 
minister, include: 
> Prepayment of the IFCT’s most expensive 
loans — Baht 2.5 billion at 10.5% from: the 
World Bank and Asian Development Bank. _ 
The FCT will issue Baht 3 billion in state- 
guaranteed local bonds, probably at about 
10%, to finance the prepaymen 
> A Baht 3-3.5 billion soft an from the 
BOT for on-lending to activities determined — 
by the Bot. (The central bank has recently 
been critical of the level of commercial-bank 
lending for “ isee activities such 
as property speculation.) 
> A BoT takeover of the IFCT’s forex man- 
agement. The BoT will amortise, in five to 
six years, the IFCT’s accumulated foreign-ex- 
change losses against any trading gains the 
central bank makes on IFCT funds. The re- 

sulting annual net loss will be taken 
i on the BOT's books, and at the insis- 
2 tence of the MOF — to which the cen- 
$ tral bank reports — will be repaid by 
the CT over 20 years. The BOT 
would additionally provide ex- 
change-rate ceilings to enable the 
IFCT to forecast its liabilities. 
> Permission for IFCT paper — 
government-guaranteed or not 
— to be included in commercial 
banks’ statutory liquidity require- 
ments. 
> Swapping of future concessional 
foreign borrowings with BOT re- 
serves. Also, exchange risk would 
be removed from concessional. for- 















Foreign corporations have discovered 
that it pays to ‘‘shop and compare”’ when 
it comes to establishing an American 
Depositary Receipt facility and selecting 
the right bank to serve as the depositary 
institution. 

One reason is that issuers want to max- 
imize ADR potential and here the 
depositary choice can make all the dif- 
ference in the world. 

Another big factor behind the trend, 
however, is the aggressive, pro-active, 
“‘value-added"’ approach SecPac’s 
Sequor Group has taken to this special- 
ized marketplace. 

‘Today; says Sequor’s key ADR execu- 
tive, senior vice president Ralph Marinello, 
“the ADR depositary has to be highly 
innovative. . . particularly on the investor 
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How it does so is very much in line with 
Sequor’s views on the best way to access 
and grow in the U.S. capital markets. 

Recognizing that sponsored but un- 
listed programs—so-called Level 1 
ADRs—stifle trading activity in the 
secondary market, Marinello's ADR Group 
has been the industry's leading propo- 
nent on the use of sponsored ADR pro- 
grams which utilize listed securities along 
with strong investor relations support. 

Consequently, Sequor’s ADR Group 
functions as a key intermediary between 
the broker/dealer community and in- 
vestors to expand ADR visibility, support 
the buy side of the market and elevate 
investment values. What's more, it does 
this at its own expense. 

Such service support is rare among 
depositary institutions and this gap is 
becoming more and more noticeable. As 
a result, the ADR Group is concentrating on 
working with issuers whose sponsored, 
listed programs have not performed 
because they lack the investor relations 
and marketplace support Sequor can deliver. 
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Terminating an existing depositary rela- 
tionship and starting a new one with 
Sequor is easy. And, to make such a 
decision a very comfortable one, 
Marinello’s ADR Group offers a highly 
attractive range of cost incentives. 

With these initiatives, the ADR Group 
has introduced a new standard of leader- 
ship to the field, one backed up by two 
key factors: (1) Security Pacific's strength 
as a global financial power with 1500 
branches worldwide and (2) the ADR 
Group's position as a unit of Sequor's 
Corporate Trust Division. 

One of the largest corporate trust opera- 
tions in the U.S., the Corporate Trust Divi- 
sion is the most diversified organization of 
its kind—and the fastest growing. While 
providing complete trust and agency ser- 
vices, it also occupies top tier status as 
America’s leader in processing 
asset-backed securities and other struc- 
tured financings. Additionally, it has 
pioneered major new developments in 
puts, options, tender services, reorgani- 
zations and related fields. 

Because of the Corporate Trust support, 
the ADR Group is the only depositary that 
can process and issue ADRs on both U.S. 
coasts. And, due to this tie-in also, an 
ADR issuer who selects Sequor as its 
depositary benefits in other ways. 

Sequor executive vice president and 
head of trust operations, Al Pagliaro puts it 
this way: “‘Once a foreign corporation has 
established a financial base here, there's a 
definite need for an array of support ser- 
vices. We'll perform them on a con- 
solidated purchase basis with the ADR 
business to create a unique savings 





How Security Pacific is redefining the 
American Depositary Receipt Marketplace. 


advantage. Moreover, we are expanding 
quickly as an international entity and so 
we can offer one-source service 
assistance in other world markets.’’ 
According to Pagliaro, another major 
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a every client 
F enjoys pre- 
j ferred status 
. . And re- 
wu Nas Á ceives guar- 
anteed 
first-rate, quality service. There's no ‘big 
fish. . .small fish’ distinctions.” 
That's why foreign corporations expect 
more and get more with Security Pacific. 


The Sequor Group 

Sequor is an integrated securities 

processing, treasury management, 

fiduciary services and international 

— processing organization. 
ajor Sequor operations involve: 

e Institutional Custody/Securities Lending 

+ Cash Management 

e Clearing and Settlement 

+ Corporate TrusUADRs 

+ Dollar Clearing 






















































Project Finance: Diverse Solutions 
for Unique Financing. 


ADVICO YOUNG & RUBICAM 


To know 

one true expert 
is really 

all you need. 


UBS in Asia, Australia and India: Tokyo, Hon 
Bahnhofstrasse 45, CH-8021 Zurich. 





There’s no shortage of projects in need 
of financing, but there is a shortage of 
banks which can provide the right financial 
solution. 

The Project Finance Team at UBS 
understands that project sponsors want 
their banks to offer unique financial solu- 
tions. Providing funding is not enough. 

UBS has been a financial advisor and 
lead bank for diverse projects such as oil 
and gas, waste-to energy, petrochemical, 


UBS. The bank of experts. 


mining, power generation, pulp and paper, 
and geothermal energy. This diversity of 
experience allows UBS to bring added 
expertise to each project. 

As the leading bank in Switzerland and 
one of the few AAA-rated banks in the 
world, UBS backs expertise with attention 
to detail. 


Union Bank 
fa) of Switzerland 





g Kong, Singapore, Sydney, Taipei, Beijing, Bombay. Head Office: Union Bank of Switzerland, 





ign borrowings by depositing them in 

the source countries at commercial rates 
and raising matching baht funds with 
the foreign loan as collateral. (This is al- 
ready being done with money obtained 
from Japan’s Overseas Economic Co-opera- 
tion Fund.) 

Some of the issues, such as the re- 
scheduling and bond issue, have been 
decided. There is still resistance to other 
points within the MOF, where some officials 
do not like the broking of foreign-exchange 
losses through the BOT into a de facto long- 
term loan from the ministry; there is also 
resistance towards ‘anteeing any more 
IFCT paper after this year’s Baht 3 billion 
issue. 

“They are saying: ‘We do not want to 
make it too easy for you’,” Aswin says. 

But those are matters of long-term sig- 
nificance, Aswin adds. Much will also de- 
pend on the government encouraging de- 
velopment of a secondary market for cor- 
porate and state-enterprise paper. In the 
past, restrictive tax laws have choked the 
market for debt. 

For the medium term, the bank has 
cemented in some major building blocks. 
Its 1990 performance — loans expanded by 
29%, operating income up 41%, net profits 
up 40% — matched many of the commer- 
cial banks. 


swin says the bank still has a strong 

niche in lending to medium-sized in- 

dustrialists who want to stay away 
from commercial bankers’ possible conflicts 
of interest. Like the banks, though, the IFCT 
has strongly increased its equity-funding 
role. 

Earnings per share, before foreign-ex- 
change write-offs, grew 21.5% to Baht 
45.4, enabling the IFCT to draw off 40% of 
profits, rather than the planned 30%, to 
cover current foreign-exchange losses. Net 
of this, per-share earnings rose 4.2%, to 
Baht 18, but the FCT management was 
still confident enough to offer shareholders 
a Baht 8 dividend, one baht more than 
planned. 

Meanwhile, the IFCT has been drawing 
on up to Baht 5 billion in loans from the 
Government Savings Bank (GsB), which has 
access to the considerable rural savings 


The Gsb’s traditional role is to lend to 
state enterprises, but as the government 
has been running a surplus for three years, 
the bank has lent to the interbank market, 
with the IFCT as the main beneficiary. The 
IFCT has given the GSB a seat on its board in 
return for taking a 14% equity stake. 

In the long term, however, the govern- 
ment is expected to tap savings for its own 
projects, and GSB funds will begin to dry 
up. By that time, Aswin hopes, the IFCT will 
be able to make more use of local capital 
markets, while providing investors a return 
that maintains their support. itt 
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Thai technocrats push through financial reforms 


Clean sweep 





By Paul Handley in Bangkok 
T hailand’s technocrats, in league with 





the interim government of Prime 

Minister Anand Panyarachun, are 
rushing through long-delayed regulatory 
reforms while the nation remains bereft of 
meddling politicians. Support for the re- 
forms — or at least a certain level of am- 
bivalence — from the military junta 
suggests that minimum interference is ex- 


The reforms will overhaul regulations 
governing import restrictions and tariffs, 
environmental-protection and health codes, 
and the financial system. The most im- 
mediate impact on the business commun- 
ity, however, will stem from sweeping 
changes in the tax code. 

The interim government's first priority is 
a tax-reform package, part 
of which is expected to be 
presented to the cabinet by 
the Finance Ministry 
within the next few weeks. 
The immediate intent is to 
neutralise barriers to de- 
veloping a secondary mar- 
ket for government, state 
enterprise and private cor- 
porate paper. 

Tax problems that hin- 
der trading of financial in- 
struments, such as double 
taxation under the coun- 
try’s business-tax regime, 
will be removed. Other 
parts of the tax code that 
leave corporate debt in- 
struments at a sharp disadvantage to gov- 
ernment paper will also be minimised. 

In addition, current regulations prohibit- 
ing companies not listed on the Securities 
Exchange of Thailand (SET) to issue debt 
securities will be amended. And legal rec- 
ognition will be accorded to previously dis- 
allowed instruments such as negotiable cer- 
tificates of deposit. 

The intent is to create a secondary bond 
market to. help overcome the shortage in 
domestic long-term savings. The market 
should help banks raise long-term funds 
and strengthen the financial system. 

The Finance Ministry also wants to create 
a market that can quickly absorb state enter- 
prise paper. Six state enterprises are slated 
to issue baht-denominated bonds without 
government guarantees, among them Thai 
Airways International and the Express and 
Rapid Transit Authority of Thailand. 
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Another reason for urgency is chronic 
over-liquidity in the financial system, which 
creates inflationary pressures that the Bank 
of Thailand (BOT, the central bank) is hav- 
ing difficulty containing. Establishing a 
secondary market would provide another 
means to manage the liquidity. 

The BOT is also revising tax regulations 
for commercial banks and financial institu- 


tions. Thai banks have adhered to the Bank _ 


of International Settlement’s risk-weighted 
capital-to-asset ratio of 8% for several years 
now, but many banks hold sharply under- 
valued assets — especially real estate — 
that cannot be revalued without heavy tax 
penalties. This drag on bank growth, which 
forces banks to raise capital often, will be 
eliminated. 

At the same time, high-flying finance 
companies will soon have to adhere to the 

’ same capital-asset 
guidelines required of 
banks. This could make 
their business more dif- 
ficult, as they have en- 
joyed more liberal regulat- 
ory standards. 

Once these reforms are 
in place, a broader tax re- 
form package will be 


months’ time. Implemen- 
tation will take longer, 
however, as the reforms 
will require approval of the 
National Assembly, which 
convenes in May. 

The plan is to institute a value-added tax 
(VAT) to replace the business taxes, which 
can multiply taxation several times over 
and encourage tax avoidance. The VAT is 
expected to be in the range of 8-9% initially, 
and it is believed to have the support of the 
junta. 

The Finance Ministry and the BOT have 
also accelerated plans to establish an ex- 
port-credit bank and a national credit-rating 
agency. The export-import bank will re- 
place the BOTs increasingly ineffective 
packing-credit system that was designed to 
help small exporters process letters of credit 
with greater speed. The export-credit bank 
is unlikely to be operating within the year, 
though financial technocrats are laying the 
legal groundwork now. An export-credit 
insurance agency, however, may be estab- 
lished by year-end. 

The Finance Ministry also plans to ex- 




























pand the businesses of both banks and fi — 
nance companies. The draft regulations are 
said to include proposals to break down 
barriers between commercial banks and 


tion of a new securities and exchange act to 
revamp SET regulations. Details of the re- 
forms, however, are still being hammered 
out within the financial bureaucracy. The 
new securities legislation will probably be 
presented to the National Assembly within 
three months. 

In other sectors of the economy, the in- 
rim government is also moving fast. The 
Ministry of Industry — without seeking 
cabinet. approval — has already eliminated 
‘restrictions on investment in certain indus- 
tries. 

These restrictions had long protected 
_ well-connected: but inefficient monopolies 
in industries ranging from match-making to 
caustic soda production. The ministry has 
simplified or eliminated rules requiring 
ermits for factory building that led to 
significant corruption within the ministry. 
Other ministries are sharpening their 
pencils to revamp existing regulations. The 
Health Ministry, for instance, recently ban- 
__ ned the highly popular but dangerous caf- 
feine-painkiller drugs after a seven-year 
oe 
FOr moves in store include: strength- 
ning environmental regulations for indus- 
y; passing a long-delayed Tourism Act to 
authorities more power to regulate the 
dustry and protect tourists and the envi- 
ment; the removal of import restrictions 
n numerous items such as vehicles and 
mputer boards; and cutting high tariffs 
n certain products. a 
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Foreign-currency crunch hampers debt servicing : 


India under siege 





By Hamish McDonald in New Dethi 
[=: drastic attempt to head off a for- 





eign-payments crisis by curbing im- 

ports has by no means removed fears 
of default on commercial borrowings in the 
three months before a new government is 
elected and installed. Further import cuts 
— chiefly in commodity purchases by state 
trading corporations — may be necessary 
within weeks. 

Industry has already been thrown into 
disorder by the measures, which were insti- 
tuted in a 20 March edict by the Reserve 
Bank of India (RBI, the central bank). 

The bank halted issuance of new letters 
of credit for capital-goods imports, required 
importers of other goods to pay between 
133% and 50% upfront before foreign cur- 
rency lines can be opened and stipulated 
advance approval by the bank of all letters 
of credit above a paltry Rs 5 million 
(US$256,000). Together, the measures 
presage weeks of bureaucratic delay in 
trade. 

The curbs so far have managed to hold 
foreign-currency reserves above a Rs 40 bil- 
lion level set by the Finance Ministry and 
RBI. This was seen as the minimum needed 
to stave off defaults on fast-revolving short- 
term foreign debt (about US$5 billion out of 
the US$62.5 billion total foreign debt re- 




















Malaysian Trade and Industry Minister 
Rafidah: Aziz managed to allay some Ja- 
" panese anxieties about the proposed East 
Asian Economic Grouping (EAEG) when 
she visited Tokyo on 2-6 April. 

But Japanese officials are still in the 
_ dark about Malaysia's ultimate motive in 
pushing for the regional economic al- 
“fiance. Up to now, Tokyo has learned of 
«the EAEG, in which Malaysia says it wants 

Japan to play a leading role, only through 

diplomatic exchanges. Rafidah’s presenta- 

_tion to Japanese officials is regarded as a 
~ milestone on the road towards formalising 
the plan. . a 
-Rafidah’s meetings with Japanese Fi- 
nance Minister Ryutaro Hashimoto, For- 
eign Minister Taro Nakayama and. Minis- 

ter for International Trade and Industry 


ie Malaysian two-step 


Eiichi Nakao paved the way for Prime 
Minister Toshiki Kaifu to talk in more de- 
tail about the EAEG when he visits five 
Asean countries at the end of this month. 
According to Japanese officials, Malaysia 
is trying to lure Japan into the EAEG by 
presenting it as being so innocuous that 
no country — particularly the US, which 
is specifically excluded from plans for the 
alliance — could take exception to it. 

The new tactic appears to be working. 
The hostility that Japanese officials initially 
showed. towards the plan has given way 
to a cautious official acceptance that the 
idea will do no harm even if it does little 
obvious good. 

By insisting that the EAEG is not de- 
signed to be a protectionist trading. bloc 
but a consultative forum for East Asia, 








FAR EASTERN ECONOMIC REVIEW 


corded as of December 1989). 

But export industries relying on foreign 
inputs — ranging from diamond cutting to 
cashew-nut processing — are threatened 
with production cutbacks as soon as stocks 
are exhausted. The estimated 700,000 
people employed by the diamond industry 
achieve nearly 40% added value. The curbs 
will also start to contract export earnings as 
well. : 
Three factors were the immediate cause 
of India’s worst-ever external. payments 
squeeze, which continues despite two IMF 
credits, totalling US$1.8 billion, that were 
approved on 18 January. (These brought 
the reserves back above the Rs. 40 billion 
floor after a plunge towards Rs 20 billion at 
the end of December.) 

The first was the postponement of the 
full budget for. 1991-92, beginning this 
month. The delay was foisted on the 
minority Chandra Shekhar government by 
its Congress (I) party backers’ for. elec- 
toral reasons. It has precluded further pro- 
gress in obtaining a second IMF credit, of 
US$2 billion, which is needed by the end of 
this month to bolster the country’s. re- 
serves. 

The mF, World Bank and bilateral 
donors all wanted to see a start on stabilisa- 
tion and structural reforms in the budget 
before parting with further funds. Because 





Malasyia has to some extent overcome 
Japan’s nervousness about doing’ any- 
thing to hurt its vital trade links with the 
US. Heavy hints dropped by the US am- 
bassador to Japan, Michael Armacost, that 
the EAEG might “encourage economic 
rivalry” between Tokyo and Washington 
had made many Japanese officials eager to 
distance themselves from the plan, 

Armacost. has .also. voiced concern 
about the dangers of the EAEG diminish- 
ing the importance of the Asia Pacific _ 
Economic Cooperation forum (Apec) in. 
which the US and Canada as well.as Aus- 
tralia and New Zealand work alongside 
East Asian countries. But according to Ja- 
panese officials, Rafidah promised. that 
the new economic grouping would en- 
hance Apec as well.as economic cooper- 
ation within Asean. These assurances, 
which Japanese. officials believe were 
prompted by Singapore, left Tokyo more 
relaxed about the EAEG. 

Nonetheless, Japanese officials are still 
puzzled why Malaysia wants to promote. 
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of the delay, none of this finance will be 
forthcoming before the end of summer. 

A second factor was a reversal of the 
flow of deposits by non-resident Indians 
(NRIs), a privileged category of offshore in- 
vestors who had built up an estimated Rs 
160 billion in deposits in the 1980s. The 
flow of NRI funds into India initially grew 
after the Iraqi invasion of Kuwait, because 
of a safe-haven effect. But since then, the 
net flow has turned negative, according to 
well-placed sources. 

Third, i around the Assam 
oil fields and reckless overworking of some 
offshore wells in the Arabian Sea cut ex- 
pected petroleum production of 33 million 
tonnes by about 10% in 1990-91. 

Underlying these short-term causes 
have been several adverse long-term 


a forum with no formal secretariat when 
Apec already provides the opporunity for 
such contacts between trade officials and 
ministers. They also question why Ma- 
laysia is presenting the EAEG as a forum 
for coordinating East Asian trade policies 
for presentation to Gatt when regional 
groups already meet in Geneva, where 
the trade body is headquartered. 

But Malaysia's fears that the Uruguay 
Round of Gatt trade talks will break down 
and give way to managed trade within the 
context of regional blocs appear to be com- 
ing closer to realisation. If this occurs, a re- 
gional trade forum would then have more 
appeal. 

Also, Japanese officials say that in the 
current climate of Tokyo politics and with 
\Kaifu’s power base being further weak- 
ened by the resignation of his ally, 
(chiro Ozawa, as secretary-general of the 

ing Liberal Democratic Party, the 
chances of Japan taking any initiative to 
irestart the stalled Uruguay Round are 
slim. m Anthony Rowley 
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trends, many of them self-created. India’s 
limited in removing import pro- 
tection has led to a sharp rise in external 
borrowing. 

Foreign debt trebled in the 1980s, and 
though foreign investment rose in the mid- 
dle of the decade, the Indian welcome has 
been so ambivalent that approvals had 
dwindled to a mere US$65 million by 1990- 
91 — hardly enough to pay for a single pro- 
ject in an Asian NIC. 

The effect has been that India has been 
borrowing foreign currency to pay for in- 
puts to domestic-oriented industries, where 
monopolies created by various forms of 
licencing guarantee huge profits. Indian 
products fail to compete in style or quality 
in external markets, and the trade gap 
widens. 

The caretaker government is in no posi- 
tion to tackle these structural problems. But 
in the meantime, Finance Minister Yash- 
want Sinha and RBI governor S. Venkitara- 
man are making direct pleas to Washing- 
ton, Tokyo and Frankfurt for special bila- 
teral aid, as India’s battered credit rating all 
but precludes fresh commercial borrowing. 
Japanese banking sources say Tokyo has in- 
dicated it could provide US$300 million, but 
the Americans and Germans appear less 
forthcoming. 

A further emergency tactic for the gov- 
ernment could be the strangling of so-called 
canalised imports: foodstuffs, edible oils, 
fertilisers, non-ferrous metals and pet- 
roleum products purchased by state agen- 
cies 


Some bankers believe this will be neces- 
sary, and may already be under way (if the 
price drop in the Malaysian palm-oil market 
is a guide). 

But the government's freedom may be 
limited by the elections — prices of such 
items are politically sensitive — and by 
early warnings from meteorologists that 
after a run of three excellent mid-year mon- 
soons, India can expect a less bountiful sea- 
son this year. a 
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POLICIES 


McDonnell Douglas wins 
Indonesia satellite bid 


Rocket 
profits 


By Adam Schwarz in Jakarta 


ndonesia has awarded McDonnell 

Douglas Corp. of the US a contract to 

launch the next communications satel- 
lite for the national Palapa satellite pro- 
gramme. The decision will disappoint 
China's Great Wall Industrial Corp., which 
had been considered the frontrunner for 
the contract earlier in the year. 

Indonesia has used McDonnell Douglas 
to launch all previous satellites for the 
Palapa programme, which began in 1976. 
All Palapa satellites have been supplied by 
California-based Hughes Aircraft. 

Cacuk Sudarijanto, director of state 
telephone monopoly Perumtel, says In- 
donesia will pay about US$44 million for 
the McDonnell Douglas launch, about 
US$3 million less than the US company’s 
initial bid. He says 85% of the launch 
cost will be fi- 
the 


donesia pay for 75% of the launch costs 
with commodities such as oil, gas and 
plywood. 

The decision to go with McDonnell 
Douglas was made in mid-March, but it 
was not announced until 8 April. Although 
the Chinese bid was lower than that of 
McDonnell Douglas and Ari of 
France, two non-price factors won the day 
for the US company. 

Timing of the launch loomed large in 
the negotiations. McDonnell Douglas said 
its Delta rocket would be able to launch In- 
donesia’s B- satellite as early as April 1992, 
assuming a contract was signed in April 
1991. Great Wall Industrial’s Long March 
rocket could not be readied for launch 
before early 1993, according to a number 
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Indonesia, the regional leader in satellite 
communications, currently has two satel- 
lites aloft, each with 24 transponders, or 
channels. Nearly all of the transponders are 
booked, and the longer demand goes un- 
fulfilled, analysts point out, the more likely 
‘is that new competitors will join the field. 
donesia is keen to add new supply as 
soon as possible to forestall competing pro- 
ammes, 
The cost of using Indonesia’s satellite- 
transmission service is already among the 
west in the world. A Palapa transponder 
leases for about US$1.2 million a year, com- 
pared with about US$1.6 million for Asiasat 
id more than US$2 million for US satel- 
lites. 
ios A second factor working against the 
Chinese bid was the potential delay in ob- 
` taining an rt licence to bring the 
Hughes satellite to Great Wall Industrial’s 
launching site. Washington and Peking 
‘signed an agreement in 1989 binding both 
sides to price satellite launches according to 
international prices. Indonesian officials 
worried that US legislators would object to 
China's acceptance of barter payment from 
Indonesia and hold up the licence. 
Government officials also add that 
China's launch bid was not as low as it 
seemed. If Great Wall Industrial’s Long 

March rocket launched the B-4 satellite, 
for example, Indonesia would have to 
pay an extra US$6.4 million to cover 
transportation, security and other support 
costs. 

Further, according to Indonesian Gov- 
emment calculations, a satellite launched 
by Great Wall Industrial’s Long March roc- 
ket would stay aloft for about nine years, 
whereas one launched by the Delta would 
remain in orbit for more than 11 years. The 
difference arises because the more north- 
erly latitude of Great Wall Industrial’s 
launching pad means more fuel is con- 
sumed putting satellites into orbit over the 


Indonesia in the final two years. 

The choice of McDonnell Douglas will 
cause some embarrassment for President 
Suharto, who had hoped to make the B-4 
satellite launching a symbol of reconcilia- 
tion between Jakarta and Peking. The two 
countries re-established diplomatic rela- 
_ tions in August after a 22-year absence. 

To. soothe ruffled feathers, Indonesia 
will offer to cooperate with China in pre- 
paring a feasibility study for building a roc- 
ket launching site somewhere in Indonesia. 
The most likely locations for the site, indus- 

-try officials say, are Biak Island or Gak Is- 
_ land, both off Irian Jaya. An official from 

_ the Chinese Embassy would only say that 

_ “cooperation in scientific and technological 
fields between China and. Indonesia. has 
© broad. prospects.” a 
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Some like it hot 


ustained high confidence in the 

Thai economy following the 23 Feb- 

ruary coup is almost as worrying to 

some senior economic officials as a 
loss in confidence would be. With even 
conservative estimates putting economic 
growth for 1991 in the 8-8.5% range, offi- 
cals are privately concerned about re- 
newed overheating if liquidity is not con- 
strained. 

Populist attempts by the military junta 
to cut fuel prices, provide direct wage sup- 
plements to rural workers and set ceilings 
on the prices of consumer goods could 
have an unhealthy effect on the inflation 
rate. Official projections currently allow for 
prices to rise at an acceptable 6-6.5%. 

Local interest rates softened from the 
end of January through March as the global 


The foreign-investment 


economic outlook improved. The March re- 
demption of Baht 13 billion (US$509.8 mil- 
lion) in government bonds gushed liquidity 
into the system. Another redemption of 
Baht 20 billion in state paper, recom- 
mended by the Finance Ministry, was re- 
jected by the central bank because of the ef- 
fect on the money supply. 

Only a small amount of new bonds will 
be issued to absorb the excess liquidity: the 
coupon rate dictated by the market is too 
high for the government's liking. Nor does 
it need to borrow, given a budget surplus 
of Baht 31 billion in the first five months of 
the fiscal year, which began on 1 October. 
(However, income growth slowed down in 
February, to 6.5% compared with a year 
earlier, Receipts had been growing at a 
year-on-year rate of about 25%.) 
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The surge in liquidity resulted in a drop 
in interbank call rates to 13% by 2 April, 
from 14.5% at mid-March. Banks main- 
tained prime-lending rates above 15% to 
support margins and because they were 
encouraged to by the Bank of Thailand 
(BOT, the central bank). 

Crosby Research predicts the Bor will 
again push up rates within the next six 
months, and not simply to cool bank lend- 
ing. Officials at the central bank are uncom- 
fortable with a current-account deficit that 
has widened to 6-7% of cpp. Even then, 
they are not fully confident that higher in- 
terest rates will draw in all the capital 
needed to finance the deficit. 

That could explain the BOT's move to 
weaken the baht against the US dollar. 
Bankers believe a 2.25% loss against the 


, dollar since October is the result of a tem- 
: porary reduction in the weighting given to 


the greenback in the central bank’s cur- 
rency basket, against which the baht is ad- 
justed. The weakening, they believe, is part 
of a move to discourage imports of luxury 
goods and other unn outward 
flows of capital, as well as to encourage ex- 
ports. 

The BOT is confident that continued in- 
vestment will bring down liquidity. Major 
infrastructure projects will likely soak up 
money, while smaller private investment is 
strong. Hardly a day goes by without a 
new capital call on the Securities Exchange 
of Thailand. Although, individually, most 
of these sums are small, the aggregate is 
considerable. 

Banks also report strong demand for 
funds. Even at 15% lending rates, commer- 
cial banks expect credit growth to hit 25- 
30% in 1991, though this will be down from 
33% last year. Their funding position will 
be improved when statutory liquidity and 
capital-reserve irements are revised, 
which the central bank is expected to an- 
nounce soon. 

The new regulations will allow banks to 
revalue assets, such as property, at closer to 
market levels. These steps will allow the 
banks to maintain lending growth without 
having to resort to frequent capital calls. 

The interim cabinet on 2 February set a 
balanced budget of Baht 460.4 billion for the 
year beginning 1 October 1991, an 18.8% 
increase over the current year. The spend- 
ing increase is regarded as somewhat in- 
flationary, but it also as inevitable given the 
rising costs of development projects and 
the need to prevent an exodus by civil ser- 
vants to the better-paid private sector. 

@ Paul Handley 
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BRIEFING 


China expected to issue 
yen-denominated bonds 

> Chinais expected soon to make its debut 
in Tokyo's samurai bond market, reviving 
a borrowing programme that had been 
planned in 1989 but was then frozen in the 
_wake of the Peking massacre. The 
expected issue would be China’s first 
overseas placement of government bonds 
four years and its first issue in Japan 
since 1949. According to Tokyo press 
reports, China’s Ministry of Finance may 
issue up to ¥50 billion (US$370 million) of 
yen-denominated bonds this year. 






Jakarta clamps down 

on activities of union 

> Indonesia has moved to limit the 
influence of an independent trade union 
called Solidarity which was established in 
September. The Home Affairs Ministry, 
which refuses to recognise the union, has 
instructed government officials in the 
industrial belt outside Jakarta to prevent 
workers associated with the new group 
from organising at factories and plants in 
their areas. Leaders. of Solidarity, which 
daims 5,000 members, have asked 
President Suharto to overrule the 
ministry's order. 


Taipei surprised at level 

of investments in China 

b> Taiwan's Investment Commission has 
been surprised at the large number of 
companies that have registered 
investments in China. By the registration 
_deadline of 8 April, 2,490 Taiwan-based 
firms had notified direct or indirect 
investments on the mainland. The number 
was expected to grow still further as late 
‘entries come in by mail. Companies failing 
to register such investments now or in the 
future face fines of NT$3-15 million 
(US$109,400-547,000). Taipei officially 
permits only indirect investments in China 
and is asking companies which declare 
direct holdings to restructure them 
through third-country ventures. 


Import decision sparks row 
in Indian fibre industry 


» A sudden decision by Indian Commerce 
Minister Subramanian Swamy to lift 
import restrictions on paraxylene, which is 
used in making polyester fibre, has created 
a furore in India’s artificial-fibre industry. 
The decision benefits Bombay Dyeing Co., 
which had been paying a high premium 
for foreign exchange to import the 
chemical rather than try to buy it from 
arch-rival Reliance Industries, the sole 
$90) ee es 





domestic manufacturer. The opposition 
Janata Dal party said the decision would 
add Rs 3 billion (US$153 million) to India’s 
import bill — which New Delhi is 
desperately trying to reduce — and 
questioned the motives behind Swamy’s 
decision. 


Wellington and Canberra 
seek to free shipping 


> Australia and New Zealand joined forces 
to loosen the labour unions’ grip on 
shipping across the Tasman Sea, with a 
view to promoting competition. 
Wellington's transport minister, Rob 
Storey, said he had reached agreement 
with Australia’s shipping minister, Bob 
Collins, to break an accord between unions 
which allows only Australian and New 
Zealand-crewed ships to carry freight 
between the two countries. The New 
Zealand Government is now likely to 
change the Commerce Act to allow 
shippers to sue unions for restrictive 
practices. 


Business indicators 














Malaysian central bank 
urges insurers to merge 


> Malaysia’s central bank is urging the 
country’s insurers to merge so that they 
have the resources to meet new minimum 
solvency requirements. Bank Negara 
deputy governor Datuk Lin See Yan said 
mergers would be encouraged by the 
central bank as a matter of policy. His 
remarks followed the 30 March decision to 
place Mercantile Insurance, one of the 
nation’s top insurers, under government 
control following reports that it is 
insolvent. A government report said 18 
insurers had a total funds deficiency of 
M$526.9 million (US$192.4 million) in 1990, 
compared with 19 insurers with a 
combined deficiency of M$367.3 million in 
1988. 
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Chinese parliament calls 
for budget-deficit cut - 
> China’s National People’s Congres 
ordered the Finance Ministry to cut Rm 
500 million (US$96 million) from: planne 
1991 expenditure and find an extra Rmb 
500 million in revenues in order to cut the 
expected Rmb 13.3 billion budget deficit. 
The order to redraft the budget is unusual 
as it is normally accepted by the rubber- 
stamp parliament. The action reflects 
wing concern about the deficit, which 
hit Rmb 15.0 billion in 1990, more than. ` 
Rmb 6 billion higher than planned. =° 


New Zealand says Qantas 

does not control airline : 
>» New Zealand Transport Minister Rob - 
Storey said he has obtained assurances 
from Australian airline Qantas that it does 
not control more than its 19.9% ` 
shareholding of Air New Zealand. Qantas 
had earlier claimed to have control of more _ 
than 50% of the voting rights in the New 
Zealand carrier. Storey said he was still 
concerned about Qantas’ attempt to buy 


= American Airlines’ 7.5% share in Air N , 


Zealand, and indicated he may veto it. 


Singapore firms set up 

joint ventures in Burma 

> ECI Mineral of Singapore has obtained a 
permit from the Burmese Investment 
Commission to form a joint venture with | 
the state-owned No. 3 Mining Enterprise | 
to produce and market drilling-mud-gra 
baryte powder. The venture’s Kyats 39 
million (US$6.5 million) capital will be 
subscribed 49:51 by the Singapore and ` 
Burma partners. Baryte is found around © 
Maymyo, east of Mandalay, where 
deposits are expected to yield about... © 
250,000 tonnes. Two other Singaporean: 
firms, Natsteel Trade International and 
Inotech Industries, have obtained permits 
to set up Burmese ventures to produce 
construction materials. 


Delayed launch 

for South Korean fund oe 
> The Korea Asia Fund finally got off the _ 
ground with a signing ceremony in °. 
Hongkong on 3 April. The US$100 million 
fund, which trades in the Euromarket, had 
been delayed for more than six months ` 
because of weak market conditions. It is 
the third major fund investing exclusively 
in South Korean equities to target foreign. 
investors. The others are the New 
York-listed Korea Fund and the Korea -_ 
Eurofund, which is also traded on \ the 
Euromarket. 
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Planters’ lament 


lippery palm-oil prices are proving 
worse than banana peels for Malay- 
ee sian plantation companies struggl- 
ing to regain their footing in the 
aftermath of the country’s 1985-86. reces- 
ion. Investors who have been mopping up 
lantation counters in expectation of the 
long-awaited cyclical. upturn in palm-oil 
prices may also take an undignified tumble, 
_ Shroff fears. Moreover, moves by planta- 
tion firms into property development may 
“not prove as lucrative as advertised. 
Palm-oil’s spurt late last year, from 
_M$700. (US$254) to M$900 per tonne, has 
since fizzled to the M$770 level — dashing 
opes for a sustained rally among the 22 
listed plantation counters on the Kuala 
umpur Stock Exchange (KLSE). Over half 
f Malaysia's plantation earnings stem from 
palm-oil exports, while the listed stocks ac- 
tint -for roughly M$17 billion of the KLSE’s 
market capitalisation of M$160 billion. 
: Palm-oil prices have been in a frazzle 
ince February, when British-based Wood- 
house, Drake & Carey, Europe's biggest 
-palm-oil shipper, defaulted on US$150-200 
million in bank debts. The slide then began 
1 earnest when India, the world’s third- 
largest consumer of Malaysian palm-oil, 
idefinitely suspended all orders on 19 
larch. Fears. are rampant, too, that Wash- 
ington may soon increase aid to US soya- 
bean farmers as part of an escalating spat 
ith the EC over farm export subsidies — 
faving Malaysia the proverbial shrimp that 
ets crushed when whales collide. 
_ All this is bad news, of course, for KLSE- 
sted palm-oil companies, which were 
unting on higher prices to buttress their 
{torn lines. Recent reports show that pre- 
tax profits for the sector are down by an 
erage of about 35% from a year earlier 
1elped further by a downturn in natural 
er prices). 
Major plantation stocks such as Kulim, 
mgkah and Kumpulan Guthrie are off 
“highs, and likely to slip further. Kulim 
to M$1.85 per share on 9 April from a 
“high of M$2.20; Kumpulan Guthrie closed 
at M$2.21, down from M$2.50, and 
-Tongkah finished at MS2.18, down from 


| M$2.36. 


But plantation stars like Highlands & 
owlands still have a few tricks up their 
sleeves. The company is already shifting 
“away from the fickle commodities markets 
by converting unused agricultural land into 
property and manufacturing sites. Others 
are following suit. = 
Consolidated. Plantations, for instance, 
recently auctioned off land to an affiliate, 





SHROFF 





Sime UEP, to develop for housing. Kumpu- 
lan Guthrie, which reported a nearly 60% 
fall in group pre-tax profits to M$64.33 
million on turnover of M$844 million for 
1990, is also redoubling efforts to wring 
more income from non-plantation opera- 
tions, 

The danger in developing plantation 
land is that the process is often haphazard, 
as companies strive to save their bottom 
lines. Some real estate is located conve- 
niently near urban areas, but other sites 
are less accessible. And in some cases 
insufficient attention has been paid 
to whether the supporting infrastruc- 
ture of roads and utilities is adequate to 
make these projects a success. Worse, de- 
mand may already be peaking for certain 
types of housing units, such as condomin- 
iums. 

Shroff’s advice to investors: in planta- 
tions, watch where you walk. 

a Doug Tsuruoka 


When is a warrant not a warrant? Answer: 
when it is a dressed-up option being 
sold by Hongkong tycoon Li Ka-shing. On 
3 April, Li sold HK$550 million (US$70 mil- 
lion) of so-called warrants to enable punters 
to bet on the future performance of the 
share price of his flagship, Cheung Kong 
Holdings. Supposedly, it will enable invest- 
ors to acquire, over the next two years, 
Cheung Kong shares for HK$19.30 a piece. 
(The counter closed at HK$18.20 on 10 
April.) 

But instead of having to provide the 
shares, Li has the option to pay the war- 
rants holders a cash equivalent. So though 
ee warrants are called “covered” in the 
sense that Li has no- 
tionally set the shares 
aside, in practice they 
need only be covered 
by cash. 

This is a nice ruse 
which will enable Li, 
if he prefers, not to di- 
lute his current 34.9% 
holding to 29.9% — 
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E: 34.9% 6 the level it would fall 
[praia toa ep cc, to if he had to give out 
: Sheuma K on | the shares to warrant 
Xe 40% exercisers. Might that 


not make him, theoret- 
ically at least, a little 
vulnerable to a take- 
over raid on Cheung 
Kong, which has a 
40% controlling stake 
in Hutchison? 
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The timing of the offer was perfect crest- 
of-wave stuff, though it may have made 
some over-eager clients of Li's out-house 
brokerage: Peregrine’ a little sore to see 
Cheung Kong shares, which had risen 60% 
since 1 January, drop HK$1.80 after the 
placement. “Warrant” buyers will have to 
see a 40% rise in the underlying stock in 
two years to break even. 

Shroff has no desire to be a spoilsport, 
or suggest that Li's manoeuvre: be disal- 
lowed. But it does invite: questions again 
about the ever-selective sanctimony of 
Hongkong’s regulators that this form of | 
derivative — one particularly susceptible 
to market-price manipulation — can be | 
created without question. 

And while Li plays games with his 
shares and “warrants” (when will he start 
buying them back?), the hoi polloi is not al- 
lowed so much as an opportunity to short 
Cheung Kong. Or find out what is the true 
worth of Cavendish, the Li vehicle now 
being privatised. E Philip Some 





The secret deal between Qantas Airlines 
and Brierley Investments protecting 
the latter's financial position in the .pur- 
chase of Air New Zealand in 1988 has 
refocused attention on the “wild west” 
commercial environment in New Zea- 
land. 

Sly and outright misleading deals have 
been coming to light since the stockmarket 
crash in 1987. Reforms are now in train — 
none too soon in Shroff’s estimation — 
though financial bureaucrats continue ‘to: [ 
argue over their nature. f 

At present, civil but not criminal action | 
can be taken against insider-traders. Benefi- | 
cial holdings of 5% or more must be dis- | 
closed, and delinquent directors can be ban- 
ned. Supervised self-regulation is also in 

| 
| 
| 
| 
| 
| 
| 
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place for the futures and life insurance in- 
dustries, while a rewrite of the Companies 
Act is halfway through the parliamentary 
process and should be in force by early next. 
year. 

But the bureaucracy is squabbling over a 
number of other measures, including equal 
treatment for shareholders during takeover 
battles, regulation of the securities markets 
and the statutory recognition of accounting 
standards to stiffen auditors’ spines. A 
working group of private and state-sector | 
appointees is due to report at the end of 
April on what issues should be addressed _ 
and in what order. Meanwhile, the delays 
are one more reason (along with a sick econ- 
omy) fori investors to stay outof the market. 

; ; n Colin James 
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A realistic assessment of 
German-Soviet economic relations 


The slowdown in East-West trade 
since the start of the year, together with 
the political upheavals inside the Soviet 
Union, have given rise to fears that 
Western economies, and particularly Ger- 
many’s, might suffer as a result. While 
understandable, such fears are greatly 
exaggerated, 

Last year, the Soviet Union accounted 
for only 1.6% of West Germany’s exter- 
nal trade, the highest level (2.8%) having 
been reached in 1983. German exports 
to the Soviet Union shrank by just over 
10% in 1990, while imports were 6'/2% 
stronger than in 1989. Although German 
direct investment in the USSR has ex- 
panded considerably since 1988, it was 
still very low during the first half of 1990, 
amounting toa mere DM 18 million. Less 
than 0.2% of German net transfers go to 
the Soviet Union. Despite the fact that 
Soviet direct investment in West Ger- 
many ~ mainly in services - came to a 
halt in the first half of last year, in 1989 it 
in fact exceeded the flow of funds in the 
other direction. 


Soviet imports decline 

German companies are involved in 
between 10 and 15 % of the roughly 3,000 
joint ventures in the USSR, with firms 
from the Federal Republic figuring 
prominently in three ofthe twenty largest. 
So far, though, very few of these projects 
have actually got off the ground. 

However, 1990 saw a marked rise in 
the claims of German banks - including 
their foreign branches and subsidiaries ~ 
on Soviet borrowers. Nonetheless, their 
own exposure has scarcely increased, as 
official guarantees covered over 90% of 
the funds most recently lent. 

Whereas the drop in demand for 
imports in the Soviet Union since the 
start of the year has not really affected 
western Germany, it has hit the eastern 
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“Fears of Germany's econ- 
omic exposure to the USSR 
are greatly exaggerated.” 





part of the country quite hard, adding 
to the already serious unemployment 
problems there. 

The Soviet Union was the former 
GDR’s largest trading partner, absorbing 
about half of its exports and supplying 
40% of its imports in 
1990. The exchange rate 
of DM 2.34 per transfer 
rouble, which was estab- 
lished following German 
monetary union on July 1, 
1990, spurred East Ger- 
man exports to the USSR. 
Repayment of the Sovi- 
et Union’s accumulated 
transfer rouble deficit of 
some DM 15 billion is to 
be deferred for several 
years, with the funds be- 
ing regarded as an inter- 
est-free loan during this 
moratorium. However, 
since eastern Germany’s exporters have 
begun charging world market prices and 
requiring payment in hard currency, their 
products have become too expensive for 
Soviet customers. 

The DM 9 billion being provided by 
Bonn to ensure delivery of goods to 
the Soviet Union will, at least for the 
time being, help firms in the ex-GDR 
maintain their Soviet markets. More- 
over, efforts to promote German-Soviet 
relations have been underpinned by 
several major treaties. In March, the 
“two-plus-four” treaty, which paved the 
way for German unity, was ratified by the 
Soviet parliament, and a far-reaching 
economic and scientific cooperation 
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agreement was signed last November. - 
In addition, almost DM 25 billion has ` 
been approved to finance the costs of” 
withdrawing military personnel from the 
former GDR. 

Thus, although instability in the Soviet 
Union would have political conse- 
quences for Germany, given the two 
countries’ geographical proximity, its 
economic impact would be slight. Yet 
once the current trade problems between 
eastern Germany and the Soviet Union 





have been ironed out, the former GDR’s 
main trading partner might become.. 
important economically for united 
Germany, especially in view of. the 
new eastern states’ long-standing com- 
mercial ties with the former Comecon 
countries. 

If the USSR turned to German and 
other Western firms to help modernize 
its huge energy sector, for example, both. ` 
sides would certainly benefit. Economic 
cooperation could be mutually advan- 
tageous not only in areas such as the 
production and transport of petroleum... 
and natural gas, but also in terms of 
improved safety standards in the nuclear 
power industry. 
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jousand people who wonder at events from the outside there is one at the centre who knows. 

where knowledge i isa closely guarded and highly valued commodity that bestows the power 

to lead. People ho understand the importance of this perspective see the Far Eastern Economic Review 
as required reading: it provides indispensable insight and never compromises quality of information for ease 
tical es ity. To get to the centre of hinga inAsia you need a special kind of perspective: 
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and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 
ever. 


COUNTRY-BY-COUNTRY 

ANALYSIS... 

Each country is discussed with up-to- - 
date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 


sia, the world’s most 
dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
«here which not only shape the 
-destinies of its more than 4 billion 
| people but affect the entire world 
-as well. 
| The Asia 1991 Yearbook does 
| more than just cover these events 
_— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 






REVIEW 





. everything from trade patterns 
y i a 240-page Asia and population trends to foreign 
earoook. investment and social and cultural 





developments. Each country chapter 
has a Databox full of essential vital 
statistics. 


HOW IT 1S DONE... 

Published by the Far Eastern 
Economic Review, the Asia 1991 
Yearbook is the result of thousands 
of hours of work during the year. 
Every week, the Review’s corre- 


YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 


| 
SOME OF THE FEATURES 





Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
| contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 








spondents file on-the-spot reports 
from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 


Mail or fax to: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hong Kong. 
Tel: (852) 8328338 Fax: (852) 572 2436. 
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INNOVATION 


The pernicious fruit fly 


ome of science’s most useful inven- 

tions are remarkable for their ability 

to combine different elements in 

what can eventually become a mar- 
ketable product. One example has recent- 
ly emerged from the Malaysia Agricul- 
tural Research and Development Institute 
(Mardi). The product is called Promar and 
is designed to combat one of nature’s most 
pernicious pests, the fruit fly. 

Utilising yeast by-products, a common 
form of brewery waste, Mardi has come up 
with a novel way to protect starfruit, a 
rapidly growing export, from the insect’s 
depredations. Mohamad Osman, head of 
the institute’s fruit research division, says 
this has been accomplished by converting 
yeast products into a non-toxic solution 
which is sprayed on the leaves of the star- 
fruit tree. 

The solution then interacts with natural 
bacteria on the leaf’s surface. This causes a 
chemical reaction with which raises the al- 
kalinity and produces a substance 
with a smell attractive to fruit flies. 
These insects are extremely sensitive 
to smell, detecting tiny molecules 
through their antennae. The Promar 
is applied to the leaves of the star- 
fruit tree having first been mixed 
with a commercial insecticide. 

The fruit flies go to the source of 
the smell and are killed by the insec- 
ticide which attacks their nervous 
system. While Promar does not dis- 
patch all the flies in a given area, it 
does reduce their numbers signifi- 
cantly. And this ensures that larger 
quantities of juicy yellow starfruit 
(named for their star-like pattern 
when the fruits are sliced) survive 
for the dinner table. 

Mohamad points out that the 
insecticide combination is only 
applied to a small number of leaves. It is 
never sprayed directly on the fruits, 
thereby reducing the overall use of harmful 
insecticides. It works its seductive magic on 
fruit flies of both sexes and does not interest 
other insects, causing minimal ecological 
damage. It also performs equally well when 
applied to papaya, tomatoes, chillis and 
other crops. One litre of the substance is 
enough to treat an entire hectare. It is ex- 
pected to be sold at M$5-10 (US$1.80-3.60) a 
litre. 

The actual process used to make Promar 
is a secret. But it is said to resemble a similar 
“wet-based” (as opposed to dry-based) in- 
sect agent currently used in Australia. The 
exact formula was devised a little more than 


et 


Malaysian fruit produce: putting the fruit fly to flight. 


a year ago by Mardi researcher S. Vijay- 
segaran with the help of Dick Drew, an ag- 
ricultural specialist affiliated to the Austra- 
lian Centre for International Agricultural 
Research. 

The resulting publicity over the product 
has done much to counter the impression 
that Malaysia is entirely dependent on 
technology handed down from more ad- 
vanced nations. The effort that led to 
Promar’s development is part of Mardi’s 
overall thrust to develop more state-of-the- 
art agricultural techniques. The agency is 
also pursuing advanced clone and nursery 
research in an effort to put Malaysia's fruit 
industry on a par with other countries. 

Promar, however, has one serious 


drawback, a shelf life of just one week. “It 
must be prepared and used during that 
time,” Mohamad says. The product is also 
not yet available in large quantities. 
Despite such problems, product sam- 
ples are proving quite successful, and there 





have been many inquiries from overseas. 
So successful, in fact, that Mardi handed 
over production of the substance last year 
to the national farmers’ organisation. Plans 
call for eventual output of up to 1 million 
litres of Promar annually at a factory out- 
side Kuala Lumpur. 

Specialists believe that Promar will work 
just as effectively against fruit flies in Thai- 
land, and efforts are being made to sell it 
throughout Southeast Asia. 

But in the near term, Promar’s biggest 
beneficiaries will be closer to home. With 
more than 1,000 ha in peninsular Malaysia 
given over to starfruit cultivation, the pro- 
duct will provide farmers with a weapon 
against one of their worst natural enemies. 


FAR EASTERN ECONOMIC REVIEW 





Although smaller than a matchstick 
head, the fruit fly looms as a major threat to 
the nation’s fruit crops. The voracious flies 
suck the juice from the fruit and cause mil- 
lions of dollars of crop damage worldwide 
each year. Much of the infestation in 
Malaysia is coming from more destructive 
foreign varieties of the pest which are enter- 
ing the country in produce carried by for- 
eign tourists. 

Malaysia currently has two major types 
of fruit flies: the “Taxon A” which is found 
in Malaysia, Indonesia, Thailand and 
Surinam and the “Taxon B,” found only in 
Malaysia, Indonesia and Thailand. Both at- 
tack a range of fruits, including papayas, 
bananas and mangoes. 

Lately, more exotic species of the fly 
have been intercepted by Malaysian agricul- 
tural officers at airports and other entry 
points. While few of the free-loading in- 
sects have escaped the net, experts warn it 
may only be a matter of time before they in- 
filtrate Malaysia’s farmlands. 

Promar, it appears, kills both the 
new and old varieties of the fly. 
All this, of course, is good news 
for plantation companies and indi- 
vidual cultivators who are trying 
to diversify away from Malaysia's 
traditional reliance on oil palms and 
rubber as a major source of export 
revenue. 

While starfruit and papayas have 
a long way to go before they can 
outpace Malaysia's major com- 
modities crops, recent statistics have 
been encouraging. Malaysia pro- 
duced an estimated 648,000 tonnes 
of fruit in 1990, up from 606,000 ton- 
nes in 1989. Roughly 60% of this 
production was devoted to durians, 
while the rest was composed of 
guavas, mangosteens, bananas, 
papayas and starfruit. 

The government has started a campaign 
to popularise the nation’s more exotic 
fruit varieties in foreign markets. Special 
kiosks have been set up at trade fairs in 
the US and Europe where consumers can 
sample the starfruit with its distinctive 
sweet and sour taste. Hopes are high 
that such marketing campaigns will help 
make starfruit as well-known internation- 
ally as the kiwifruit from New Zealand 
which can now be picked up in shops as far 
away as London and New York. Now all 
they need to do is come up with better 
technology for transporting tropical fruit 
from one side of the world to the other. 

m Doug Tsuruoka 
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The sensible Citation business jets. 
From Cessna. 

When it comes to choosing a business jet, 
companies worldwide have made Cessna 
Citations the overwhelming choice. 

Nearly 1,800 Citations have been delivered, 
making them the best-selling business jets of all 
time. Last year alone, one out of every two light 
and medium business jets delivered was a 
Citation — representing an amazing 60% of 
the world market. 

The reasons are simple: 

Citations cost less to own and operate than 

“any other aircraft in their respective categories. 
They offer outstanding performance. Excep- 

-tional passenger comfort. An unparalleled 
safety record. Backed by the largest dedicated 
support organization in the business jet industry. 

And now there are even more reasons to 
choose a Citation. Because now there are six 
separate models from which to choose. 


It is the most extensive line of business jets in 
the world. Offering enough choices to meet 
every imaginable corporate mission. 
CitationJet. The first new-generation business 
jet to use a highly efficient laminar-flow wing 
and advanced turbofan engines. 

Citation II. The best-selling business jet of all 
time, guaranteed to cost less to operate than the 
leading turboprop, or any other business jet. 


Citation V. A truly spectacular combination 
of speed, overall operating performance and 
passenger comfort. Spacious, versatile, reliable, 
and economical, it is perhaps the best value 
ever offered in a business jet. 


Citation VI. Priced substantially lower than all 
other midsize business jets, with stand-up com- 
fort and performance characteristic of midsized 
Citations. And Citation III, Cessna’s original 
midsize, continues to offer the most advanced 
technology available. 


Many Reasons To Choose A Citation. 


Citation VII. Takes the midsize jet to anew 
Ta with outstanding high-altitude and hot- 

rformance, coupled with the highest 
dc of passenger comfort and elegance. 


Citation X (“Ten”). At speeds up to Mach .9, 
it is the fastest business jet in the world. Yet 
unlike other high-speed aircraft, the X also 
delivers extraordinary range and fuel efficiency. 


For information on specific Citation models, 
write to Gordon C. Veith; Cessna Aircraft 
Company; PO. Box 7706; Wichita, KS 67277 
USA. Tel.: 316-941-6056, Fax: 316-94]- 6640.. 
Telex: 6875048. 
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A new era of growth 
The ’80s were wondrous times for the 
E “Asian dragons.” 
But in the 90s, business will become 
DER and more complex. To grow amid these chal- 
lenges, Asian economies will need ever higher levels of 
new capital. And a competent financial partner. 

Nikko Securities can help. 





Playing our part in regional development 

Nikko is one of Japan’s largest securities compa- 
nies, with over $270 billion in assets under custody and 
millions of clients worldwide. 

Backed also by a comprehensive services network 
in Asia, Nikko is playing a prominent part in regional 








development. 

We help local companies grow. Access capital 
markets. Find business partners in Japan. And raise funds 
for major projects, from infrastructure to high-tech. 

Drawing on long experience in world capital mar- . 
kets, we also help and advise individuals and institutions © 
on investments. 

į And we develop and run multi-million 
dollar funds invested in emerging coun- 
tries like Thailand, Malaysia and Indonesia, 
among others. 

As a result, Nikko is better positioned than ever to 
help Asia enter another era of prosperity. 

After all, dragons are no myth to us. 

They’re the shape of things to come. 


# NIKKO 








The Nikko Securities Co. (Asia) Limited The Nikko Securities Co., Ltd. 
3-1, Marunouchi 3-chome, 
Chiyoda-ku, Tokyo 100, Japan 

Tel: (03) 3283-2211 Telex: J22410 


One Pacific Place 19th Floor, 
88 Queensway, Central, Hong Kong 
Tel: 5249011, 8421111 Telex: 73640 


The Nikko International Network JAKARTA BANGKOK KUALALUMPUR SEOUL 


The Nikko Merchant Bank (Singapore) Ltd. 
6 Battery Road, #28-01, 
Singapore 0104 
Tel: 2233390 Telex: RS 35089 
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An experienced wholesale 
bank, WestLB accompanies 
your international finance 
operations. 


20 years of experience in Cor- 
orate Finance, the solidity 

of a state bank and the leading 

role played by WestLB. On 


this sound foundation, WestLB 
successfully combines clas- 
sical products with innovative 
solutions, applying the right 
mix of state-of-the-art tech- 
nology and personal creativity. 
That's why WestLB rightfully 
belongs at the top of your 
shortlist - from Corporate 





Finance and Investment 
Banking to Treasury. And with 
a global network stretch- 

ing from Dusseldorf to New 
York and framTokyo to 
London, WestLB is perfectly 
equipped to set the tone 

for your international finance 
operations. 


Head Office: Disseldort. 


Branches, subsidiaries or 
representative offices in 
16 European countries 
as weil as in Beijing, 
Hong Kong, Melbourne, 
New York, Osaka, 

Ria de Janeiro, Tokyo, 
Toronto. 





WestLB 
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Home Mai 


Àn immaculately made bed. 
Freshly laundered clothes. 
A spick and span room. 
Everything wiped, dusted 
and vacuumed. Ah, 
the comforts of home. 
Without you ever having to 
lift a finger. The Equatorial. 
A definite home advantage. 


t) hore! uatorial 
KUALA LUMPUR 
Wekome home 


Jalan Sultan Ismail, 50250 Kuala Lumpur, Malaysia. Tel: 603-261-7777. 
Tix: MA 30263. Fax: 603-261-9020. 





Hotel Equatorial Intemational 


Singapore ® Kuala Lumpur ® Penang ® Beijing @ Guangzhou @ Shanghai ® Xian 















































Frans de Ruiter, 





Managing Director of UNA, extends the beauty of art 
to an environment of high technology. 









the Dutch electrical power utility supplying the 










Noord Holland — Utrecht — Amsterdam area, He has a tough assigns 


UNA serves one of the most densely populated regions of the most ; 


an turbine densely populated country in the world. 


To help it do so, UNA has completed the installation of the 







: two largest, most efficient gas turbines operational in the world today. 
. QV O rk of art. Each generates 140 megawatts of electricity « at 
ee \ \ efficiency levels well in excess of any compara e 


facility. 


















“We have made full use of ABB’s most advanced technolo ry 


meet demanding targets,” says Mr. de Ruiter. “At the same time w 


just won a prestigious international award for its bs achi ve- 
ments — but the company’s efforts to landscape the sere of 
. ‘its p power plants have also won praise with local communities. 
: At the Utrecht power station, Mr. de Ruiter’ s environmental 
efforts have gone one step further. He has turned the interior ofthe pla 
intoa giant gallery, and one of his new turbines itself into a work of i 
“Why not?” he asks. “Our employees deserve a stimulating work 
environment. And we are proud of having the world’s most modern” 
A hundred years of expertise in a 
© Power Generation, Transmission and Distribution 

© Industrial Automation © Transportation 

© Environmental Systems 


makes ABB the world leader in electrical engineering. 


-ABB Asea Brown Boveri Ltd 
Reader Services Center 


: ch 2081 Zain S» Switzerland. : z ASEA BROWN BOV 










Hampered by history 
I read Susumu Awanohara’s review of The 
Japan That Can Say No by Japanese politician 
and writer, Shintaro Ishihara [21 Feb.]. 
_ While Ishihara’s ideas are not mainstream, 
he does bring a very important skeleton out 
of the closet for another dusting. Indeed, 
it is a skeleton that Ishihara himself, and 
“many in Japan, would deny exists. That 
. Skeleton is the jaundiced treatment of his- 
tory and its effects on Japan’s ability to as- 
sume a more assertive global role. 

< It is unfortunate that Japan remains all 
~ but oblivious to the reasons behind the 
strong antipathy that obstructs genuine re- 
conciliation with her neighbours. Even in 
Australia, and other non-Asian members of 





FEDERICO AGUILAR ALCUAZ 
internationally acclaimed 
Filipino artist 
Honored guest since 1969 








_ the World War II alliance against Japan, 





“LETTERS TO THE EDITOR 





there remains feelings of antipathy. Those 
feelings will not die with the passing of 
those with direct experiences and memo- 
ries. 

Article 9 of the Japanese constitution re- 
mains a convenient millstone around the 
neck of Japanese politics. Inertia during the 
recent Gulf war can be attributed to Article 
9 which was after all imposed on Japan 
from without. Using the excuse that it 
would be political suicide to tinker with Ar- 
ticle 9, there is no political stomach to create 
an environment that could lead to its re- 


To create a climate conducive to change 
is not simple. The basic problem is that 
there is very little real understanding of re- 
cent Japanese history. The under 50s re- 





For reservations, contact UTELL International. In HONG KONG, cali tel. no. 861 -0082, FAX Nos. 852-865-6395 or 852-865-7463. 


More than 20 years ago, Federico Aguilar 
Alcuaz climbed up a construction site and 
painted the spectacular view surrounding 
it. Manila Bay, Rizat Park, and the 
historic Walled City. That construction 
site is now the Manila Pavilion. The 
perfect location is now a masterpiece of a 
hotel, and our guests have much more to 


enjoy than the view 





















main ignorant and the over 50s remain re- 
calcitrant or do not know how to go about 
making an apology. 

In the immediate post-war period, 
many junior officers were severely pun- 
ished for war crimes perpetrated by the sys- 
tem. This did nothing more than exact im- 
mediate revenge on a few individuals. It 
did not generate any real feeling of remorse 
for what the system had perpetrated. 

Japan’s current pre-eminent economic 
position has, if anything, aggravated the 
antipathy. The mirror image of this is the 
view held by people such as Ishihara, who 
believes the antipathy is simple jealousy 
and latent racism. 

The catchy word kokusaika has gone 
through Japan like a dose of salts over the 

























‘past five years. Kokusaika or internationali- 
sation is, however, nothing more than the 
usual adaptation of things foreign. Not that 
this in itself is bad, as we have much to 
learn from Japan, but we should not be de- 
luded into believing that Japan is more out- 
ward looking than it was 10 or 20 years ago 
or has any better understanding of its 
neighbours or its own recent history. 

_ Germany has been able to build on its 
economic. achievements by assuming a 
‘commensurate regional and international 
political posture. The Japan that cannot say 
sorry is sadly a Japan that cannot. 










‘Insight over pique 

After reading the review of Simon Win- 
chester’s The Pacific [BOOKS, 11 Apr.], I get 
the feeling that Winchester must have run 
off with Derek Davies’ ball when he was lit- 
tle. It would be far more interesting to have 
an insight (in your columns) about the au- 
thor and the critic. rather than two pages of 
pique, that is of little interest and might 
even be considered boorish. I have been a 
reader since the REVIEW first hit the stands 
and I think you might do better to keep 
personalities out of the articles. 

Bangkok FRANK BRYANT 


Put some of it back 

Your COVER STORY [Empire of the son, 14 
Mar.] clearly explains how a Fukien born 
trader, Liem Sioe Liong, became a tycoon 
in.a short time. It shows how he built his 
empire while tycoons elsewhere needed 
decades to achieve such vast wealth. 

Unfortunately, the article did not state 
clearly where the money came from in the 
first place. It is well known that the empire 
was built through concessions and help 
from influential powers. 

© Liem’s Indonesian-born son Anthony 
Salim should recognise that the great 
‘wealth his organisation possesses today 
was Indonesian wealth to begin with and 
should. be re-invested in Indonesia rather 
than overseas. 

Itis time for Salim to bring back the pro- 
fits of previous capital flight for re-invest- 
ment in his homeland, Indonesia. 

Jakarta M. RAJAB RANGGASOLI 





Civil war or coup? 

President George Bush refused to assist the 
Kurdish rebels in overthrowing Saddam 
Hussein, despite his previous encourage- 
ment for this to happen. Bush claims this, 
being a civil war, was not within his man- 
date from the UN. 

But in 1989, when Philippine rebels had 
Corazon Aquino under siege, Bush did not 
hesitate to send in air cover to protect her. 
That. was interfering in a civil war. At least 
the Kurds might have shown more appreci- 








ation than Aquino ever has despite all the 
assistance the US has given her in the past 





five years. 
Bangkok MOHAMMED ALI KHAN 
Machiavellian winds of change 


While I’m hopeful that the wind has indeed 
changed in Peking, a few political history 
lessons might provide us with another in- 
terpretation of events in China [The wind 
changes, 18 Apr.]. The promotions of Zhu, 
Ye et al., might better be seen as reining-in 


power in Peking. Not only is this in | 


keeping with Maoist trickery, it is good 
machiavellian practice. The Bourbon kings 
of France kept their aristocracy in court for 
the very same reason. Your correspondent 
Tai Ming Cheung hints at the potential in- 
house struggle, “playing the new vice-pre- 
miers off against each other.” Generally, 
Cheung skims over the possibility. It ap- 
pears Deng Xiaoping might yet again have 
turned to his well-thumbed copy of The 
Prince. 

Baldwin City, Kansas 


SEAN D. HOLMES 





Off the mark on Koreans 

As a Koréan, it was quite shocking to read 
the letter [4 Apr.] “Primitive Korean at- 
titudes” by Brian Reynolds. I felt ashamed 
while reading the letter because personally 
I do not object to his opinion of Korean’s at- 
titudes to Black people. He obviously had a 
bad experience during his stay in Korea. I 
understand how he would feel, and I, too, 
have always been concerned about the 
point he mentioned which can be very of- 
fensive to foreigners who are from different 
cultural backgrounds. 

On the other hand, I also found a great 
deal of misunderstanding in his letter. He 
should have suggested a lot more than this 
stark accusation of Koreans, as he is a stu- 
dent of Korean literature. 

In fact, the word komdungi, he quoted, is 
more a jocular term than an insult, because 
it includes pure curiosity about Black peo- 
ple who one rarely meets in Korean society. 
However, the term komdungi cannot be 
compared with the offensive word “nigger.” 

Moreover, he said that “Korean immi- 
grants to the US are simply bringing their 
primitive preconceptions with them.” His 
lack of fairness and insight on this point is 
apparent. He makes no cognisance of the 
fact that it would be the outcome of any cul- 
tural difference, as I previously mentioned 
— especially with Black people of the US 
taking full advantage of new immigrants, 
Korean or anyone. 

Lastly, let me reassure him that the lives 
of those who sacrificed themselves, either 
Black or White, for the freedom of Korea, 
were not wasted; the light of their martyr- 
dom will remain forever in the spirit of 
Korea. 

North Harrow, Middlesex CHANG OH KANG 
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. . . plus the Asia Yearbook 


Make the Asia Yearbook part of your Review 
subscription. Simply tick the relevant space in 
the coupon below and automaticaily receive the 
Yearbook. It gives you Asia minus the mystery; =f: 
minus the myth. A country-by-country survey of 
Asia. Everything from Finance & Currencies to | 
Politics and Social Affairs. The only single 
medium of its kind. 
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abe Foreigh: Relations : Vietnam 
While the US is optimistic over Hanoi’s 
"response to Washington’s blueprint for 
Cambodian peace and normalised 
~US-Vietnam ties, the EC and Japan are 
dearly getting impatient with the pace 
_-and priorities set by the US and may be 
= tempted to act on their own 40 


` Cambodia : US Aid 

_ The US decision to suspend aid to 

- Cambodia's non-communist resistance 

_ factions has contributed to food shortages 

| an the resistance areas, and may be 
-driving refugees into territory controlled 
_. by the Khmer Rouge 11 


<ii Nepal: Elections 
= i For the first time in more than three 

© decades, Nepal gears up for a general 

election contested by political. parties in 

_. the wake of the monarchy having been 
_ reduced to.a titular position. The main 
_ Contest will be between the Nepali 
Congress. and the communists, with the 
< likelihood of neither party gaining an 
overwhelming victory. 12 


“=: South Korea : Presidency 

“President Roh’s ruling that none of his 
- -relatives or military men will be allowed 
- to succeed him as head of state dashes the 
hopes of front-runners within the 
establishment and may well open the 
. field to a dark horse 16 
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Group Dynamies 

The Soviet Union is likely to receive short 
shrift if it seeks to join the putative East 
Asian Economic Grouping (EAEG) 
proposed by Malaysia’s Prime Minister 
Datuk Seri Mahathir Mohamad. 
Malaysia’s Trade and Industry Minister 
Rafidah Aziz let it be known during her 
recent visit to Seoul that she did not 
consider the Soviet Union as part of the 
region for the purposes of EAEG. The 
proposed grouping also faces problems 
with South Korea. While Seoul is 
generally an enthusiastic supporter of 
regional initiatives, it is also worried that 
EAEG may weaken the Asia-Pacific 
Economic Cooperation (Apec) forum, 








Opposition legislators stage walkout (21). 


Malaysia : Numbers Game 

Malaysian Indians are being exhorted to 
have more children to avoid being 
reduced to a small group without a 
political voice 16 

China : Tibet 

China is preparing to celebrate the 40th 
anniversary of its so-called peaceful 
liberation of Tibet while the Tibetans 
themselves grow increasingly restive 18 


Foreign Relations : Thailand-Laos 

Recent Thai diplomatic overtures to Laos 
aimed at improving relations between the 
two neighbours have been. welcomed in 
Vientiane, though a degree of scepticism 
over Bangkok's motive remains 20 


Singapore : Government 

Although he has been prime minister for 
only five months, Goh Chok Tong is 
already preparing for his retirement 20 


which South Korea is due to host in 
November. 


Grace Under Pressure 


In an attempt to persuade Aung San Suu 
Kyi to leave Burma, intelligence chief 
Maj.-Gen. Khin Nyunt recently sent a 
senior Buddhist abbot to negotiate with 
the opposition leader who has been 
under house arrest in her home in 
Rangoon since July 1989. Aung San Suu 
Kyi reportedly agreed to leave if four 
conditions were met. First, she demanded 
the release of all political prisoners. 
Second, that the military had to transfer 
power to a civilian government. Her third 
demand was 50 minutes of radio and 
television time, and her fourth condition 
was that she be allowed to walk from her 
home to the airport. Burma’s military 
intelligence did not respond to Aung San 
Suu Kyi’s requests, Rangoon-based 
sources said. 
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“2 Taiwan: Opposition Protests 


Mounting frustration in the main 
opposition party with the government's 
failure to purge its elderly legislators again 
flared into violence 21 


Indonesia : ; De 
Leading intellectuals form a new pressure 

up — the Democracy Forum — but 
its title has the authorities worried 23 


Philippines : ‘Race tor the Preside 
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ingredient is missing: who President ` 
Aquino may anoint as her chosen 
successor. Manila bureau chief John 
McBeth unravels the present line-up of 
hopefuls and also considers what 

role the Roman. Catholic Church may 
Play 2 
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Japan's most horrifying killer is not cancer 
or earthquakes, but karoshi — "death h fom 
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Taught a Lesson 


Several dozen Lao students returning 
from Eastern Europe late last year are 
believed to have been taken to Laos’ 
northwestern Houa Phan province for 
political “re-education.” The students had 
been called home from Czechoslovakia 
and Poland after participating in 
demonstrations calling on the ruling 
communists to introduce wide-ranging 
political reforms. Some of the students are 
reported to have been taken off Soviet 
Aeroflot aircraft stopping over in Hanoi 
and taken to Houa Phan by helicopter. 
Thousands of officials. and military officers 
of the former US-backed regime spent 
years in camps in Houa Phan after the 
communist takeover in 1975. 


Show of Confidence 

ADB will hold its 1992 annual meeting in 

Hongkong, i in what bank officials describe 
as a confidence boosting measure for the 
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British colony. ADB annual meetings 
generally draw most of Asia’s finance 
ministers, as well as top officials and 
bankers from the Group of Seven nations. 
This year’s meeting is scheduled for 24-26 
April in Vancouver, Canada. 


Remember Us? 
Vietnam’s top two 
communist leaders, 
party chief Nguyen 
Van Linh and Prime 
Minister Do Muoi, 
-are preparing to visit 
the Soviet Union for 
talks with Soviet 
President Mikhail 
Gorbachov in late 
April, just before the 
scheduled visit by Chinese party leader 
Jiang Zemin. The Soviet-Vietnamese 
discussions in Moscow are expected to 
cover the Cambodia conflict, Sino-Soviet 


Do Muoi. 
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— as it is proving to be in the northern 
areas of China once colonised by Japan — 
these countries will dominate the 
Asia-Pacific region. But if it is antagonistic, 
every country in the region will be forced 
to tke a štand. From Peking Robert Delfs 
examines how the contrasts between 
these Asian giants today could hardly be 
more marked and how this has led to a 
significant decline in bilateral trade. 
Correspondent Louise do Rosario reports 
on how Japan's top trading firms 
dominate the country’s China trade 52 
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Finance Minister Anwar is being urged to 
overturn a rule limiting to 10 the number 
of listed brokerages 59 
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“In a move that appears to breach the 

oo Sino-British Joint Declaration, funds of the 
-post-1997 administration have been 
invested in a private company 60 


relations and a call for Moscow — 

which has drastically cut its aid to 
Hanoi — not to abandon its long-time 
Asian ally. The visit, which comes 

in the midst of preparations for a 
Vietnamese party congress scheduled for 
June, will also help Hanoi assess the 
current political and economic crisis in the 
Soviet Union. 


Back to Barter 

Soviet-North Korean trade, which last 
year amounted to Rbl 2 billion (US$3.83 
billion), is expected to drop by 40% in 
1991 under Moscow’s new rule requiring 
payment in hard currency, according to a 
Soviet specialist. The bilateral trade has 
plunged almost to nothing in the first 
quarter of this year as Pyongyang is 
running out of “hard currency. The two 
estranged partners will have to resort 
increasingly to barter trade in order to go 
on conducting transactions, with North 
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Korea also forced to increasingly draw on 
roubles earned by its nationals working as 
labourers in the Soviet Union, the source 
says. 


Bad Choice 


A former powerful cabinet minister in 
deposed Bangladesh president H. M. 
Ershad’s administration is said to have 
refused to hand over funds he had been 
holding to launch a movement 
demanding Ershad’s release from 
detention, diplomatic sources say. Ershad 
is reported to have asked the ousted Jatiya 
Party’s acting chairman and former prime 
minister Mizanur Rahman Chowdhury to 
collect the money from the ex-minister, 
who contested and lost the 27 February 
parliamentary poll while on the run from 
the police. It appears Chowdhury 
contacted the fugitive former minister for 
the money, but his request it be returned 
was turned down. 


















_ By Susumu Awanohara in Washington 

and Murray Hiebert in Hanoi 

S officials, who feared a quick re- 
jection by Vietnam of the admin- 
istration’s plan to normalise rela- 
: tions with Hanoi by stages, claim 
to be relieved that the Vietnamese au- 
thorities are taking their time responding. 

But while Washington appears to be in 
no particular hurry to get a clearcut reaction 
-tothe plan — which calls for a progressive 
“normalisation process linked to Vietnamese 
cooperation with the UN peace plan for 
_ Cambodia — officials of international finan- 
cial institutions sympathetic towards Hanoi 
“are showing signs of impatience with US 
handling of the Vietnam situation. 

If the US continues to block access by 
Vietnam to funding from international in- 
_Situtions, these officials say there is a strong 
possibility that the EC and Japan will aban- 
_don the US line and act on their own to 
help Hanoi, much as they have begun 
doing with South Africa. 

The US blueprint presented to the Viet- 
:namese on 9 April by Assistant Secretary 
of State for East Asian and Pacific Affairs 
Richard Solomon outlined four phases. In 
-phase one, as soon as Hanoi and Phnom 
“Penh sign an international peace accord on 
Cambodia, the US would allow US busi- 
‘thess and veterans’ groups to travel to Viet- 
nam. The US would also allow Vietnamese 
diplomats in New York City to travel 
‘beyond the 38 km limit now in force. 

` In phase two, as soon as UN officials ar- 
rive in Cambodia and arrange a cease-fire in 
¿the civil war, the US would end the trade 
embargo against Cambodia and start to lift 
the trade embargo against Vietnam. Con- 
-_tingent on Vietnamese cooperation on the 
issue of US personnel missing in action 
(MIA) during the Vietnam War, US busi- 
nesses would be allowed to open offices in 
Vietnam and sign contracts, but implemen- 
tation of most contracts would have to 
await phase three. 

In phase three, which would take place 
_ six months after the peace accord has been 
in effect and after all Vietnamese troops 

and advisers leave Cambodia, the US 
would end the trade embargo against Viet- 

-nam and would start easing US opposition 
_ to loans to Vietnam by international finan- 
-> Presumably, as an initial step, the US 
would stop blocking IMF credits to Viet- 
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FOREIGN RELATIONS 
_EC, Japan differ on Washington’s Indochina plan 


Open door in dispute 


nam. US and Japanese opposition to an 
IMF programme in Vietnam has pre- 
empted bridge financing by international 
banks for Vietnam to clear its US$140 mil- 
lion arrears with the fund. In phase three, 
the US would also support establishment 
of diplomatic offices in Washington and 
Hanoi. 

Phase four, which would begin after 
free elections in Cambodia and the opening 
of a new national assembly, would see the 
US fully normalising diplomatic and eco- 
nomic ties with Vietnam and Cambodia. 
The US would grant most-favoured-nation 
trade status and its full backing to lending 
by international financial institutions to 
both countries. 

So far, Hanoi’s reaction to the plan has 
been subdued. On 15 April, a Vietnamese 
Foreign Ministry spokesman in Hanoi said 
the US was wrong to make a Cambodian 
settlement a precondition for normalising 


GAS, : 


relations with Hanoi. Prompt normalisation 
of US-Vietnam ties would be the best way 
to end the war in Cambodia, bring stability 
to Southeast Asia and help resolve out- 
standing bilateral issues, the spokesman 
said. 

This is a long-standing Vietnamese posi- 
tion and US officials do not consider it as a 
rejection of the US initiative. A high-level 
US mission on MIAs is visiting Hanoi on 19- 
20 April and US officials are hoping for a 
positive feedback at that time. 

The Hanoi spokesman also insisted that 
Vietnam wants “an early overall political 
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solution to the Cambodia problem” anc 
agreed that a peace proposal by the UD 
Security Council’s five permanent member 
should be used as a basis for that settle 
ment. Hanoi agreed that the UN shoul 
play an important role in inplementing < 
peace agreement. 

Sources at international financial institu 
tions complain that the US blueprint gives 
priority to the normalisation of bilateral US. 
Vietnam trade and puts off the IMF pro- 
gramme in Vietnam for what could be an 
indefinite period, placing the onus on 
Hanoi for any snags in the Cambodian 
peace process. 

France has already expressed a willing 
ness to head a support group for Vietnam 
within the IMF once such a group can be 
formed, while Nordic countries have been 
staunch supporters of Hanoi’s economic re- 
form programme. 

Other EC members, as well as Australia 


DANCING 
WIH THE 
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and Canada and even Japanese officials — 
particularly those from the Ministry of Fi- 
nance — have also been sympathetic. 
Most members of the IMF executive 
board have repeatedly. pointed out that 
Hanoi has carried out serious economic re- 
forms since the late 1980s and deserves 
IMF funding. Officially, the US and Japan 
have disagreed, finding fault with Hanoi’s 
economic reforms. Privately, however, US 
and Japanese officials admit that the real 
reason for their official position is Cam- 
In ‘their latest. blueprint;. US officials 
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were clearly responding to the demands of 
senior Republican Sen. Richard Lugar and 
seven of his colleagues that Washington re- 
move the embargo on direct US trade with 
Vietnam before allowing funds from inter- 
national financial institutions to flow into 
Vietnam. 

Reversing the order “would open the 
door to all foreign business interests while 
slamming the door on American business, 
forfeiting a generation of business pros- 

for US citizens,” the senators told Pre- 
sident George Bush in a letter late last year. 


or the moment, an open rebellion 

against the US position is unlikely. 

As one official of an international 

financial institution put it: “We ac- 
cept that there is need for a little more pres- 
sure on Vietnam to settle Cambodia and we 
will stand back and give [the US] strategy a 
chance to work. But we will not wait 
forever.” 

The REVIEW understands that France 
wished to hold a meeting of prospective 
members of the Vietnam support groups 
when IMF and World Bank officials meet in 
Washington for a semi-annual gathering 
scheduled for late April. 

In the longer term, the EC’s 16 April de- 
cision to lift its remaining trade sanctions 
against South Africa — moving further 
ahead of the US — and an announcement 
by Japan’s Minister of International Trade 
and Industry Eiichi Nakao that Tokyo was 
considering a similar move, are seen as har- 
bingers of future developments on Viet- 
nam. 

The Japanese refusal to follow through 
with a US$500 million loan to Poland in 

t against the US-led move to forgive 
50% of the country’s US$33 billion official 
debt is another indication that Tokyo may 
not stick with Washington much longer on 
lending by international financial institu- 
tions to Vietnam. 

Even some US officials feel that Viet- 
nam’s normalisation of relations with inter- 
national financial institutions was not given 
sufficient priority in the blueprint. They 
fear that as soon as phase one begins and 
the normalisation process gains momen- 
tum, it will become impossible for the US to 
make sure that every required step is taken 
by Vietnam before new concessions are 
made by Washington. 

Moreover, once Japan and West Euro- 
pean countries decide to fully resume their 
economic aid — suspended after Vietnam's 
invasion of Cambodia in 1978 and which is 
not mentioned in the blueprint — Viet- 
nam’s cash position may improve dramati- 
cally, making IMF funding irrelevant. 

West European governments have re- 
sumed technical and humanitarian aid 
to Vietnam in recent months, and may 
now want to go further. A senior US of- 
ficial admits that all these speculations are 
valid. s 
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Cambodians head for Thai border after fleeing heavy fighting. 


CAMBODIA 


US aid suspension worsens plight of Khmer factions 


Between two fires 





By Nate Thayer in Oddar Meanchey, 
Cambodia 


ens of thousands of civilians in this 
devastated region of northwest Cam- 
bodia face starvation or forced 
displacement — probably into areas held 
by the Khmer Rouge — as a result of a US 
decision to suspend aid to the two non- 
communist factions opposing the Hanoi- 
backed Hun Sen regime in Phnom Penh. 
“From the beginning we depended on 
the Americans — now that we have a large 
liberated zone, they have abandoned us,” 
said Gen. Tuon Chay, a commander of the 
resistance faction loyal to Prince Norodom 
Sihanouk, from his mountain headquarters 
near the Thai border. “It is criminal. Now 
that they have made Cambodia pregnant, 
the American father has run away.” 
Abandoned government trench lines 
and rotting harvests are testament to the 
heavy fighting that has resulted in the 
largest swathe of territory in Indochina fall- 
ing under non-communist control since the 
Americans pulled out in defeat 16 years 
a 





80. 

Thousands of unexploded landmines 
have destroyed much of the area’s produc- 
tive capacity for years to come, rendering 
this already ravaged region completely de- 
pendent on external aid. Yet refugees are 
still moving into the region in order to es- 
cape fighting between the government and 
the resistance forces that is expected to es- 
calate in the few weeks before the start of 
the rainy season. 

An intense debate between the Bush ad- 
ministration and congressional critics came 
to a head on 11-12 April, with the adminis- 
tration defending support for the guerillas 
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against charges that they are “cooperating 
tactically and strategically on the battlefield 
with the Khmer Rouge.” 

Under a provision of recent legislation 
which allocates up to US$20 million in 
humanitarian and “non-lethal military aid” 
to the two non-communist factions, the 
president is obliged to terminate assistance 
if such cooperation is suspected. Pending 
the outcome of the debate, none of the 
money for fiscal 1991, which began in Oc- 
tober 1990, has been spent. More than 
US$7 million is sitting in a US Government 
bank account in Bangkok waiting for a re- 
solution of the political wrangle. 

US officials say that aid has not been 
permanently cut and may be resumed in 
the aftermath of the recent congressional 
hearings, which were basically favourable 
to the administration’s policy. 

The new wave of civilian suffering is not 
limited to the areas under the control of 
the non-communists. Intensified fighting in 
recent months, combined with a serious 
drought, has resulted in an exodus of tens 
of thousands to refugee camps and to areas 
under the control of all three factions. Relief 
officials are scrambling to address a crisis 
that they say will surely get worse. 

The Phnom Penh government and UN 
officials say they need at least 100,000 tons 
of emergency rice aid to meet a consump- 
tion shortfall for more than 186,000 ref- 
ugees inside Cambodia, 40,000 more than 
in January. “There are some nightmarish 
scenarios if we cannot deliver the goods,” 
said a senior UN official in Phnom Penh. 
UN officials who administer refugee camps 
under resistance faction influence on the 
Thai border say they are seeing a surge of 
more than 2,000 refugees a week fleeing 
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ighting, drought, and a renewed govern- 
mënt conscription campaign. 
_ “We are preparing for 50-100,000 people 
to come over the border,” said another 
¿senior UN official. There are reports of 
thousands of civilians in Khmer Rouge 
zones in southwestern Cambodia massing 
near the Thai border after fleeing from 
heavy government assaults — involving 
helicopter gunships and fixed-wing bom- 
bers — on positions near the gem-rich zone 
around Pailin. More than 330,000 refugees 
already inhabit a string of UN camps on the 
Thai border. 
At a donor-country meeting in Bangkok 
on 18 April, UN officials from both the 
Thai border and Phnom Penh said they 
would request more than US$20 million in 
emergency aid to meet what they call a 
~ “looming crisis.” But a cut in US humanita- 
rian aid to the non-communist resistance 
“zones presents particular problems, be- 
cause no international relief or UN organi- 
sations operate there. Without an infusion 
of food and medical supplies to the large 
-tracts now under non-communist control in 
the north and west, many civilians seem 
certain to flee to Thai refugee camps or gov- 
ernment areas. 
- Washington ended years of covert aid to 
the guerillas last year after helping to create 
the guerilla armies from scratch in the wake 
-of the Vietnamese invasion that overthrew 
Pol Pot’s Khmer Rouge in 1978. As peace 
negotiations for a political settlement pro- 
-gressed last year, the US aid package was 
replaced with rural development and a civi- 
lian aid package for the guerilla zones. This 
was designed to help boost the non-com- 
‘munists’ political image in preparation for 
internationally supervised elections. 
















he US aid cut has had no effect on 
| the Khmer Rouge, who continue to 
ws receive large amounts of military 
and other aid from their Chinese backers. A 
new wave of fighting is expected soon as 
government forces prepare for a major of- 
fensive before the rains come at the end of 
the month. 
Western intelligence officials in Bangkok 
‘confirmed to the REVIEW that large num- 
bers of Vietnamese troops have been rede- 
ployed in Cambodia to augment the gov- 
_emment offensive. They say numerous in- 
- tercepted battlefield radio transmissions in 
-the Vietnamese language have been moni- 
tored in recent weeks. 
Q Most analysts agree that further delay in 
gaining all-round acceptance of the UN 
-= -peace plan could result in the disintegration 
of the two non-communist factions, pitting 
the Khmer Rouge alone against Phnom 
=: Penh and increasing the likelihood of a 
_.. prolonged military conflict.. After 20 years 
of continuous warfare and suffering, it is 
‘dear that, at least for the foreseeable future, 
- > life will only become worse for the civilians 
_ caught in the middle. s 
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Himalayan kingdom catches campaign fever 


Trek to the polls 





By Hamish McDonald in Kathmandu. 
N= has launched itself with great 





public eagerness into campaigning 

for its first multiparty elections in 
more than 30 years, the immediate concern 
now being that enthusiasm does not lead to 
widespread violence and partisan interfer- 
ence. 

Some 11.1 million of the Himalayan 
kingdoms estimated 19 million people are 
registered to vote in the 12 May elections. 
As the literacy rate is only 36%, the Election 
Commission has devised a voting system 
of great simplicity whereby the ballot paper 
carries pictorial symbols allocated to the 
21 parties and numerous independents 
among the 1,346 candidates for the 205 
seats for the lower house of parliament. 
The voter inks a rubber stamp on the sym- 
bol of his choice. 

On one level this has made campaign- 
ing a very straightforward business. Every 
wall space, it seems, from the capital 
Kathmandu to mountainside hamlets is 
daubed with party symbols: the tree of 
the Nepali Congress, the sun of the Nepal 
Communist Party-Unified Marxists and 
Leninists (NCP-UML), and various homely 
objects including a plough, wristwatch, 
bicycle, spectacles, water-tap and bee. 
For the Janata Dal (Social Democratic) 
group, the slogan is: “Vote for the moon 
and star.” 

Competition for wall space has led to 
some altercations. But according to Nepali 
Congress president Ganesh Man Singh, 
there have been six or seven politically re- 
lated murders even before nominations 
closed on 10 April. Several parties said their 
candidates and activists had been pre- 
vented from campaigning in areas where 
another party had a strong grip. Most of 
these complaints are directed at supporters 
of the Nepali Congress and the NCP-UML, 
the two best organised parties. 

To regulate campaigning, the interim 
government of Prime Minister K. P. Bhat- 
tarai has inducted 42,000 retired police and 
ex-servicemen for temporary duty, more 
than doubling the normal police force. In 
an interview with the REVIEW, Bhattarai 
said the 35,000-strong army was also read 
to secure the election process, but he did 
not foresee a serious law-and-order prob- 
lem. 

Yet many election observers, such as ex- 
foreign minister Rishikesh Shaha who now 
heads the Human Rights Organisation of 
Nepal, are deeply concerned about a mur- 
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derous turn in campaigning in the low. 
lying Terai region bordering India, where 
some 38% of the people live and the bulk o! 
Nepal's prime land and its industry are lo 
cated. The people of Terai, who call them- 
selves madhesiya (midlanders), are heavily 
Indianised and move freely across the open 
border. Grossly under-represented in Ne 
palese institutions, including the army 
and police, they remain politically handi- 
caped in the new democracy. The average 
number of voters in Terai electorates. is 
nearly 50% above average, and 11 times as 
large as in the smallest mountain consti- 
tuency. 

To the extent the madhesiya are alien- 
ated, there is a pool of support for groups 
such as the Jana Morcha (People’s Front), 
which has been underground since a 
bombing campaign against the old monar- 
chic rule in 1985-86 in which several people 
died. The open border and cultural affinity 
also allows the political thugs of India’s 
neighbouring states of Bihar and Uttar 
Pradesh to ply their trade on behalf of who- 
ever has the money to pay. Bhattarai said 
he is worried about intimidation by such 
people, and would ask New Delhi to watch 
border traffic to screen them out. Nepal's 
main protection may be that with In- 
dian elections only 10 days after Nepal's, 
the thugs may have their hands full at 
home. 

But no matter how tightly the border is 
sealed, the closeness of India remains one 
of the main themes in Nepalese politics. In- 
dian pressure, through the trade embargo 
applied to landlocked Nepal in March 1989, 
put the heat of popular hardship under 
King Birendra’s former autocratic rule. In 
January 1990, the Indian politician Chandra 
Shekhar (now prime minister), attended 
the first conference held by the Nepali Con- 
gress since Birendra’s father abolished 
political parties in 1960. At that confer- 
ence, Nepali Congress decided to join 
the United Leftist Front in a campaign to 
bring down Birendra’s party-less Panchayat 
system. Once that campaign succeeded — 
at a cost of about 500 lives in police shoot- 
ings — India lifted the embargo in June last 
year. 

Because of this beneficial outcome, there 
is even some gratitude among Nepalese for 
the embargo. At the same time, there is the 
historic fear of Indian encroachment — 
some irredentists still want the return of 
areas ceded in the 1815 treaty with British 
India — and the awareness that Nepal has 
only one customer for its major export re- 
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source, hydroelectricity, and one path for 
its trade (except for a track into Tibet). 

All the major parties have similar plat- 
forms in that they promise to devote more 
resources to education, health and village 
development. The ambivalence about India 
is reflected in the biggest issue of political 
divergence aside from mere ambition. 
“Beware,” said one NCP-UML banner in 
Kathmandu. “Do not let your vote be a li- 
cence for someone to sell your motherland 
out.” That “someone” is the Nepali Con- 
gress, whose links with the Indian Con- 
gress go back to British days. 

The accusation forgets that the Nepalese 
communists have their own ties with In- 
dian communists like West Bengal Chief 
Minister Jyoti Basu, that several of their 
own leaders took asylum in India during 
the Panchayat era. But along with a last mi- 
nute attempt by Birendra to retain ultimate 
authority, the Indian phobia created one of 
the biggest rows during the framing of the 
constitution for a multiparty democracy 
and titular monarchy. The communists in- 
sisted on a clause requiring ratification by a 
two-thirds majority of the parliament of all 
agreements involving the sale of natural 
resources. The Nepali Congress eventually 
gave way, fearing a deadlock would give 
the king an excuse to backtrack, but 
warned that the clause could make it im- 
possible to negotiate the huge water and 
electricity sharing agreements with India 
that it sees as the key to Nepal’s economic 
advancement. 


he Nepali Congress has thus set not 

just a majority, but a two-thirds 

majority as its election goal. “I am 
not bragging but I am sure we will win 
hands down,” said Singh. “But to win by a 
two-thirds majority depends on us creating 
a wave.” 

Most independent analysts think the 
Nepali Congress will be hard-pressed to 
win a bare majority. The long years of exile 
and suppression have left it with a weak or- 
ganisation, while its selection of candidates 
has left it open to charges of nepotism 
(Singh, who at 76 is not contesting, has let 
his wife and son stand in prime electo- 
rates). It is generally given a good chance in 
about 90 seats. 

No other party is seen as having much 
chance of winning even this many seats, 
however. The communists suffer from pe- 
rennial divisiveness, and at last count were 
split into nine distinct parties. The strongest 
grouping, the NCP-UML, has an efficient or- 
ganisation in the countryside and is prom- 
ising land, jobs and government funds im- 
mediately upon gaining power. It is given 
the prospect of perhaps 60 or 70 seats. 

In Terai, the Nepal Friendship Party 
(symbol: the palm of a hand) is campaign- 
ing for official recognition of Hindi as a na- 
tional language and other rights for the In- 
dianised population. This communal plat- 
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form could win it up to 20 seats, some ob- 
servers believe. In the less-developed 
mountain areas and Nepal's west, two par- 
ties (both bearing the same name: National 
Democratic Party) led by former Panchayat- 
era prime ministers Surya Bahadur Thapa 
and Lokendra Bahadur Chand are also 
given a chance of similar blocks of seats. 
Thapa complained, however, that his 
party’s candidates had been driven from 
some areas by stone-throwing supporters 
of the current government. 

One uncertain factor is that while the 
dozens of expected foreign observers are 
likely to see orderly polls and fair counting, 
substantial biases may have already been 
put into the voters’ lists. The rolls of names 
were exhibited only in district offices, 
which can be several days’ trek from many 
villages, and even then were not sorted al- 
phabetically. Those that managed to find 
out their names were missing had only a 
week to register before the lists closed. Lots 
of names inserted at the last minute are 
widely suspected to be fictitious. 

If the Nepali Congress is indeed forced 
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ter Sahana Pradhan tend to add words like 
“at present” and “now” when they talk 
about the party's commitment to multi- 
party democracy and a mixed economy. Al- 
though only one small communist group, 
the Masal (Flaming Torch) group, is boy- 
cotting the election, some opponents fear 
the communists could confront the system 
again if greatly frustrated. 

Likewise, many old Panchayat support- 
ers have come round only reluctantly to the 
new order. The police, who met a wave of 
retribution including lynchings after the 
Panchayat system fell, initially gave little 
cooperation to the interim government. 
The army, which was not called out to 
suppress last year’s demonstrations, has 
been neutral about ultimate command 
being shifted from the king to a defence 
council of the prime minister, defence 
minister and army chief. Both the army and 
police have been mollified by a doubling of 
pay: 

Calls for vengeance against old order 
figures are muted. The interim government 
set up an inquiry into responsibility for the 





The communist sun and the Congress tree; Singh: vigorous and violent campaigning. 


into coalition, no permutation is ruled out. 
Under Bhattarai, it has been in coalition 
with the NCP-UML in the interim govern- 
ment, and could conceivably be so again. 
Bhattarai — a conciliatory character whose 
declaration of wealth lists one umbrella, 
one earthern jug, a metal trunk, a two-band 
radio, a bedding roll and two or three 
Nepalese suits — has won considerable ap- 
proval for getting the constitution and elec- 
tions all but done in just over a year, 
against threats from the Left and the Right. 
However, another prime ministerial candi- 
date in the Nepali Congress, Girija Prasad 
Koirala, would have no truck with the com- 
munists. The Friendship Party would then 
emerge as a natural ally, if not the two ex- 
Panchayat parties. 

Conciliation could be the best course. 
NCP-UML leaders such as Commerce Minis- 
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use of firearms against crowds during the 
agitation of early last year, and has sent the 
findings to the attorney-general. “Person- 
ally I think it’s a kind of witch-hunt and 
people have almost forgotten,” Bhattarai 
himself said. The prime minister is also 
against investigating past corruption scan- 
dals, for fear of upsetting the new political 
system. “What is the good of pursuing it, 
digging further, when ultimately the tunnel 
reaches the palace,” he said. 

But perhaps the greatest threat to the fu- 
ture government will come from a let-down 
in public expectations. “There is still an ex- 
pectation of things changing overnight,” 
said one diplomat. “It is not possible for 
anyone to quickly improve such an econ- 
omy.” After the elections, the Nepalese will 
still be among the poorest, least-educated 
and unhealthy people in the world. a 
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BRIEFING 


Soviet President Gorbachov 

in historic Japan visit 

> Soviet President Mikhail Gorbachov 
arrived in Tokyo on 16 April amid lowered 
expectations that his three-day official visit 
— the first to Japan by a Soviet head of 
state — would lead to an early resolution 
of territorial problems between Japan and 
the Soviet Union. Gorbachov stressed the 
symbolic nature of his visit in improving 
long-strained relations between the two 
countries, and cited domestic constraints in 
handing back former Japanese islands at 
the southern tip of the Kurile chain which 
the Soviet Union occupied at the end of 
World War II. Japanese Prime Minister 
Toshiki Kaifu’s acceptance of an invitation 
from Gorbachov to visit Moscow later this 
year is likely to provide an opportunity for 
further discussion on the territorial issue. 


Talks on US bases in 
Philippines stalled again 

» A lack of coordination among Philippine 
Officials on the compensation issue has 
again deadlocked talks over the future of 
the US bases, which visiting Singapore 
Prime Minister Goh Chok Tong recently 
urged Manila to retain. “What you see is 
what you get,” said one US official, 
referring to the US offer of a US$360 
million package for a new 10-year lease, 
along with other forms of assistance. 
Although the Americans have flatly 
rejected debt forgiveness, Manila continues 
to press for various concessions to satisfy 
domestic critics. Tensions between Foreign 
Secretary Raul Manglapus and Finance 
Secretary Jesus Estanislao appear to have 
complicated the negotiations, as has a 
jogging accident which left US senior 
negotiator Richard Armitage with a broken 
ankle. 


Thai police proceed with case 
against 1982 death plot suspects 
> A Thai police panel investigating an 
alleged 1982 assassination plot targeting 
national leaders at the time has submitted 
45 names of suspects to the supreme 
prosecution office. The suspects include six 
army officers who were graduates of 
Chulachomklao Military Academy’s Class 
7 — known as the “Young Turks” who 
launched two failed coups in 1981 and 1985 
— though one is dead and another, former 
Maj.-~Gen. Manoon Roopkachorn, is 
reported to have sought refuge in 
Germany. Manoon was a close aide to former 
prime minister Chatichai Choonhavan, 
who was ov in a 23 February 
military pre Many of the other suspects 
are former members of the outlawed 
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Communist Party of Thailand. The alleged 
targets in the plot included Queen Sirikit. 


Thailand dissolves all state 
enterprise trade unions 

> Ina controversial move, Thailand's 
National Legislative Assembly passed two 
bills on 15 April dissolving all state 
enterprise unions and changing their 
status to associations with no powers to 
take industrial action. The three readings 
of the bills were pushed through almost 
unanimously by the assembly in a single 
sitting. The assembly was appointed by 
the ruling military junta soon after it seized 
power in a coup on 23 February. Leaders 
of the more than 60 unions, representing 
some 250,000 workers, have warned that 
international labour organisations will take 
punitive action against Thailand, while 
they themselves are restricted in their 
protests because of martial law. 
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South Korean outcry over call 
to raid North’s nuclear plant 

> South Korea's Defence Minister Lee Jong 
Ku has come under opposition pressure to 
step down following his 12 April 
suggestion that Seoul should launch a 
pre-emptive attack against North Korea's 
nuclear facility if Pyongyang continues to 
resist international inspection. Opposition 
groups, including the main New 
Democratic Union, have issued statements 
criticising Lee for “a serious gaffe that can 
gravely affect current North-South 
[Korean] relations.” Lee later retracted his 
statement, made at a meeting with South 
Korea's newspaper editors, saying it was 
misinterpreted. 
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Former US president Carter 
urges China to free dissidents 
> Former US 
Carter, in a pointed 
speech at Peking’s 





non-violent 
democratic or 
religious activities. Citing global concerns 
for the fate of Chinese students and 
workers arrested during the 1989 army 
crackdown on the democracy movement, 
Carter called on Peking to grant amnesty 
as a way to demonstrate respect for human 
rights and restore good bilateral ties 
between the US and China. Carter also 
raised the topic in his meetings with 
Chinese officials, including Communist 
Party leader Jiang Zemin and Premier Li 
Peng. However, his request to see Deng 
Xiaoping — who is thought to favour 
improved US-Chinese relations — was 
denied. 


Jimmy Carter. 


North Korea re-establishes 
presence in Macau 

> A semi-official North Korean travel 
agency formally opened a Macau office on 
15 April to handle visa applications for 
Hongkong, Macau and Taiwan residents 
as well as other visitors wishing to go to 
Pyongyang. The opening of the DPR 
Korea-Macau International Tourism Co. 
marks the re-establishment of a semi-official 
North Korean presence in the Portuguese 
colony after a hiatus of several years. The 
Kim Il Sung government has long 
maintained an informal intelligence 
gathering operation in the enclave. 


Further charges filed against 
deposed Bangladesh president 
> Two more corruption charges against 
Bangladesh’s deposed president H. M. 
Ershad have been filed by the Anti 
Corruption Bureau involving more than 
Taka 50 million (US$1.4 million). In the first 
case, Ershard, his wife Raoshan, former 
minister Abdus Sattar and three others — 
including two government officials — were 
cited for their involvement in allocating 
land to a newspaper owned by Raoshan 
Ershad by showing false documents. The 
second case involved Ershad misusing his 
powers by reducing the price of yarn 
produced by Bangladesh Textile Mills 
Corp., a public-sector organisation, 
causing it to lose over Taka 17 million. 
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Options increase. Questions accumulate. Optimum fuel 
management for your nuclear reactors calls for more numerous and complex strategies. 
Whatever your question, the Cogema group helps to provide an answer. Cogema, the major nuclear 
fuel cycle group, is the only company with expertise in the whole nuclear fuel cycle. Our know- 
how draws upon more than forty-five years of experience. 

Whatever your question, the Cogema group is your closest adviser. Uranium mining and conver- 
sion, enrichment, fuel assembly fabrication, reprocessing, transportation, spent fuel condi- 
tioning, storage, engineering, consulting, each Cogema group product and service meets your 
requirements for quality and competitive advantage. 

Whatever your question, the Cogema group supports your strategy. Cogema experts contribute to 
~ the efficiency of your power generation system. In each step of the nuclear fuel cycle, our industrial 
commitment means reliable products, flexible services and long-term security of supply. 
Whatever your question, the Cogema group is committed to you. Today and tomorrow. 
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THE NEW SIGN OF CREATIVITY 
IN AUTOMOTIVE ENGINEERING 

















Creativity. It’s what makes an idea brilliant. The same is true in automot 
engineering, as these four examples of Toyota’s art bear witne 
And it all starts with a concept. Celica. Its sleek sports car styling 
exciting to see, even when it’s standing still. But the powerful engi 
under its aerodynamic hood guarantees it won't stand still for loi 
Previa — a new breed of passenger car that combines the versatility 
a wagon and the ride and comfort of a sedan. Placing the engine unc 
the floor at a 75° angle let us create a flat, roomy and luxurious interi 
Sera . . . it’s got wings, and you'd better believe it can fly. Unique gull-wi 
doors create a roof made of glass, for the wide-open feel of the rox 
MR2. Mid-engine performance and grand-prix handling combine wi 





0 REALITY. 


timum weight distribution to hail the return of 
: roadster. Where we got our creative power is, of 
arse, the stunning results of Toyota’s Twincam 
ilti-valve technology. Lightweight, compact and 
h-performance power plants you'll find on every 
yota we make, including Corona and Corolla. 
citing designs like our 1600 and 2000cc that are 
quey, quick and responsive at any speed. This 
lication to making brilliant ideas a reality is what 
ves the Toyota attitude and philosophy. It’s a con- 
t that keeps us on the leading edge of creativity. 






MULTI-ADVANTAGE 


MULTI-V/ 





From left to right: Celica, Previa, Sera and MR2. Not all models available in all areas. 
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Stands out for taste 








Insular Americans 


riting in Rolling Stone 

magazine last October about 

elitism in Japanese society, 

James Fallows, Washington 

tor of Atlantic magazine, stated that all 

t two post-war Japanese prime ministers 

_ graduated from Tokyo University. In fact, 

| of 19 Japanese leaders since 1945, 11 did not 

| go to that institution. Just three of the past 

| 10 most recent premiers graduated from 

~ there and one of the 10 never went to uni- 
versity at all. 
“> A recent article in the Washington Jour- 
nalism Review criticising the Japanese media 
for insularity carried a photograph of 
Hongkong but identified it as a scene in 
Japan. 
> The American author of last summer's 
best-selling novel Dragon claimed that 57% 
of Allied prisoners of war in World War H 
died in Japanese prison camps. The correct 
figure is 27%. 

The above examples are but the tip of an 
iceberg of ignorance about Japan in the US 
today. In rural school districts, the name 
Japan hardly appears in the curriculum, 
and in Washington it is now more politi- 
cally fashionable to condemn Japan than to 
claim to have expert knowledge about it. 
The US will not be able to deal with Japan 
as a trade rival until Americans pay as 
much serious attention to Japan as the Ja- 
panese do to the US. 

The biggest gap today between Japan 
and the US is not the difference in quality 
between a Honda Accord and a Plymouth 
Sundance. The truly disturbing difference 
is ‘that Japanese by the millions are prepar- 
ing themselves to function in both Japanese 
and. American society while no more than a 
handful of Americans are capable of com- 
municating across the two cultures. 

The culture gap between Japanese and 
Americans is evident everywhere. Mono- 

lingual American negotiators in both gov- 
ernment and private industry face Japanese 
‘teams whose members are so fluent in Eng- 

“lish they can use the time taken for in- 

- terpretation to think of new tactics. 

At any given time, millions of Japanese 
school children are studying English, some 

_ for as long as 10 years. At last count, fewer 
than 30,000 Americans were taking univer- 

-sity-level Japanese. 

- Unlike their European counterparts, US 
firms are notorious for their unwillingness 
to pay for anything but the most per- 
functory language training for Japan-based 
staff. In this respect, an American who 

once operated a Japanese-language school 
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By Andrew Horvat 


in Tokyo lamented recently that on a scale 
of 10 he would give European companies 
an eight or nine and Americans “about 
three, maybe four at best.” 

It is no wonder that “spouse dissatisfac- 
tion,” a euphemism for a more or less per- 
manent case of culture shock — the inabil- 
ity of the spouse of an expatriate to cope 
with different languages and customs — is 
the number one reason American com- 
panies recall executives from overseas as- 
signments. 

The biggest barriers against American 
business abroad are not erected by foreign 
governments but home-grown. It is truly 
ironic that American attitudes towards 
Japan today resemble closely Japanese at- 
titudes. towards the outside world before 
World War II. In those days it was the Ja- 
panese who worked themselves into a pat- 
riotic frenzy, ignoring accurate informa- 
tion from abroad, and dis- 
trusting those among them 
who studied English. 

Some 50 years later, 
humbled by defeat, the Ja- 
panese take accurate infor- 


It is ironic 














tive of a trend in America to see Japane 
society in clear, black-and-white terms. 
In his keenness to show Japanese 
ciety as super-elitist, Fallows not. 
exaggerates the importance of gradu 
from Tokyo University, but loses s 
some fuzzy areas that make: Japan 
society as complex, contradictory, | 
worthy of deep study as any other. 
For example, the same University. 
Tokyo graduate who is a shoo-in for 
bureaucratic post is actually shunned 
company recruiters who prefer to hire fro 
mediocre universities. In their view “Tod 
graduates are too stuck-up and do - 
blend easily into a group. This is why rela- 
tively few Japanese business leaders 
Todai alumni. 
In his book More Like Us, Fallows ma 
tains that the best way. for Americans to 
meet the challenge from Asia is to'becon 


were — 
vidualists. Such a message 
may be attractive to Ameri 


tive decline of US strength 


mation about America seri- that but it fails to take account o 
ously. By way of a contrast, changing realities. _ 
many prestigious American American ‘The realignment of eco 
media outlets adhere to an nomic stren in recent 


innocent amateurism in cov- 
ering Japan. 

The Henry Luce Founda- 
tion actually demands that 


applicants for its Asia Foun- resemble 
dation grants for work ex- 
perience in Japan should not Japanese 


have any formal training in 
Asian studies or first-hand 
knowledge of Asia. Likewise, 
an American journalist who 
recently published a highly 
critical account of Japanese 
society, saw no contradic- 
tion between his wholesale 
rejection of modern Japan 
and his confession on the 
second page of his work that he gave up 
studying Japanese in the first few weeks of 
a four-year stay. Much of the very critical 
literature on Japan currently available in the 
US is written by people incapable of com- 
municating in Japanese. 

It is relatively easy to come to quick con- 
clusions about a country whose language 
one does not know. One’s impressions re- 
main clear — unperturbed by new informa- 
tion. Sweeping statements such as the ones 
at the beginning of this article are illustra- 
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attitudes to 
Japan today 


attitudes to 
the outside 
world before 
World War Il 






years means that all of us — 
Americans, Japanese, Euro- 
peans or Chinese - will 
have to become more like 


element in trade — becom- 
ing fluent in foreign lan- 
guages and learning to be 
flexible in the face of new 
customs — stand to reap 
enormous profits. 

Conversely, those who 
believe that victory in a war 
that ended nearly half a cen 
tury ago exempts them from 
having to learn a foreign language will be in 
for some unpleasant surprises. They will be 
forced to fight for a dwindling share of their 
own home markets against better-trained 
foreigners capable of doing business both 
on their home turf as well as in the arena l 
their competitors. 

Clearly, the time has come for Anen 
cans — and not just Japanese —- to 
change. a 


Andrew Horvat is a Tokyo-based journalist. 
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SOUTH KOREA 


Presidential field opens to dark horses 


No to Roh 





By Shim Jae Hoon in Seoul 


resident Roh Tae Wo has ruled out 

any military leader or close relative 

from becoming South Korea's next 
head of state when his term of office expires 
in February 1993. Ironically, one of the 
main indirect casualties of this attempt to 
control the succession may well be a presi- 
dential contender with neither military 
links nor family conections to Roh — Kim 
Young Sam — whose main claim to politi- 
cal fame has for long been his years of op- 
position to authoritarian military rule. 

Roh, in warning his politically influential 
relatives to stay clear of the line of succes- 
sion, remarked: “For the sake of the nation 
and its political development, I should be 
the last president to come from the army.” 

This unambiguous ruling out of yet 
another general in the top leadership is 
seen as being specifically aimed at his am- 
bitious brother-in-law and former superin- 
tendent of the Korean Military Academy 
(KMA), Kim Bok Dong. A KMA classmate of 
Roh as well as Roh’s wife’s brother, Kim 
has long sought to position himself in the 
line of succession by building up a support 
base in his native North Kyongsang pro- 
vince. 

Leading officials of the ruling Demo- 
cratic Liberal Party (DLP) assert, however, 
that Roh’s disqualification should apply to 
all candidates with a military background, 
not just Kim Bok Dong. That argument, if 





MALAYSIA 


Fears of political extinction have prompt- 
ed a call for Malaysia's 1.4 million citizens 
of Indian descent to have five children per 
family. The community’s leader, Malay- 
sian Indian Congress president Datuk Seri 
Samy Vellu has urged Indian parents to 
maintain the present numbers, or even in- 
crease the population, so that Malaysian 
Indians would continue to be a political 
factor alongside the politically dominant 
Malays and the economically superior 
Chinese. 

“As long as you have the numbers, 
you ensure you are taken seriously as the 
major minority,” said F. R. Bhupalan, a 
women’s rights activist. “Otherwise we 
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dynasty 


accepted, would rule out at least a few dark 
horses within and outside the party, in- 
cluding former defence minister Chung Ho 
Yong and Lee Jong Chan, the former DLP 
secretary-general who is agitating for a new 
generation of leaders to replace DLP execu- 
tive chairman Kim Young Sam and opposi- 
tion leader Kim Dae Jung. 

Roh announced his succession rule at a 
family dinner at the presidential mansion 
on 23 March, his senior aides say. Besides 
Kim Bok Dong, those attending the func- 
tion (not publicly reported until 5 April) in- 
cluded the powerful Minister of Youth and 
Sports Park Chul On — who is Mrs Roh’s 
nephew — and Kum Jin Ho, the former 
trade minister, who is married to her sister. 

Park and Kum have 
been controversial for 
their involvement in gov- 
ernment policy and both 
of them had a hand in 
helping Roh become pre- 
sident in 1987. A state 
prosecutor, Park served 
as senior assistant to the 
head of the Agency for 
National Security Plan- 
ning — the former Ko- 
rean Central Intelligence 
Agency — under au- 
thoritarian president 
Chun Doo Hwan. Kum 
is a civil service techno- 
crat. 


The numbers game 


will lose whatever little we have.” 

Over the past decade, Malaysian In- 
dians have gradually been marginalised. 
Where once they were spoken of as the 
third prong in a three-race country, politi- 
cians have increasingly talked of Malay 
and Chinese interests and dropped any 
reference to Indians. To the Indians, this 
neglect reflects the decline in their num- 
bers — from 10% of the country’s 10.4 mil- 
lion population in 1970, to only 8% of its 
17 million in 1990. 

Samy Vellu’s appeal was intended for 
Indian ears only and he is now uncom- 
fortable that it gained such wide publicity. 
But much of the reaction this time was 
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Roh: relatives are out. 


Following the dinner-party discussion, 
Park, 48, formally relinquished leadership 
of Wolkyesu-hoe (Laurels Society), a 
nationwide network of organisations 
launched before the 1987 presidential elec- 
tion to support Roh. At a hastily called 
news conference on 5 April, Park withdrew 
himself from the race for nomination by 
saying, “I've never been afflicted with the 
disease of becoming president [at all cost] 
. .. Wolkyesu-hoe has drawn much misun- 
derstanding.” 

Park, a neat boyish-looking figure de- 
scribed by admirers as a consummate and 
daring political organiser, and by his de- 
tractors as a “heartless techno-manager of 
past dictatorships,” has been at the centre 
of controversy for many years, including 
those of the Chun era. 

He is credited with persuading Roh to 
accept the opposition demand for direct 
elections in the summer of 1987 — in the 
midst of nationwide demonstrations — in 
what was arguably the military establish- 
ment's biggest political gamble in 16 years. 
In January 1989 he stunned the country by 
successfully engineering 
the merger of the ruling 
party with two opposi- 
tion groups led by Kim 
Young Sam and Kim 
Jong Pil. 

With his formal disen- 
gagement now from 
Wolkyesu-hoe, which 
boasts a hard-core mem- 
bership of 27,000 mostly 
middle-ranking com- 
munity leaders across the 
country, control of the 
organisation reverts to 
Roh. But while he has 
been edged out of the 
presidential race, Park re- 


positive — in contrast to his earlier call to 
Indian women to marry young, which 
raised a furore, especially from women’s 
groups who saw it as an attempt to keep 
Indian women in a subservient role. 

That Samy Vellu persisted with his 
quest for numbers reflects his despera- 
tion. But the Indian community, while 
understanding the rationale behind his 
thinking, is also torn in the debate be- 
tween quality and quantity. “Samy Vellu 
has a basis for future fears,” said N. 
Periasamy, an Indian social worker. “The 
cake is not being fairly shared. But if 
you're a quality community, the govern- 
ment will look with respect at your de- 
mands.” Right now, he feels, there are 
not enough “quality” Indians. 

Samy Vellu's appeal was aimed at the 
more affluent Indians, the middle-class 
professionals. This target group supports 
him in principle but has reservations. “It is 
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tains his parliamentary seat 
and his cabinet portfolio, and 
many analysts say he will con- 
tinue to play a vital role as the 
power behind the president. 

While Roh’s succession 
diktat may have scuppered 
the presidential hopes of sev- 
eral leading contenders within 
the party and the military, 
and effectively narrowed the 
field of possible runners, it 
may also work against “un- 
tainted” contenders such as 
Kim Young Sam, who, since 
the merger with the ruling 
party, clearly sees himself as a 
potential president. 

Park's eclipse is likely to in- 
tensify rather than weaken 
the already strong rejectionist mood in the 
DLP against Kim Young Sam. Disqualifica- 
tion from the race may well unite Park and 
the other disappointed contenders and the 

s power brokers in a more deter- 
mined effort to stop Kim Young Sam from 
calling an early party convention to nomi- 
nate himself as an official candidate. 

Many from the Roh camp already dis- 
miss him as a political lightweight who is 
not competent enough to lead any future 
government. The argument, if coloured by 
personal jealousies and political antipathies 
arising over his past role in the opposition, 
is echoed by many analysts who cite his 
weakness on national issues. 

Having moved into the governing party 
after a life-long career in the opposition, he 
has failed so far to impress the country with 
a dear programme other than his constant 
calls for ill-defined political reforms. 

Even his loyalty to the DLP has come 
under renewed scrutiny, especially after his 
controversial meeting with Kim Dae Jung 


marvellous if one can af- 
ford the luxury of lots of 
children,” said Rita Reddy, 
a young Indian lawyer. 
But she conceded that 
many working people 
would find it difficult to 
maintain the same stand- 
ards of education and pa- 
rental care for five children 
as they can for two. And 
like other professionals, 
she feels that the number 
of children one has is “an 
individual, personal hu- 
man right” in which the 
state should not intervene. 

This leaves the plantation workers, the 
group that can least afford large families, 
to fulfil the communal objective. Yet even 
they have been exposed to the birth-con- 
trol propaganda emanating from India, to 
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Park Chul On with Kim Young Sam: thwarted ambitions. 





Samy Vellu: Indians only. 








in the southern city of Taegu on 1 April, 
when they jointly criticised Roh over the 
handling of a series of corruption scandals 
involving members of parliament. Also, he 
and Kim Dae Jung agreed to maintain the 
current presidential system of government, 
in contradiction to Roh’s inclination to- 
wards revising the constitution in favour of 
a parliamentary form of government. 

These political shadow-plays, widening 
the distance between himself and Roh, 
have reinforced the view that DLP will write 
him off as its official standard bearer in the 
end. “It seems to be a matter of timing of 
when [Kim would be dropped from DLP],” 
says one veteran analyst, “not whether.” 
The conservative coalition could thus be 
heading for a disastrous split in the months 
ahead, with Kim Young Sam fighting for 
early nomination and his opponents 
searching for a new face. 

The parting of ways could well come be- 
fore the next general elections in the first 
half of 1992, as Kim Young Sam's support- 


3 ers hint he would quit the DLP 
unless he is given control over 
the nomination of candidates 
running for the new parlia- 
ment. Roh is hardly likely to 
hand over this crucial instru- 
ment of control over the 


Who then will succeed 
Roh? In the view of DLP 
power brokers, the next presi- 
dent ought to come from lead- 
ers capable of mastering a 
complex national agenda that 
includes delicate relations 
with North Korea and the 
need for a second economic 
take-off. Such qualifications 
tend to work against old- 
school politicians like Kim 
Young Sam, whose political career has 
largely been preoccupied with the issue of 
democracy vs dictatorship. 

Now that Park has been marginalised, 
one of the candidates increasingly men- 
tioned by analysts is Prime Minister Ro Jai 
Bong, a former political science professor 
from the elite Seoul National University, 
who was moved from Blue House chief of 
staff to his present post last December. 
Since then he has impressed the cabinet 
with his clearly stated position on many na- 
tional issues. 

Tough on law and order, and an advo- 
cate of speedy reform of the nation’s dis- 
torted education system, the 55-year-old 
Ro's chief weakness is lack of charisma and 
the air of aloofness he carries as a former 
professor, an image reinforced by his repu- 
tation for disdaining politicians thin on ex- 
pertise. Ro claims to have no interest in 
elective office but is nevertheless emerging 
as a tough potential contender, if only be- 
cause he is seen to enjoy Roh’s backing. m 





restrict families to two 
children. Today, workers 

g on rubber and oil palm 
plantations no longer have 
the brood of nine their par- 
ents did, just to ensure a 
plentiful supply of cheap 
labour. 

The Indians are a poor 
community, which makes 
the race for numbers a 
risky game. With a minus- 
cule share of the country’s 
wealth, and little prospect 
of catching up in a hurry, 
they have to make up for 
socio-economic weakness- 

es by numerical strength. Yet it is this 
same quantity which hinders achieve- 
ment. The few who have managed to bet- 
ter themselves have little time for their 
poorer brethren. 
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Of the three races, Malays recorded 
the highest growth rate at 3% in 1980-88, 
while the number of Indians grew at 2.1% 
and Chinese at 1.7%. Yet, confident of its 
economic clout, the Chinese community 
is not overly anxious about losing its num- 
erical edge. Malaysian Chinese Associa- 
tion president Datuk Seri Ling Liong Sik 
declared that the Chinese would not join 
in the race for numbers. 

Samy Vellu’s appeal, it has been 
pointed out, is in line with Prime Minister 
Datuk Seri Mahathir Mohamad’s declared 
aim to boost the population to 70 million 
by 2010. When he made this pronounce- 
ment in 1984 and said that five children 
per family was a good number, many 
Malay villagers took him at his word. He 
has since told his all-Malay party assembly 
to be less enthusiastic. At the rate they 
were going, the target would be met too 
soon. @ Suhaini Aznam 
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CHINA 


Peking plans grand party to mark Tibet takeover 


Forced celebrations 





By Nancy Nash in Lhasa 


he continuing failure of China’s at- 

tempt to force Tibet into the mould 

of an obedient minority area with- 
in the People’s Republic has been 
dramatised by Peking’s clumsy attempts to 
celebrate the 40th anniversary on 23 May 
this year of the so-called Peaceful Liberation 
of Tibet. 

The authorities in Peking have chosen to 
mark the event by a lavish programme of 
festivities in Lhasa, backed by propaganda 
about the economic modernisation of re- 
mote rural areas, and the selective honour- 
ing of some Tibetan cultural symbols, in- 
duding the ancient Potala Palace. But the 
true nature of the occasion has been under- 
lined by a military build-up (in what was al- 
ready a massively militarised region) de- 
signed to insure that Tibetan nationalists do 
not celebrate the occasion in ways that 
might not be to Peking’s liking. 

An expert analyst who dismisses some 
of the estimated troop numbers he hears 
as “unrealistically high” estimates that the 
combined strengths of the People’s Libera- 
tion Army (PLA), Public Security Bureau, 
and People’s Armed Police personnel since 
the end of March may have been roughly 
equivalent to the entire unarmed popula- 
tion of the autonomous region. 

Less shocking, but considerably more 
perplexing than the military build-up, is the 
reticence of Peking about the celebrations 
themselves, other than that they will be on 
an unprecedented scale. Daily announce- 
ments convey no real information. Confir- 
mations of any information at all are mum- 
bled by cadres who would clearly prefer to 
say nothing. 

The Xinhua newsagency announced 
that a task force from the Peking Museum 
would install 200 flood-lights to reflect the 
Potala’s grandeur but the plan has mysteri- 
ously fallen through. Decorations go up as 
convoys of military vehicles carrying sol- 
diers with automatic firearms patrol the 
streets and riot-ready police man machine- 
guns on rooftops. 

There’s more than excitement in the air. 
The same authorities who did everything 
possible to induce participants to attend the 
Asian Games in the wake of the Peking 
massacre are apparently determined 
to keep Tibet's events closed to the pub- 
lic; a partial clampdown on travel to 
Lhasa and surrounding areas is already 
in effect. Foreign dignitaries — of course 
— will take part but no one will say who 





18 


is on the guest list. 

As was the case in 1985 when Tibet 
celebrated the completion of 20 years as an 
autonomous region, few Tibetans are likely 
to be invited to the 23 May celebrations. 
Nor are the authorities anxious to attract 
casual visitors of a kind who might not 
enter into the spirit of the official celebra- 
tions. 

Old guesthouses near the Barkhor, in 
the city’s old district and favoured by back- 
kpackers and other budget travellers, have 
been forbidden to accept foreign individual 
guests, though groups can still stay there. 
When they slip in anyway, police check to 
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or district. 


Demolition of the Barkh 
see how long they stay. 

In the meantime five new hotels built in 
the 1980s, including the world-class Lhasa 
Hotel, a Holiday Inn venture with nearly 
500 rooms, are rumoured to be virtually 
empty. Last month there were several days 
when foreign hotel guests were advised not 
to go out. 

On the same evenings dance parties 
were held in the Lhasa Hotel's ballroom at- 
tended by 300 or more residents of Lhasa, 
including large PLA contingents. 

While the celebrations themselves re- 
main something of a mystery the results of 
Peking’s decisior’ to spruce up Lhasa in 
preparation for the big day are there for all 
to see. 

Near the Barkhor, the district containing 
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the famous pilgrim circuit centering on 
Jokhang Temple, most of the winding al- 
leys and side streets were long ago made as 
straight and uniform as possible, but now 
the unique octagonal street surrounding 
the temple itself is being torn up. 

At the height of the demolition work in 
March pickaxes and heavy-duty earth-mov- 
ers interrupted worshippers _prostrating 
themselves at the entrance of this most sa- 
cred spot. Everything made way for the 
modern, motor vehicle-quality path that 
will encircle the heart of Buddhist Tibet. 

A 70-m monument to the successful 
consolidation of communist leadership in 
1951 is nearly complete, and in a stepped- 
up propaganda campaign, various eco- 
nomic projects are being symbolically 
linked to May's grand party. A US$127.7 
million hydroelectric power station is under 
construction near Gongga Airport, itself 
due for improvement and expansion. 

Tourism also gets special attention. New 
resort hotels are planned, with new ac- 
tivities such as boat trips which range well 
beyond the traditional yak-skin crossings of 
the Tsangpo river. 

The gold-roofed Potala Palace has been 
under renovation since last August, when 
leading cadres posed with trowels and 
hammers for local newspapers. Estimated 
to cost Rmb 35 million (US$7.4 million) and 
scheduled for completion only in 1993, the 
Potala work is unquestionably wrapped up 
with anniversary generosity in at least one 
sense; Tibetan pilgrims are volunteering la- 
bour and funds. 

Peking’s stilted approach to organising 
the anniversary celebrations reflects an all- 
too-genuine fear that things might get out 
of control. Lhasa’s “turmoil” surfaced be- 
fore Peking’s, and has continued since calm 
was restored elsewhere. Over the past 
three-and-a-half years the region has been 
shaken by the fiercest protests against 
Chinese rule since the failed uprising in 
1959 that led to the flight of the Dalai Lama 
and the deaths, by China’s count, of 87,000 
Tibetans. Nowadays, though, any glim- 
merings of nationalism are brutally sup- 
pressed in the interests of stability and 
unity. 

The result of Peking’s rigidity has been 
to suppress, but not completely eradicate, 
visible protest. 

At Drepung Monastery in Lhasa Valley 
a monk was injured by gunfire and another 
was arrested after inmates of the monastery 
had been caught putting up anti-Chinese 
tracts. A motorcyclist evaded arrest after 
tossing similar leaflets on to the rubble of a 
Barkhor demolition site, but eight monks. 
stumbling through it on foot and holding 
Tibetan flags were taken away by police. 
Several hundred troops were called into 
eastern Tibet when monks infuriated by 
news of the 40th anniversary celebrations 
protested. 

US diplomats recently encountered 
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three roadblocks between Lhasa airport 
and the city but that seems to have been 
only the first step to restrict traffic through- 
out Tibet in preparation for 23 May. More 
recent reports suggest that roads in many 
parts of the autonomous region have since 
been blocked. 

In a ramshackle bazaar, relocated from 
the demolished Barkhor, photographs of 
the Dalai Lama are now on sale, but may 
not be given away. In the same area a 
monk in mufti took his chance, with uni- 
formed watchers and plainclothesmen, to 
whisper to a foreigner: “Last year 600 police 
graduated from the academy; no monks 
were allowed to go on to higher studies.” 
People of all ages, given the opportunity, 

their outrage quickly and quietly: 
“Being forced to celebrate is humiliating. 
We don’t want their economic projects. We 
want our land.” 

Something the Chinese authorities have 
not been able to quash is the admiration 
around the world for the Dalai Lama, 
exemplified by his award of the Nobel 
Peace Prize in 1989. China reacted to the 
Nobel award with rhetoric of the type 
rarely heard since the 1960s. 

The official press spoke of “wanton in- 
terference” and referred to the prize as “an 
ideological weapon used by imperialist 
countries.” Strident threats were made to 
break off various diplomatic and trade 
relationships. 

hat response created an even greater 
l audience for Tibetans in exile. In the 


ity have been indirectly confirmed by China 
over the years. More than 6,000 monas- 
teries and temples are now known to have 
been destroyed since 1959. Peking has also 


meantime some of the more shock- | 
ing allegations made by the exile commun- | 


admitted that there have been famines for | 


the first time in Tibeťs history. 

The authorities have remained silent 
about the sale on world markets of Tibet's 
religious art and of precious metals and 
minerals estimated (over a 30-year period) 
at US$80 billion. But the gravest claim is 
that not 87,000 but more than 1.2 million 
died in the 1959 uprising and its aftermath 
as a result of China’s policies. 

The Dalai Lama’s government in exile 
points out this is not a number drawn from 
a golden urn. It was compiled over 32 
years, and traces individuals and families 
through the 100,000 Tibetans who became 
refugees — and more importantly, those 
still there. 

Ironically a genuine celebration of 
Tibet's 2,000-year-old culture is taking place 
elsewhere this year. Organised by Tibet 
House, a New York-based institution 
whose chairman is the American actor 
Richard Gere, International Year of Tibet is 
a series of exhibitions and events that in- 
cludes a two-week Kalachakra (Wheel of 
Peace) teaching by the Dalai Lama in New 
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PLA patrol in Lhasa: build-up. 


York in October. 

The Peking organisers have attempted 
to pervert it by passing the word that the 23 
May anniversary of Tibet's peaceful libera- 
tion is being celebrated in 28 countries 
around the world. They got the number 
right, but Tibetans in Lhasa are well aware 
that not all the celebrations are of a kind 
that will be to Peking’s liking. 

In an attempt to make the anniversary 
an event of national interest in China, a 
countrywide television quiz contest was de- 








a i 
B3NSNVI W l 


gag 


vised and sponsored by the State Commis- 
sion for Nationalities Affairs and the Minis- 
try of Film, Radio and Television. Intended 
to “boost knowledge and promote unity 
between the 56 ethnic minorities,” the quiz 
had a different name in each region, where 
run-offs were held in preparation for finals 
to be held in Peking. 

In Lhasa the contest took place in mid- 
March, with six teams, a studio and a 
television audience. The event was given 
the somewhat ungainly name of the 
“China Tibet Tour Youth Education Com- 
petition Snowland Trophy.” 

The compere and just over half of the 
contestants and panel of judges were 
Chinese, as was the language, which is 
used for 90% of television broadcasts in 
Tibet. Colourful backdrops proclaimed the 
contest and at the same time pushed the 
concept of unity. Winners answered ques- 
tions quickly, usually sticking close to the 
official line and often repeating standard 
phraseology. To a question about religious 
policy in Tibet the correct answer turned 
out to be reassuringly simple: “There is 
freedom to believe, to protect and respect 
religion.” 

Not surprisingly no Tibetan teams made 
it through to the finals in Peking. The na- 
tional winners “with the best knowledge of 
ethnic minorities” turned out to be a team 
from the PLA 
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FOREIGN RELATIONS. 


_ Thais seek closer economic, political links with Laos 









a By Rodney Tasker in Bangkok 
A Imost out of the blue, Thailand has 





decided to extend a strong hand of 
friendship to Laos, its impoverish- 
-ed communist neighbour. Although official 
explanations for the move point to the two 
_ countries’ common language, cultural and 
_ historical bonds, political and economic 
_. considerations are probably more impor- 
_..» The Thais, with their flourishing econ- 
omy, are not only anxious to promote 
Bangkok as the benign economic hub of a 
sub-Southeast Asian zone taking in Indo- 
china and Burma, but would also like to wean 
Laos away from what they see as a Hanoi- 
led Indochinese bloc on their doorstep. 
< From an economic standpoint, the rul- 
_ing Thai military junta is merely extending 
_a policy set by the previous government of 
- Chatichai Choonhavan — overthrown in a 
23 February military coup — to turn In- 
dochina from a battlefield into a mar- 
_ ketplace. Logically, the first country to 
> court is landlocked Laos with its 4 million 
_ © population — about 80% of whom rely on 
_ agriculture for their livelihood — and abun- 
dant natural resources to fuel Thailand's 
_ -yapid industrial expansion. Laos also relies 
heavily on Thailand for bilateral trade and 
investment, and as its main conduit to the 
_-rest of the world. 
Some diplomatic observers believe that 
-until recently Laos used its communist cre- 
“dentials and solidarity with Vietnam as a 
-shield against any neo-colonialist tenden- 
ies in Thailand, which has historically re- 
_ © garded itself as a big brother to its small 
‘neighbour. There have been regular border 
kirmishes between the two countries’ 
armed forces since the 1975 communist 
_ takeover in Laos. The most recent major 
_ confrontation occurred in late 1987 and 
rly 1988, when Thai and Lao troops 
_ fought a protracted and bloody battle over 
contested border villages at Ban Rom Klao. 
Since then relations have thawed. Thai 
and Lao generals have exchanged visits, 
while Thai entrepreneurs have poured into 
_..Vientiane to take advantage of an invest- 
“ment code enacted in 1988 to encourage 
_ foreign investment and joint ventures. 
Most of the businessmen buy Lao primary 
_ products, such as timber and minerals, 
© < while selling consumer goods from Thai- 
- “land. Others are looking at Laos’ tourism 
_ potential and its need for more hotels and 
This relationship was greatly improved 
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| Neighbourly gestures 


in March 1990 when Thailand’s Princess 
Maha Chakri Sirindhorn visited Laos — the 
first member of the Thai royal family to do 
so in recent years. In another important in- 
dicator of better relations between the two 
countries, the strongman in the ruling Thai 
military junta, Army Commander Gen. 
Suchinda Kraprayoon, visited Vientiane 
shortly after the February coup for talks 
with his counterpart, Lao armed forces 
chief of staff Gen. Sisavat Keobounphan. 

The visit resulted in the withdrawal of 
Thai and Lao troops who had been facing 
off against each other at the site of their ear- 
lier border clash at Ban Rom Klao. The two 
generals also reportedly agreed to cooper- 
ate in deterring rightist Lao rebels from 
using Thailand as a sanctuary from which 
to launch raids on Laos, and Communist 
Party of Thailand fighters from similarly 
using Lao territory. 

Some of the rightist rebels are thought to 
operate from refugee camps near the Thai- 
Lao border. There are 66,000 refugees in the 
camps, who began to arrive in Thailand fol- 
lowing the communist takeover. They are 
now being voluntarily repatriated to Laos at 
the rate of some 400 a month. 

A further indication that the Lao are pre- 
pared to go along with the Thai friendship 
offensive is Vientiane’s recent announce- 
ment that Princess Sirindhorn would 
be awarded the Decoration of Honour — 
Laos’ highest award — in recognition of her 
contribution to promoting Thai-Lao rela- 
tions. Lao Deputy Prime Minister and For- 


Minister Phoun Sipaseut is due to- 
revel to Bangkok to present her with the- 
award. 

Meanwhile, the Thai Government has 
announced Laos will receive half of anew 
Baht 200 million (US$7.8 million) develop- 
ment aid programme intended to help 
poorer countries — notably in Indochina, 
Burma, Nepal and Bhutan, as well as some 
African. countries. A senior Thai Foreign 
Ministry official said the programme will 
mainly take the form of technical assistance 


and education grants. 
Trade between Thailand and Laos is 
modest. Official show Thai exports 


to Laos were worth Baht 1.6 billion and im- 
ports of Baht 1.2 billion in 1989, with similar 
figures likely for 1990. In addition, Laos ex- 
ports hydroelectricity to Thailand from its 
Nam Ngum dam, valued: at Baht 700-800 
million a year. Thai exports are mainly rice, 
motorcycles, cement, pharmaceuticals, zinc 
and dairy products. Imports from Laos are 
mostly minerals, mainly gypsum and tin, 
scrap metal and wood products. 

If Laos fully reciprocates, the two coun- 
tries could well become close again. How- 
ever, Vientiane is likely to be wary over 
being exploited by Thais hungry for its rela- 
tively untapped natural resources. For 
example, while Thailand has rapidly de- 
pleted its own timber and mineral re- 
sources, large tracts of Laos are thickly 
forested and thought to be rich in minerals. 

The Lao are believed to be aware of the 
current situation in Burma, where Thai log- 
ging companies are rapaciously felling Bur- 
mese teak forests near the border, and min- 
ing companies are buying up. mineral con- 
cessions. Although Lao leaders — with 
Hanoi watching — may welcome 
Bangkok’s assertions of friendship, they are 
also thought to view the sincerity of the 
Thai overtures with a large degree of ii 
ticism. 





SINGAPORE 


Making 
Leeway 


Less than five months after assuming the 
post of prime minister, Goh Chok Tong 
has already started preparing for his re- 
tirement. He has called for members of 
the public to send him names of possible 
candidates for the cabinet to serve Singa- 
pore into the next century. In the same 
speech made on 13 April, Goh also said 
that Deputy Prime Minister Lee Hsien 
Loong will soon be taking a higher pro- 
file, especially in the international arena. 
Lee, son of former prime minister Lee 





Kuan Yew, has been keeping a low pro- 
file since Goh succeeded his father in 
November. 

“It may seem strange that I should be 
working for my own political retirement 
barely five months.on the job,” Goh said, 
but added he was 50 years old and time 
passed so swiftly he felt it was his duty to 
“plan for self-renewal right away.” 

Goh also raised the topic of the 
younger Lee, just 37, leapfrogging in the 
cabinet above longer-serving colleagues 
such as Ong Teng Cheong, Tony Tan 
and S. Dhanabalan, to become the dep- 
uty prime minister. Although Ong is also 
a deputy. prime minister and ranks 
higher in protocol terms, it is Lee who 
stands in as prime minister whenever 
Goh is away. Goh said the topic was dis- 
cussed. collectively and it was decided it 
would serve the national interest for Lee 
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Just another day at Taiwan's National Assembly. 


TAIWAN 


Opposition protests lead to violence in parliament 


A blow to democracy 





By Julian Baum in Taipei 
I: an abrupt shift of tactics, Taiwan's 





opposition party has boycotted island- 

wide elected bodies and taken to the 
street to protest against constitutional 
changes proposed by the ruling Kuomin- 
tang (KMT). 

The decision followed a week of intense 
verbal and physical clashes in the National 
Assembly and Legislative Yuan, where 
members of both parties fought over pro- 
cedural matters. The opposition Demo- 
cratic Progressive Party (DPP) failed to win 
any serious concessions from KMT in the 
legislative chambers and has opted instead 








junior to be promoted quickly. The older 
cabinet colleagues did not mind it in the 
least, Goh added. 

To elaborate on the relationship be- 
tween himself and Lee, Goh used the 
analogy of a badminton game. “He [Lee] 
is very quick and sharp with his smashes. 
I can plan. I can cross or drop the shuttle- 
cock over the net. Together we can win 
many tournaments. And that is the way 
I plan to win for Singapore — as a dou- 
bles pair.” 

Sports imagery is a recurring one in 
Singapore's politics. When Lee Kuan 
Yew was still prime minister and ques- 
tions were asked about whether Lee 
dominated the cabinet, a soccer meta- 
phor was used. Lee senior was then de- 
scribed as a goalkeeper while Goh and 
his colleagues did most of the running. 

m N. Balakrishnan 
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for a more open confrontation. 

The opposition campaign has hinged on 
its demands that elderly parliamentarians 
not be allowed to amend the constitution in 
the National Assembly. Until this demand 
is met, DPP deputies propose to stay away 
from the assembly and the legislature, 
where they have a small but influential rep- 
resentation. 

The new approach marks the collapse of 
fragile cooperation between the two parties 
in recent months, and a belated acknow- 
ledgement by the ppp that President Lee 
Teng-hui’s constitutional reform plan al- 
lowed little room for manoeuvre, at least in 
its first stage. 

In an unprecedented television appeal, 
Lee asked the DPP to abandon its protests 
and said that “constitutional reform is not a 
revolution.” He indicated that next year’s 
newly elected assembly could address the 
broader issues raised by the DPP. 

Although there has been further fight- 
ing in the legislature, national attention has 
switched to an assembly that convened in 
early April to approve what the KMT de- 
scribed as “procedural” amendments to the 
constitution. Most of the assembly's 600- 
odd members are elderly parliamentarians 
who were elected in China in 1947 and 
have no constituencies in Taiwan. 

The DpP initially agreed that its eight 
delegates would participate in the meeting, 
despite knowing there was little it could to 
thwart KMT proposals by the old guard. 
Opposition deputies even agreed to take a 
second oath of office after their first was 
ruled unlawful because it omitted any men- 
tion of the Republic of China (Taiwan). 

However, after a week of pointless de- 
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bate the DPP delegates became increasingly 
frustrated. They complained the KMT’s pro- 
cedural amendments violated recommen- 
dations made at last year’s National Affairs 
Conference that the discredited senior par- 
liamentarians should not be allowed to ap- 
prove such proposals. By incorporating the 
temporary emergency provisions into the 
constitution, the KMT was altering the ba- 
lance of power between the president and 
the cabinet. DPP calls for an entirely new 
constitution were ignored, and the opposi- 
tion delegates concluded the KMT was act- 
ing as if it could do as it pleased. 

Admitting failure, the DPP switched tac- 
tics. At a party caucus on 15 April, legislator 
Lin Cheng-chieh proposed to take its pro- 
test to the streets, heading off proposals 
from the radical New Tide faction which 
had long argued this course of action. 

Taiwan's opposition movement has 
been hardened by years of protest when 
police brutality, long jail sentences and 
news censorship were the price of confront- 
ing the KMT. After political liberalisation 
and greater press freedom since martial law 
was lifted four years ago, a handful of 
elected representatives from the opposition 
have gained some notoriety by taunting 
cabinet members and mocking the ageing 
parliamentarians. 

One of the most inflammatory incidents 
took place in the legislature on 12 April, 
when opposition member Chang Chun- 
hsiung delivered a protest letter to speaker 
Liang Su-yung. As Liang looked down at 
the document, Chang slapped him in the 
face. The 70-year-old Liang was then pulled 
to the floor and a brawl ensued between 
deputies of both parties. The police were 
called, and in the ensuring melee two op- 
position members were injured and taken 
to hospital. 

After this incident, even opposition 
sympathisers accused the DPP of reckless 
behaviour. Unrepentant, opposition politi- 
cians sought to make the point that their 
protests were justified by KMT intransi- 
gence. While much of the subsequent 
hand-wringing about political violence in 
the local press was generated by KMT sym- 
pathisers, it also reflected the genuine an- 
xiety among Taiwan's middle class. 

On 13 April, the three KMT-affiliated tele- 
vision stations annnounced they would no 
longer broadcast politically inspired vio- 
lence. Even if it issued no orders to the 
media, the KMT was clearly worried unruly 
scenes in parliament could spark more vio- 
lent imitations on the street. In addition, 
the government urged the public to stay 
away from DPP rallies or risk arrest. 

If the DPP’s new tactics bring a complete 
breakdown in communications with the 
KMT, it also opens the possibility of a strong 
response from Premier Hau Pei-tsun — who 
libertarians fear could choke off legitimate 
political protest in an effort to restore public 
order. n 
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Traveller’s Tales 


he cities ranged around the rim of 

the Pacific mutually enhance the 

others’ growth, but in a real sense 

they are rivals, if only as interna- 

ynal financial centres. While trade benefits 
least two ports and banking systems in 

y transaction, an international financial 
centre — or IFC — can pick up a lot of lu- 
_crative business on its own account. And, 
down the road, in five or six years’ time, 
-| there is the often unspoken thought that, 
should Hongkong founder, there will be 


| some rich pickings to be gobbled up. 


_ Sydney and Vancouver, whose praises I 
_| Was singing last week, are both well placed 
in this macabre race. Geographically Syd- 
ney, like Singapore, Tokyo and Hongkong, 
can ‘exploit the dead hours between the 
usiness hours of London and New York, 
hile Vancouver stresses its equidistance, 
along the Grand Circle route, between Lon- 
don and Tokyo and its ability to split the 
usiness day between Europe, the east 
coast of North America and Asia. This ar- 
gument is put forward by the most en- 
_thusiastic supporter of Vancouver as an IFC, 
Michael Goldberg, the executive director 
¿IFC Vancouver, recently returned to 
academic life. He also pushes Vancouver's 
|| growing role as a North American “gate- 
| way” from Asia (though the airport needs 
| expansion); its state-of-the-art communica- 
_| tions; the quality of its public amenities; its 
| private management services; its strong 
links. with Asia and Europe and its very 
high “livability” (mild climate, superb sur- 
-| rounding mountains and abundant recrea- 
_ |, tion) which I was going on about last week. 
Goldberg adds political stability to the 
list of Vancouver's attributes (a side-glance 
at Hongkong here?) plus Canada’s non-in- 
-| terference in the international financial mar- 
ketplace: “It has not imposed exchange 
controls nor frozen or seized foreign assets, 
making it relatively atypical.” The side- 
ge here is at Seattle, Los Angeles and 
San Francisco, for the US in its superpower 
role has frozen many an asset. The owners 
of both the cold and hot money looking for 
| an offshore niche do not appreciate anyone 
| freezing it. 
| The US banking centres, Goldberg ar- 
_| gues, still suffer from limits on their abilities 
_| to get into the securities business and, until 
this year, to indulge in interstate banking. 
_| Seattle (with 14 banks and no headquarters) 
| is quickly dismissed by Goldberg, as is San 
_| Francisco (once the financial capital of the 
“| western US). LA itself fares little better: 
| though home to more than 130 foreign 
| banks (10 headquarters) and 11 foreign sec- 
-| curities firms, New York outstrips it by far, 
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and the foreign banks are there largely to 
do domestic California-based business. 
Then comes the KO punch: LA is still 
largely a domestic financial centre. So much 
for Tinseltown. 


Much the same verdict (in IFC terms) is pass- 
ed on rivals across the ocean: Melbourne 
and Sydney are overwhelmingly domestic 
centres serving Australian customers, with 
little offshore financial business. The failure 
of proposals during the 1980s to reduce or 
abolish taxes on “offshore banking units” 
was a setback, contrasting with Van- 
couver’s welcome to foreign banks, the 
1987 permission for banks to own securities 
firms and the federal designation of Van- 
couver and Montreal as international bank- 
ing centres, making offshore banking tax- 
free. Still Sydney's attractions as a gateway 
city, as the site of three major universities, 
as a city with a “livability” rating up there 
with Vancouver's, as host to nearly 40 for- 
eign merchant banks and a thriving futures 
exchange are all acknowledged. 

Making due allowance for any special or 
patriotic pleading (though Goldberg is 
American), Vancouver's fortunes have in- 
deed surged over the past few years partly, 
as I suggested last week, due to the impact 
of Expo ‘86. 


A lot of the impetus for Vancouver's pro- 
gress has come from its being the chief be- 
neficiary, with Toronto, of the diaspora of 
Chinese, chiefly from Hongkong, over the 
past five years. Here again, Expo ‘86 played 
a part, for the acquisition by Hongkong ty- 
coon Li Ka-shing of the 84-ha Expo site 
gave an enormous fillip to Hongkong 
Chinese looking for a destination which 
would not be totally alien. The investment 
has yet to pay off and has not been without 
glitches but the developments now seem 
set fair. The expected back-lash (resentment 
against rising real-estate prices) has not 
been as virulent as some would have us be- 
lieve (the same is true of Sydney). 


Sydney cannot match this burgeoning. Just 
as Australia has been more cautious in at- 
tracting the offshore finance boys, so it is 
more beset by morality in its immigration 
policies. Australia feels it should give first 
refuge to genuine refugees (with preference 
for the homeless, for exiles from Indochina 
and others in need). It thus acquires many 
problems with the inflow — though here 
again, as the report on immigration pre- 
pared by former ambassador to China 
Steve Fitzgerald clearly showed, the back- 
lash is confined to a small minority. It is 
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exaggerated by self-deprecating liberals, af- | 
fronted by the racialist graffiti which are in | 
no way typical, while co-workers get on re- | 
markably well. Canada is also a generous | 
half-open-door for refugees, but suffers 
from: fewer inhibitions in opening these 
doors wide to the wealthy and the qual- | 
ified. 

Thus, while Sydney’s Asian minorities | 
are largely confined to certain suburbs, | 
with well-defined Chinatowns, Vancouver's | 
Chinese have flowed out of the eight blocks | 
of the original Chinatown into ownership | 
of some of the biggest, newest buildings | 
in the city centre and into the smartest | 
suburbs. Socially too, citizens of Chinese | 
extraction are very prominent. If the two | 
cities are in rivalry, then Vancouver must | 
be the favourite to win on the running so | 
far. The authorities (Ottawa, British Colum- | 
bia and the city itself) seem beset by less | 
uncertainties in formulating policies. The | 
legislation is in place; the organisations and | 
funds are provided; the promotion is a foot | 
and the people and money are flowing in. 
A faith in the Pacific future is paying off. 


if state-of-the-art communications are vital, I | 
do not give Zimbabwe much of.a chance 
to become an FC. Joan Kaufman, after 
spending years trying to figure out the con- 
volutions of the Peking telephone system, | 
found even more challenging instructions | 
at the Zimbabwe Sun Hotel: 


| 

| 

| 

ji 

li 

| 

| 

To speak tó a guest in another mom: ae | 

Please follow these instructions: eee | 

1st Floor — add 250 to the room number med 

and dial, on to 2nd, 3rd and 4th Floors — | 

dial the number required. 5th Floor — 

subtract 250 from the room number and 

dial, e.g. to contact Room 510 dial 260... | 

EXCEPT for Room 542 whose numberis | 

294. eee | 
On the other hand, there are gremlins 
even within the telephone systems of 
Japan’s ultra-modern hotels, like Hotel 

Sunroute at Okayama which tells its guests 

how to put in for a: 


Morning call by telephone. 
Please dial the number as following. 
1. Firstly fucking [fuck button]. se 

2. Seconidarily dial in 61 and continually 

dial in desired call time. ; 
730 am > 0730 2:30 . on 
te Your moming all is ‘automatically 
i ee ee le ence a 
(fuck button. ; 
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INDONESIA 


New group aims to pene values of democracy 


A worrying word 


By Adam Schwarz in Jakarta = 


bout 45 leading Indonesian intellec- 

tuals, worried that rising religious 

and ethnic tensions are dividing the 
nation, have formed a group to spread the 
word about democratic values. Members of 
the newly formed Democracy Forum deny 
that their organisation is out to assume a 
political role and say their aim is only to 
promote dialogue. Government officials 
have greeted the group warily and have 
suggested it should change its name. 

The Forum, introduced to the public on 
3 April, is chaired by influential Muslim 
scholar Abdurrahman Wahid, who also 
heads the Nahdlatul Ulama, Indonesia's 
largest Muslim grouping. 

Other Forum members include promi- 
nent lawyers, journalists, Muslim intellec- 
tuals, scientists, academics and a Catholic 

. Several Forum members have been 
highly critical of the government in the 
past. 

According to one member, Marsillam 
Simanjuntak, Forum's “principal concern is 
to make sure that the nation matures po- 
litically.” More specifically, according to 
Wahid, the Forum aspires to “loosen” exist- 
ing political arrangements and means of 
communication “which have been already 
too long under the tight control of the 
state.” 

“Indonesians need to have more infor- 
mation before . . . they decide who to vote 
for,” he says. “They feel there should be 
more control over the disbursement of pub- 
lic funds and a more transparent judicial 
system. The Forum will not deal with [spe- 
Gific] issues [but with] improving the exist- 
ing political framework to enable society to 
get what it wants,” Wahid told journalists 
on 12 April. 

Wahid said between eight and 10 mem- 
bers of the Forum have been meeting for 
more than 10 years to discuss these issues, 
but recent events convinced them to 
broaden the group and go public. He cited 
the banning in 1990 of two plays consi- 
dered critical of the government, con- 
straints imposed on poet W. S. Rendra, the 
dosing of Monitor magazine in October, in- 
creased resentment towards Indonesia’s 
ethnic Chinese minority and the establish- 
ment earlier this year of an association of 
Muslim intellectuals under the leadership 
of a senior cabinet minister. 

“We feel the nation is becoming more 
sectarian. Every group is fighting for what 
it wants without considering the needs of 
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the nation as a whole,” Wahid said. He was 
particularly concerned about people using 
Islam for political purposes. “Playing religi- 
ous politics is a dangerous tendency,” 
Wahid told the REVIEW. “Let religious 
ups take care of their own affairs.” 
The sudden emergence of the Demo- 
cracy Forum caught the government 
by surprise. There is no legal opposition 
party within President Suharto’s New 
Order government and some administra- 
tion officials are clearly unhappy with what 
they perceive to be the Forums longer-term 


Wahid’s stature in the community, 
however, and his leadership of the 35 mil- 
lion-strong Nahdlatul Ulama, makes it 
politically awkward 
for the government to 
dismiss the new 


group. 

“The position of 
the armed forces is al- 
ready clear. This type 
of forum is not neces- 
sary,” armed forces 
spokesman Nurhadi 
Purwosaputro told 
the Tempo weekly 
news magazine. “If 
they have ideas they 
want to develop, they 
should go through 
existing channels,” he 
said. 

Hari Sugiman, a 
senior official at the 
Home Affairs Minis- 
try, asked Wahid to 
change the name 
of the Democracy 
Forum so that it 
would be clear the 
group was not in opposition to the govern- 
ment. He said the current name sounded 
too much like opposition groups in Eastern 


decided whether to choose a new name. 
Other government officials, however, 

including Rachmat Witoelar, secretary- 

general of the ruling Golkar party, and 


comed the new Forum, provided it com- 
plied with government rules on political be- 
haviour. 

“Developing democracy is not just a job 
for political ies or the government, it’s 
the duty of all Indonesians,” Witoelar told 
Tempo. 
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Several government officials, who asked 
not to be named, warned that the sectarian 
impulses worrying Forum members could 
become even more destabilising if the na- 
tion moved quickly to a “liberal” style of 
dem 

Wahid believes this fear is overstated. 
‘Im convinced that Indonesia's silent 
majority is pluralistic in attitude and toler- 
ant of diversity. It’s the rigidity of govern- 
ment policy which leads to repression [of 
opinion] and it is repression which causes 
sectarianism,” he said in an interview. 

Forum members say the closing of 
Monitor was what convinced many of them 


to step forward. “Without the Monitor case, — 


maybe it would have taken another couple 
of years,” Wahid said. 

The 700,000-circulation tabloid magazine 
was closed in October after publishing a 
seams poll that offended many Mus- 


pra than 5,000 readers responded to 
the poll, which placed the Prophet 
Muhammad behind Suharto, former presi- 
dent Sukarno, Iraqi President Saddam 
Hussein and Monitor's 
chief editor Arswendo 
© Atmowiloto. 


Muslim youths ran- 
sacked Monitor's 
Jakarta offices and de- 
manded the with- 
drawal of the maga- 
zine’s licence to 
publish, a reaction 
which was supported 
by some senior Is- 
lamic intellectuals. 

Shortly afterwards, 
Information Minister 
Harmoko — who was 
a part-owner of 
Monitor — rescinded 
the tabloid’s publish- 
ing permit, saying the poll had caused re- 
ligious dissension. 

“That was a hard blow for me,” says 
Wahid. “It’s the duty of intellectuals to 
combat pressures to curb free , not 
the other way around. It showed me how 
shallow the roots of democracy are in In- 
donesia.” 

On 8 April Arswendo was convicted of 
blasphemy and jailed for five years — the 
maximum sentence. 

Daniel Dhakidae, a Forum member, 
said the verdict would make rational debate 
of Islamic affairs more difficult. “To criticise 
Muslims or any aspect of Islam, one now 
ee ee 
phemy,” he said. 
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Wahid: avoiding sectarianism. 
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Villagers in Zanzibar prepare polystyrene beads from Shell Chemicals to pour into pit latrines and so suffoc 





e larvae of the mosquito Culex quinquefasciatus, carrier of the deforming disease elephantiasis. 












` By John McBeth in Manila 


ongressmen trooping to Mala- 
canang Palace recently all had one 
question for the lady of the house, 
; President Corazon Aquino: Who 
was she going to endorse as her successor 
in the 1992 elections? Aquino smiled enig- 
matically, took note of their question and 
said she did not think it was the right time 
_to-announce her choice. That, she explain- 
ed in a later interview, might not be until 
January 1992. 

This behaviour hardly supports the 
widely held impression that the president 
isa political lame-duck as she enters her last 
year in office. Indeed, despite the batter- 
ing she has taken for her handling of the 
ountry’s affairs, Aquino's endorsement is 
-clearly still going to be a major — if under- 
lying — influence on the selection of an ad- 
ministration candidate. 





ficials say will be a lengthy consensus- 
gathering process in and out of the ruling 
Lakas ng Demokratikong Pilipino (LDP) co- 
alition, the partyless president is taking 
-= soundings of her own. “She's eager to hear 

from other people about their thoughts. 
_.. She is also trying to feel the pulse,” one 
_ > well-placed aide told the REVIEW. 

It is understood Aquino wants to ensure 
that the administration’s candidate is not 
simply selected on the coat-tails of the 
party, but has broad support from other 
sectors. These include the sort of non-gov- 
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ernmental organisations and cause-orient- 
ated groups who played a major role in 
her own rise to power in the 1986 “people's 
power” revolution. 

With Defence Secretary Fidel Ramos, 63, 
finally on the verge of signing up with the 
LDP, the field of prospective contenders for 
the May 1992 election is probably as com- 
plete as it will get. 

Nonetheless, there are still likely to be 
plenty of surprises — and even some 
major political realignments — before 
campaigning officially gets under way next 
February. 

So far, 10 candidates have either de- 
clared themselves or made it clear they are 
in the running. Apart from Ramos, they 
include House Speaker Ramon Mitra, 63, 
who will vie for the LDP nomination; Liberal 
Party leader Jovito Salonga, 70; Vice-Presi- 
dent Salvador Laurel, 62, and fellow Na- 
Gonalista Party leader Juan Ponce Enrile, 
67; busin 





Cojuangco, 55, of the Partido Pilipino; and 
PDP-Laban Party chief Sen. Aquilino 
Pimentel, 56. 

Among the other contenders — notably 
former agrarian reform secretary Miriam 
Santiago-Defensor, 45; popular movie actor 
and estranged former Liberal Party senator 
Joseph Estrada, 53; and Cebu Governor 
Emilio Osmena, 52 — still need a political 
machine to hitch their wagon to and, in 
the end, may have to lower their sights. 

Also waiting in the wings are Executive 
Secretary Oscar Orbos, 40, a congressman 
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Contenders jostle ahead of the 1992 presidential elections 


Splitting the pack 


who has breathed a measure of new life 
into M Palace since his appoint- 
ment late last year, and possibly Cebu-born 
Chief Justice Marcelo Fernan, who has 
been accepting an increased number of 
speaking engagements around the country 
in recent months. 

Aquino has indicated she will only en- 
dorse a candidate after he has been chosen, 
rather than be seen influencing decision- 
making. Despite this, she is known to per- 
sonally favour Orbos, one of a promising 
crop of political newcomers to emerge in 
the past three years. Although Orbos does 
not disguise his ambitions and is reliably re- 
ported to be lining himself up for the LDP 
nomination, it is hard to see how he can 
simultaneously aim for the presidency and 
live up to his pledge of ensuring Aquino 
finishes her term in what he calls “a blaze of 
glory.” ea 


n addition, public opinion surveys 
commissioned by the palace. give 
Orbos’ chances of winning the presi- 
dential elections a low rating. While | 
his current position could allow him to 
build constituencies, everything depends 
on whether he can add ‘substance to his 
style. Many of his political elders, among 
them fellow Pangasinan Congressman Jose | 
de Venecia, feel Orbos would be biting 
off more than he can chew by trying to 
run for president at this early stage of his 
career. 
Because the electoral law forbids parties 
from holding nominating conventions until 
December 1991, most are planning informal 
consensus-gathering enclaves over the next 
six months to make “unofficial” — albeit 
what are expected to be binding — selec- 
tions. The Liberals’ executive committee 
has already used this process to “recom- 
mend” Salonga and vice-presidential candi- 
date Sen. Teofisto Guingona for the party 
ticket. 

The LDP was originally scheduled to 
make its choice at a national council meet- 
ing on 25 May, but perhaps to Mitra’s dis- 
comfort that has now been postponed by 
several months. 

Instead, the coalition’s National Capital 
Region chapter will host a special session of 
regional representatives on 27 April, during 
which Ramos and five fellow cabinet sec- 
retaries are expected to be formally in- 
ducted into the party. 

Although some backroom assessments 
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will be made at that meeting, a consensus 
on a candidate is unlikely to become appar- 
ent until the party’s anniversary celebration 
in September. LDP deputy secretary-general 
Charles Avila says even then a strong fac- 
tion will be necessary to push for an infor- 
mal vote. The nominating convention itself 
will be held either in late December or Jan- 


“Mitra wants to try and force Aquino’s 
hand,” one Malacanang source said. “If he 
can get the party behind him, then the 
others will either have to form ies of 
their own or accept him.” Mitra’s relations 
with Aquino have been cool since last Au- 
gust, when the president's supporters 
formed the populist Kabisig movement in 
an effort to get around an intransigent Con- 


Some analysts believe Mitra overplayed 
his hand in his anxiety to display a greater 
measure of independence and move away 
from his perceived subservience to 
the president. What might hurt him 
more is his long-standing friendship 
with Aquino’s estranged cousin, 
Danding Cojuangco, formerly a 
close associate of the late president 
Ferdinand Marcos. 

As leader of one of three main 
LDP factions, Mitra counts on the 
support of about 40 congressmen. 
Up to now, this bloc of mainly old- 
style politicians has given expression 
to a wider party sentiment which 
sees Mitra as someone who has paid 
his dues as an elected congressman 
and a former LDP chairman, and 
Ramos as an outsider who simply 
wants the party as a convenient vehicle to 
grab the presidency. 

Circumstances can change. Analysts say 
the past basis of the relationship between 
Mitra and his faction reflected the con- 
gressmens’ need to attach themselves to 
him in order to gain political strength 
against rivals in their electoral districts, 
rather than out of loyalty for any particular 
help he may have given them at the hust- 
ings. In his drive for the presidency, how- 
ever, it is Mitra who now needs them. 

With Ramos’ long-awaited entry into 
the LDP, Mitra now has to try and tighten 
his grip by providing access to more re- 
sources, But time is not on his side, and 
Aquino's indirect influence on the selection 
process gives even his current support- 
ers the excuse to prevaricate. Worse, 
Malacanang’s independent survey places 
him far down a popularity list headed by 
Santiago, Estrada and Ramos — in that 
order. 

“Cory’s coyness makes it difficult for 
Mitra,” one observer noted. “She's the 
i of the board, but she’s not 
hands-on. All this encourages dissension.” 
While it is far from clear where she and her 
brother, the influential Jose Cojuangco, 
stand with Ramos, Jose Cojuangco has not 


appeared openly supportative of Mitra 
either, despite their close relationship. 
Although everyone likes a winner, and 
Ramos looks more like one than most, the 
Protestant defence secretary is clearly no 
certainty in a country of 52 million Catholics 
where the church retains an important 
voice. Ramos comes to the LDP with only a 
narrow base of outside support, hoping he 
will be rewarded by Aquino for staving off 
six attempts to topple her government. 
“Ramos has placed his [political] life in 
the hands of Aquino, and whoever she de- 
cides on, the governors and mayors will 
support,” a veteran politician said, adding, 
“the congressmen may be noisy, but it will 
be the governors and mayors who will de- 
cide the outcome.” Ramos loyalists insist 
that even if his base is not always obvious, 
it is nevertheless there and growing by the 
day. 
Ramos has travelled widely around the 


country, developing a solid constituency 
among provincial peace and order councils 
and farming groups. On many of these 
trips he is almost routinely introduced as 
the next president. In addition, many of 
Makati’s big businessmen are expected to 
back him, in large part because he is pre- 
dictable and not given to rash decisions. 
But most of those who have so far join- 
ed the United People Power Movement 
(UPPM), a multi-sectoral group which serves 
as his main political vehicle, are mid-level 
executives and a general cross-section of 
middle-class society and not the well- 
heeled high rollers from the major corpora- 
tions. 

Formed in the latter part of 1990 by ac- 
tivists spanning the spectrum from the 1970 
“First Quarter Storm” movement to the 
1986 Edsa uprising, UPPM says it chose 
Ramos because he best fitted their criteria of 
a qualified leader at a critical point of na- 
tional evolution. Says fulltime UPPM secre- 
tary-general Tony Abaya: “What we saw in 


On other pages 


ition needs to cooperate on 


TAM CACTOCDA COAMAMIA OCWwICcw 


1986 was raw people power. Now we are 
trying to organise it and give it some direc- 
tion.” 

The Liberals, who seem to have done 
better than most in getting their house in 
order, still have a long haul ahead of 
them. Although Salonga is probably the 
Philippines’ most reputable politician, with 
a career stretching back 30 years and three 
poll-topping senatorial races under his belt, 
his age is likely to tell against him in an elec- 
torate where 80% of the voters will be 
below 40. 

In addition, Salonga’s choice of Guin- 
gona as his running mate has not been 
without cost. It led to the desertion of Es- 
trada, who is now faced with the choice of 
forming his own Partido ng Masa Pilipino 
or teaming up with Danding Cojuangco or 
another opposition figure. If popularity 
alone won elections, Estrada and the San 
Miguel basketball team would end up run- 





Enrile; Mitra, Laurel, Pimentel; Ramos: the contenders gather. 


ning the Philippines — but without any 
real backing, his bid stands little chance. 

No matter how hard she tries, and the 
facsimile machine has been her primary 
campaign aid, the mercurial Santiago finds 
herself in the same dilemma. Although she 
has won a popular following for her no- 
nonsense approach and appears at the top 
of just about every opinion poll, she is too 
much of a loose cannon for many of the es- 
tablished parties and may eventually have 
to resign herself to a Senate seat. 

Osmena, for his part, is only now in the 
process of testing the waters. A capable ad- 
ministrator who has transformed Cebu into 
an economic powerhouse, he is clearly a 
figure to watch — if not now, then in the 
future. However, most observers feel a pro- 
vincial leader with no real national stature 
faces an almost impossible task trying to 
win a presidential election. 

While Osmena has been particularly 
critical of traditional politicians, and even 
the LDP itself, the governor could still draw 
overtures from the ruling coalition. Given 
the prospect of a badly split vote on Luzon, 
parties will be on the lookout for a vice- 
presidential candidate who will attract what 
may be the all-important swing votes in the 
central and southern Philippines. m 


27 








REGIONAL AFFAIRS > 


PHILIPPINES 2 





Opposition needs to cooperate on poll candidate 


ey may return 


election is likely to depend to a large 
extent on opposition leaders setting 
„aside their ambitions and coming up with a 
‘single candidate to challenge the ruling 
Lakas ng Demikratikong Pilipino (LDP). 
Even then, they will face an uphill struggle 
against a front-runner who is expected to 
‘have President Corazon Aquino's endorse- 
“ment and the administration’s resources 
behind him. 
> Although estranged Vice-President Sal- 
Vador Laurel, fellow Nacionalista Party (NP) 
leader Sen. Juan Ponce Enrile and business- 
man Eduardo “Danding” Cojuangco say 
1ey have agreed just one of them will con- 
test the election, that may happen only if 
Cojuangco decides to join the NP rather 
than remaining under the banner of the 
“newly registered Partido Pilipino (PP). 
-z Because of their age, this is undoubtedly 
the last throw of the dice for Laurel and 
-Enrile. And both seem willing to take the 
nomination fight down to the wire. But the 
problem is that neither looks like a vote- 
grabber. 
__: By far the wealthiest of the 23 senators, 
Enrile has turned his back on two succes- 
sive presidents — the late Ferdinand Mar- 
cos and Aquino — and is as much remem- 


i T he outcome of the 1992 presidential 


bered for his role as martial law adminis- 
trator during the Marcos years as for the 
part he played in the 1986 revolt. He is also 
facing rebellion charges over his alleged 
covert role in the December 1989 coup at- 
tempt. Laurel has made a succession of 
tactical blunders, including a statement in 
Hongkong at the time of the 1989 coup 
which smacked of rank opportunism. 

Neither leader enjoys much support in 
Manila or has an established provincial 
base on which to build. The Laurel family’s 
grip on its Batangas bailiwick, south of 
Manila, has slackened following a setback 
in the 1988 local elections. And if the poor 
turnout at his birthday celebration is any 
guide, Enrile’s support in the northern 
Cagayan valley has waned as well. 

In a head-on confrontation between the 
two, Enrile would probably prevail. The 
former defence secretary's biggest advan- 
tage is that he has a longer affiliation with 
the NP stalwarts who will eventually have 
to sit in judgment. He also seems willing to 
spend the vast sum of money — between 
P500 million (US$17.9 million) and P1 bil- 
lion by most assessments — needed to run 
a serious campaign. 

In a three-way fight, even party insiders 
feel the outcome would be pre-ordained. 





Despite the baggage he carries from his 
dose association with Marcos and. the 
brickbats he is likely to face in a campaign, 
Cojuangco still looks like the strongest op- 
position player because of his mastery of 
the Philippine political culture and the per- 
ception that he has what it takes to turn the 
economy around. 

Although Cojuangco is now not ex- 
pected to decide until October at the earliest 
— a change from the March-May time- 
frame he gave earlier this year — every 
statement and every move he has made so 
far points to his eventual candidacy. 

Most sources believe he is lining up es- 
tranged Liberal Sen. Joseph Estrada as his 
running mate. His first choice, Cebu Sen. 
John Osmena, fell out of the running, ap- 
parently because he could not deliver the 
support of his brother, Governor Emilio 
Osmena, and the rest of the family. 

Filipino commentators. are still con- 
vinced Cojuangco’s main objective is to re- 
gain control of the San Miguel Corp. and 
that, while he may convey the impression 
he is running, he will eventually give way 
to another contender. “I can’t believe that 
memories are that short,” says one analyst. 
“T think he will eventually reach the conclu- 
sion that he can’t make it and that he will 
make a deal with someone who can.” 

But Cojuangco prizes personal ‘loyalty 
above almost anything else, and those who 
know him well say it would not be in 
character for him to persuade sitting con- 
gressmen and local politicians to commit 
their support, then back away at the last 
minute. Two LDP congressmen from 
Davao, for example, have already been ex- 
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The Catholic Church insists it is not con- 

cerned about the very real prospect of a 
non-Catholic president. But whether the 
Catholic bishops will use indirect influ- 
vence against Protestant candidate Fidel 
Ramos is still open to question, particu- 
larly at a time when they are growing in- 
creasingly concerned at the inroads being 
made into their congregations by evangel- 
ical and other activist sects. 

In the powerful Catholic Bishops Con- 
ference of the Philippines (CBCP) only pub- 
lic comment on Ramos’ prospective candi- 
dacy, public affairs committee chairman 
Bishop Teodoro Bacani recently said that 
the church will not oppose any particular 
candidate on the basis of religion. The 
CBCP is made up of the country’s 125 
bishops, though only 98 are still listed as 
active participants. 

Bacani’s statement is echoed by the 
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| Catholic tastes 


church’s national director for media af- 
fairs, Fr James Reuter. “The bishops 
would not turn a hair if Ramos was 
elected,” he told the Revæw. “If they are 
going to have problems with him, it 
would be because of his American con- 
nection. But on religious grounds, never.” 
The only other Protestant candidate in the 
field is Liberal Party leader Jovito Salonga. 

Although the Archbishop of Manila, 
Cardinal Jaime Sin, has expressed a pre- 
ference for Executive Secretary Oscar 
Orbos and is known to have actively en- 
couraged the candidacy of Cebu Governor 
Emilio Osmena, sources say this is merely 
a reflection of the church's desire for 
younger and less traditional personalities 
entering national politics. 

“There is not a chance of the church 
espousing a candidate because that’s sim- 
ply not the nature of the bishops,” said 


Reuter, a veteran church figure who 
seemed almost amused by the notion. 
“They're too individual to get behind one 
candidate. Still, other church sources 
agree that does not preclude some 
bishops from expressing private reserva- 
tions about Ramos. 

Catholics dominate the pro-Ramos 
United People Power Movement’s (UPPM) 
15-man board of trustees. Says chairman 
and public relations consultant Ricardo de 
la Cruz, himself a Catholic: “Religion may 
be a drawback, but really there is no such 
thing as a Catholic vote. It is'a myth. In 
the final analysis, it will be done on the 
basis of qualification, not religion.” 

Secretary-general Tony Abaya main- 
tains the launching of the UPPM matches 
the people empowerment theme of the 
church's. recent month-long Second Ple- 
nary Session, where working papers pre- 
pared by the synod deplored the ideolog- 
ical bankruptcy of existing parties. With- 
out more active participation of Filipinos 
in. the political process, the. authors. ar- 
gued, nothing can be done to change the 
status quo. — i 
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from the coalition for allegedly cam- 
paigning on his behalf. 

On one typical whistle-stop tour of 
southern Luzon last month, Cojuangco 
touched base with provincial governors 
Casimiro Padilla (Camarines Norte) and 
Luis Villafuerte (Camarines Sur) — both of 
whom remain uncommitted on their future 
party affiliations — and discussed strategy 
in Legaspi City with independent con- 

Carlos Imperial. 

Imperial and neighbouring Bicol law- 
makers Salvador Escudero (Sorsogon) and 
Tito Espinosa (Masbate) are regarded as im- 
portant allies in Cojuangco’s efforts to put 
together a network of nationwide alliances. 

Other key supporters in vote-heavy 
Luzon are likely to be Olongapo Mayor 
Richard Gordon, La Union con 
Victor Ortega, the Joson clan of Nueva Ecija 
and the Estrellas of neighbouring Pangasi- 
nan. 


iven the open support he is receiv- 

ing from Gordon, the NP chairman 

for Region 3 (Central Luzon), there 
is strong suspicion that Cojuangco’s end- 
game is aimed at absorbing much of the 
Nacionalista rank and file, in addition to 
other breakaway politicians from the LDP 
and the Liberal Party. 

Many provincial politicians are likely to 
continue hedging their bets until early 1992 
and, considering the nature of Philippine 
politics, even those who have promised 
their support could just as easily withdraw 
if the grass seems greener elsewhere. 
“One can never be sure,” acknowledges 
an aide, “but Cojuangco has had a lot of 


The papers have now been condensed 
into a single document, supported by 150 
resolutions, which charts the church’s 
proposed e for the next 12 
years. CBCP chairman Bishop Leonardo 

i said in an interview in Naga City 
that the church wants to establish criteria 
for those wishing to involve themselves in 
political life, and also presumably for vot- 
ers trying to make a choice. 

If the church plays down any idea of a 
more interventionist role, its influence 
among a population that is 87% Catholic 
is pervasive. This applies particularly in 
the Bicol region and the Visayas, where 
politicians often defer to the bishops. “The 
strongest force in the country is the 
Catholic Church. We are stronger than 
the government,” Reuter said. “At the 
moment, it is the only credible force.” 

It is also gaining a stronger voice. Al- 
though the full implications of the move 
are still unclear, the church is reorganising - 
its Radio Veritas AM domestic network, 
which closed only two months ago be- 
cause of long-standing labour and finan- 
cial problems. Until the closure, the dual 


experience dealing 
with these gentlemen 
and he has very good 
instincts.” 

But does he have 
the money? Support- 
ers acknowledge the 
sequestration of his 
properties by the 
Presidential Commis- 
sion on Good Gov- 
ernment has left him 
with a serious cash 
flow problem, which 
is unlikely to be resol- 
ved as long as he 
faces a slew of civil 
and criminal charges 
brought against him 
since his return from 
exile in November 
1989. 

Aides claim it is a problem Cojuangco 
can overcome. “Danding’s advantage is 
that it is much easier to generate money for 
someone who is moneyed,” says political 
risk analyst Antonio Gatmaitan, who 
serves as one of Cojuangco’s key advisers. 
“He might not have the cash, but his 10u is 
marketable to the big boys because they 
know that at the end of the day he can de- 
liver.” 

Apart from his network of long-stand- 
ing links to the political bosses, what stands 
Cojuangco in good stead is the relationship 
he enjoys with the merchant class. 

Another possible disturbance on Co- 
juangco’s horizon could be exiled former 
first lady Imelda Marcos. Speculation on her 


AM/FM station had been run with church 
funds, which were being absorbed at the 
rate of 2500,000 (US$17,800) per month. 
Now with help from three big corporate 
sources — the Philippine Long Distance 
Telephone Co. (PLDT), the Bank of the 
Philippine Islands (BPI) and the Anscor 
Corp. — Veritas will resume broadcasting 
on 1 May with a commercial and much 
broader format. 

By linking many of the 27 AM stations 
to its microwave system and offering to 
install satellite telephones in the more re- 
mote broadcasting outposts, the PLDT will 
effectively transform Veritas into one of 
the most extensive radio networks in the 
Philippines. Among Veritas’ new board of 
trustees are five bishops, headed by its 
chairman Bishop Teodoro Buhain and in- 
cluding Cardinal Sin. 

Other, secular, board members include 
PLDT chairman Antonio Cojuangco; 
Anscor president Jose Ibazeta; BPI execu- 
tive vice-president Aurelio Montinola; 
Cebu shipping magnate Victor Chong- 
bian; Eduardo Roberto of the Asian Insti- 
tute of Management, and Eric Canoy of 
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Cojuangco: strongest player. 


the Radio Mindanao Network. 


much of the 22 million required for the 
separation pay of 27 employees who lost 
their jobs as part of the reorganisation, 
while all three com 
undertaken to set aside part of their adver- 
tising budget for Veritas. “Being a utility, 
the PLDT is vulnerable to changes of politi- 
cal fortunes,” said Buhain. “So it was in its 
interests to be associated with the Catholic 
Church. We know what its agenda is and 
we find it compatible with our agenda.” 
The Veritas project is an interesting deve- 
lopment because the vast majority of rural 
Filipinos listen to the radio. 


been assured that the relaunched Veritas 
network will not support any particular 
political party, as the campaign for the 
1992 elections draws nearer any message 
the church itself wants to deliver is sure to 
have a wide and cohesive audience. Bu- 
hain says part of that message will be the 
criteria the church sees as constituting 
a suitable political candidate. 


away in Swiss banks 
only if criminal 
charges are brought 


May 1992 elections, arguing that her pre- 
sence could be disruptive. But some ana- 
lysts believe fears over her potential impact 
on the poll have been grossly overstated 
and say it might be in the administration’s 
best interests to allow her back. 

They argue that because of her well-de- 
served reputation as an unguided missile, 
she could act as a spoiler at a time when 
Cojuangco — a man she despises and who 
she once regarded as a rival successor to the 
presidency — is seeking to bury the past. 
“Danding is trying to play down the dark 
side of the Marcos era and Imelda is the 
dark side,” says one analyst. “It could make 
life particularly embarrassing for him.” 

m John McBeth 


The PLDT is understood to be paying 


panies involved have 


While the bishops have apparently 
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By Louise do Rosario in Tokyo 


apan’s most horrifying killer is not 
cancer or earthquakes, but keroshi, 
death from overwork. Its victims la- 
ii bour for weeks without adequate 
fest, then collapse and die without warn- 
ing. 
: There are no official statistics on karoshi, 
since the syndrome is so difficult to verify 
medically. But Hiroshi Kawahito, a lawyer 
-who handled his first karoshi case 10 years 
ago, estimates that the toll runs to nearly 
10,000 deaths a year — about the same as 
the number of traffic fatalities in Japan. 
Kawahito heads the Tokyo office of 
e National Council for Victims of Karoshi, 
which has just published a 120-page study 
of the subject. The book concludes that 
Japan is running too fast, as though Japan- 
ese workers are in a racing car with mal- 
functioning brakes.” 
It calls for new, effective ‘brakes’ such as 
“more powerful laws on overtime work. One 
-object of the book is to warn other countries 
that take Japan as their development model, 
and to prevent ‘export’ of karoshi apace with 
_Japanese global investment. 

Kawahito believes that Japanese, who 
Were an industrious people to start with, 
chave been made to work all the harder 
since the first oil shock in the mid-1970s. 





ARTS AND SOCIETY 


OCCUPATIONAL 








Salarymen stalked by ‘unmentionable’ killer 


Dropping 


WER 


pense 


Before then, labour unions had been gain- 
ing in power and average yearly total work- 
ing hours were slowly decreasing. But the 
petroleum shokku inspired a national sense 
of economic crisis, allowing companies to 
call on employees for personal sacrifices. 
There was no looking back after that. 
Long after the oil crisis was past, the ex- 
tended working hours have remained. 
Now, overtime work has become a per- 
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manent feature of the economy. Com- 
panies have grown attached to it. No won- 
der: overtime pay usually runs at only 25% 
of the normal wage. ee 

Nor has Japan, or at least its workforce, 
yet learned how to say “no” to employers’ 
demands. White-collar personnel regard 
overtime work as an expression of their de- 
dication to their companies: and a. criterion 
for promotion. Manual labourers need. the 


Days before his death, he complained of severe headaches 
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Grim reaper’s toll 

_ The commonest prey of karoshi has traditionally been the sort 

of conscientious, middle-aged male executive that typifies the 

< corporate warrior of Japan Inc. But women and blue-collar 

Workers, too, are increasingly subject to death from overwork, 

_ according to Hiroshi Kawahito of the National Defence Council 
_ for Victims of the Karoshi, a group of concerned lawyers. 

-<. In the three years it has been running, the Council has hand- 

Jed nearly 2,000 cases — just the “tip of the iceberg,” Kawahito 

|- Says. A few typical instances: 

» Shinji Masami, 37, was a design engineer at Hino Motors, a 

_ large Toyota subsidiary producing trucks. His designs had to 

_ ensure all the auto parts fit together in final assembly, an in- 

tense job with pressing deadlines. Between 1980 and 1986, 
Masami worked an annual average of 2,600 hours, about 25% 

- more than the average Japanese. He would leave home at 7 am 
to avoid the rush hours and return after midnight, office records 





show. 
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and abdominal pains. He balked at going to work, but forced 
himself to go right until the last day. He died of a brain haemor- 
rhage at the office. 

> Jun Ishii, manager of Mitsui’s Soviet 
and died in a business hotel in Aichi prefecture after spending 
his last five days escorting Russian visitors to local machine 


manufacturers. During the 10 months preceding his death, Ishii 
made many business trips, totalling 103 days, to the Soviet — 


Union, with little time for rest in between: 


> Sakae Iwata, 20, started work in a Tokyo branch of the Fuji 
Sh pared ac- 


Bank in 1986 as an administrative assistant. She 
counting slips for foreign-exchange transactions and input data 
into the computer. The job required detailed attention because 
of the big amounts of money involved and the precise timing of 
these worldwide transactions, = = o0 000 

But the last straw came in 1989, when the bank switched to 
a new computer system and Iwata had to spend long hours 
after work mastering the new operation. As the workload in- 


creased, Iwata lost weight and had severe menstrual pains and 


ivision, 47, collapsed — 


inflammation of stomach and skin. One hot summer day, she 


died from attacks of bronchial asthma. m Louise do Rosario 
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overtime | pay: to meet increased living costs. 
Po japan’s rising prosperity in the 1980s has 
_. offered scant relief for its workers. Automa- 
_ tion and the global expansion of Japanese 
_ companies” have only increased the work- 
load o 
ie the autò industry, for example, 
sophisticated manufacturing methods such 
a erical control and just-in-time inven- 
y management have resulted in staff 
nat, in turn, has meant a working 
for the workers who remain, that is 
re intense than traditional assembly- 
production. 
“| In banking, too, increased competition 
has. exacted higher productivity from 
_ Streamlined staff. Even the five-day work 
week, which was introduced to banks in 
early 1989 in response to foreign pressure, 
_ provides no respite. Daily workshifts were 
simply lengthened, so that the yearly total 
» hours worked remains the same. 
As for the vaunted “internationalisa- 
0 tion” of Japanese companies, to many 
. workers it has only meant more i 
hours to accommodate offshore operations 
-in other time zones. Soli- 
tary transfers and over- 
seas business trips have 
also increased. 

Travel of a different 
sort takes its toll on 
workers who never even 
leave the metropolitan 

- area. Japanese spend far 
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from: suburbs, now that 

land prices in the cities 

e become so unaf- 

le. In Tokyo, three- 

_ hour commutes are not 
uncommon. 

Many workers leave 
home at the crack of 
-. dawn and only return 

late at night to beat the 


: -rush hours. Trains at 
CE cates he PRNORRHOIES e hegoen 
uters. ror 
those who do not have SITTING HOURS Ae i POOT to ‘hide’ this broblem, 
athe energy to make it PASA SUMMERS said Kawahito, lest i 


= chome at all, there are 
now “capsule hotels” 
-downtown which offer coffin-like beds in 
_\. double or triple decks. 
=| Cramped government offices provide 
their own emergency billets: sofas which 
double as beds, with pillows discretely 
tucked in one corner. If even an office 
- catnap proves impossible, there are also 
numerous tonic drinks on the market, such 
as ‘Regain’ and ‘Emperor Essence,’ which 
promise instant energy for round-the-clock 
work. 

Official statistics show that Japanese put 
in the longest working hours in the indus- 
trialised world: a year-long total of 2,088 
hours, on average, in 1989, versus 1,500 
for Europeans and 1,800 for Americans. 
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Japan's current yearly average total work- 
ing hours are up from an all-time low of 
2,064 in 1975. 

Vigorous government promotion of more 
leisure, in response to international pres- 
sure, only managed to shave 21 hours off 
the yearly average total from 1984 to 1989. 
Leisure is a still regarded as a luxury by 
many. Japan’s recent overseas travel boom 
offers less-than-conclusive evidence of a 
more relaxed, less workaholic nation: most 
of the tourists have been young students 
and single women. 

Many en, on the other hand, be- 
come so “addicted” to work that they are at 
a loss over how to spend their time when 
holidays are foisted upon them. Karoshi vic- 
tims typically work 3,000 to 3,500 hours a 
year, according to their surviving family 
members. 

ee as Japan’s overtime statistics may 

be, by international standards, they may 
actually underestimate the real number of 
work hours put in. Few companies record 
overtime faithfully for fear of being 
penalised by the Ministry of Labour. 
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There is also the so-called “service over- 
time” — unpaid, extracurricular work ex- 
pected of a conscientious employee. Even 
weekends are taken up entertaining com- 
pany guests at golf courses or karaoke bars. 

At least the problem of fatigue in over- 
worked Japan has been getting more public 
attention after a spate of highly publicised 
karoshi deaths of middle-management 
executives in the past two years. Relatives of 
karoshi victims are no longer ashamed of 
making compensation claims, and news- 
papers are more open in discussing this 
seamy side of Japan. 

Despite this increasing openness, the 
problem has yet to gain official recognition. 
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Annual reports of the Labour Minis 
rarely mention karoshi. It is not inch 
among the various occupational c dise 


gement agreements to ac 
the targeted 40-hour week. Penalty for 
lating official guidelines on overtime wi 
is a mere ¥100,000 (US$730). Labour 
unions — mostly in-house affairs 
strong loyalty to the management = 

to downplay the issue. In the annual wag 
bargaining exercise, they may call for short 

er working hours, but the subject of karoshi 
as such is not their agenda. 

Compensation claims of karoshi victims 
take years to process and often end with 
rejection. Companies ruthlessly drive rela 
tives of victims away, claiming that the 
deaths were not related to work. A 
plaint is first filed to the local Labour Minis- 
try office, then the prefectural and national 
office. At each stage, it is reviewed only 
ministry officials, without consulting 
independent specialists. : 

While claims for most occupational 
hazards can be 
E in just a few months 
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the fear that giving the issue too much ex- 
posure would open the floodgates to many _ 
more compensation claims. : 

Kawahito notices that recently com- 
panies have been more willing to make out- 
of-court settlements with victims’ families 
for fear of bad publicity. But the pressure — 
on staff to work overtime remains as heavy 
as ever. 

“Before the war, Japanese were subordi- 
nate to the emperor; now, they are control- 
led by their companies,” Kawahito sighs. 
“Until people are made more aware of this, 
karoshi and other forms of domination 
by companies over their employees i 
persist.” 
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The Rolex Cellini collection has been curves of the wafer-thin watch cases ¢ 
designed in homage to the great Renaissance them a quiet, warm beauty 
sculptor and goldsmith Benvenuto Cellini. The matching gold ‘Damier’ style 


These latest masterpieces are crafted bracelet (as shown above right) is meticu- 
from solid 18 carat gold. The soft, elegant —_ lously finished by hand. 




















THE CELLINI COLLECTION. 


Other bracelets available are the gold The new Rolex Cellini dress watches 
‘Milanese’ style (above centre) or a deluxe reflect the attention to detail that is the 
leather strap (as shown above left) with an hallmark of Swiss watchmaking. 

18 carat gold folding clasp. They come in They precisely capture the spirit of the 
three sizes and a choice of dials. Renaissance. 
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Seeking the solace of the pipe in 19th-century Singapore. 





Fraternal is as fraternal does 





Opium and Empire: Chinese Society in 
Colonial Singapore, 1800-1910 by Carl A. 
Trocki. Cornell University Press, Ithaca and 
London. US$39.95. 


It sounded noble enough. Singapore, 
Thomas Stamford Raffles boasted, grew 
from a small fishing village into a large 
prosperous town “as the simple but almost 
magic result of that perfect Freedom of 
Trade which it has been my good fortune to 
establish.” In less honourable fact, how- 
ever, it was opium, sold through a mono- 
poly concession called the revenue farm, 
which made it possible to run Singapore as a 
free port during the first century of its exist- 
ence. Opium revenues underwrote empire 
building and paid for the free trade. 

The main customers for smokable 
opium were the labouring Chinese on Sin- 
gapore’s pepper and gambier plantations, 
These labourers had migrated to Singapore 
in clusters, bound by cords rooted in a com- 
mon dialect or place of origin, or in ritual 
brotherhoods collectively known aš triads. 

Carl Trocki’s examination of a collection 
of Johore documents granting Chinese im- 
migrants licences to open up river valleys for 
pepper and gambier plantations revealed 
that each settlement was owned and or- 
ganised by a kongsi made up of the kangchu 
(head of settlement), some of the planters, 
and shopkeepers from Singapore or Johore 
Baru. The kongsi, or “company,” was a 
frontier institution perhaps harking back to 
the partnership system of the copper mines 
of China’s Yunnan province (a system 
found also in 14th-century German silver 
mines, where it was known as Verlag). 

The classic kongsi was the one estab- 
lished by Chinese miners in the goldfields 
of Borneo in the 18th century. This was part 
cooperative, part government, and part 
triad fraternity. The Singapore variant ap- 
pears but a shadow of this, overlapping 





confusedly with other forms of organisa- 
tion, from triad gangs and revenue-farming 
syndicates to dialect and clan associations. 

Fights frequently broke out between 
rival kongsis, the renowned gang wars that 
tore Chinatowns apart. The right to sell 
opium, granted to Chinese capitalists (or 
towkays) by the British colonial authorities, 
was clearly an abrasive. Trocki says that 
earlier writers did not sufficiently ap- 
preciate this. Being largely colonial ad- 
ministrators, they were only too ready to 
see these wars as communal clashes or 
legacies of feuding in the Chinese home- 
land, since to acknowledge the part which 
the revenue farm played in such wars 
would be to accept that the colonial eco- 
nomy itself was partly to blame. 

Trocki himself is tempted to a Marxist 
interpretation of the violence, seeing the 
wars as cases of class conflict “between the 
forces of labour and capital for control of 
the means of production and of the surplus 
product.” The means of production “were 
Chinese labour and British opium capital.” 
On a deeper level, he says, the struggle 
was between “the proponents of the colo- 
nial sociopolitical order and the popular in- 
stitutions of Chinese workers.” 

By the latter he means the kongsi or 
triads, “a representative of the Chinese 
working masses,” whose “principles of 
brotherhood” the towkays “betrayed” when 
they allied themselves, for personal profit 
and power, with the colonial powers. Here 
Trocki seems not to have been able to resist 
a romantic conception of the triad society, 
writing of its “egalitarian and redistributive 
ideals,” though elsewhere he tells us that it 
could be coercive and exploitative, and that 
while the kangchus, planters and shopkeep- 
ers had shares in the pepper and gambier 
kongsi, the labourers had none. No fraternal 
kongsi of the Borneo kind, he had observ- 
ed on another occasion, seemed to have 
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existed on the Singapore plantations. 

He goes on to engage robustly with the 
history of the opium-farm syndicates. Al- 
though he goes into considerable detail (an 
exercise not without its peril of obfusca- 
tion), his account does not bear out the 
identification between kongsi and labour, 
and between ftowkay/colonial power and 
capital. Indeed, but for his saying so, we 
might not realise that any class struggle 
was involved. 

Take his analysis of the show-downs of 
1846-47. A Hokkien-speaking triad was at 
loggerheads with a Teochew-speaking one. 
The cleavage appeared to be one of dialect. 
The prize was the domination of the pep- 
per and gambier economy. The stakes had 
been raised by a fall in prices, by over-pro- 
duction, and by the appearance of a new 
bunch of planters. The rivalry, then, was 
communal and commercial. So far so clear. 

What is not so clear is the class element 
Trocki insinuates into the conflict. He 
would have us see the Hokkiens as the 
capitalists, and the Teochews as the labour- 
ing class. His evidence is that the Teochew 
triad had far more members than the Hok- 
kien one — making them “the masses.” 
We are further meant to see the Teochew 
triad as part of the old-style kongsi — that is, 
as an egalitarian solidarity — though he can 
tender no evidence for this, and indeed 
tells us in his very next sentence that “Prob- 
ably it was by then under the domination 
of planters, kangchus, and shopkeepers, 
who used the society to intimidate coolies.” 

He is of course right to stress the excep- 
tional temptations the opium farm placed 
in the way of the contenders. “The revenue 
farms had little to do with China,” he says. 
True enough, but still the reader might 
fancy in the struggles in Singapore strong 
resemblances to the feuding over land and 
water in the Chinese homeland; and to the 
“tong wars” over gambling, prostitution 
and other typical mob businesses in 19th- 
century Chinatowns in America. These 
were hardly “colonial class struggles.” 

The triads were presently outlawed, the 
opium farm replaced by a government-run 
monopoly. All this the author assimilates to 
the triumph of capitalism. In conclusion, 
Trocki does not omit to flog his pet horse, 
the “native democracy” of the kongsi which, 
sapped by the authoritarianism of the colo- 
nial state (an authoritarianism that con- 
tinues to be “the inheritance of the people 
of Singapore”), is rendered incapable of 
bearing further fruit. 

This reader demurs at his study not qua 
study (it is a perfectly valuable study), but 
qua critique. The author’s animus against 
capitalism makes him cleave, in the teeth of 
counter-evidence, to a familiar theme in 
Marxist mythology, the ideal of equality 
and redemptive community. The kongsi, 
alas, was no such community: all men were 
not brothers before the British came on the 
scene. @ Lynn Pan 
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Kept under 


South Korea: Dissent Within the Economic 
Miracle by George Ogle. Zed Books, London. 
No price given. 

George Ogle, an activist missionary who 
spent two decades in Korea before he was 
expelled in 1974, provides one of the few 
succinct accounts in ish of the system 
which has melee peat the Wita 
worst labour-management relations. 

Ogle paints a devastating picture of the 
way in which South Korea's labour move- 
ment has been systematically repressed 
by Japanese colonialists, US military au- 
thorities and hardline South Korean rulers. 
Drawing on contemporary Korean and 
American records, his book follows 
the course of the labour movement 
as it developed in the 1920s (under 
Japanese rule) and flared up again 
after liberation in the 1940s, when 
it was the US military who quashed 
it. 

The book contains an illuminating 
discussion of the relatively benign 
political environment in the 1960s, 
when the modern union movement 
began. The Urban Industrial Mission, 
which Ogle helped found, aided 
young factory workers who were try- 
ing to avoid being steamrollered by re- 
lentless industrialisation. Labour en- 
joyed a degree of freedom in the 1960s 
that it lost when Park Chung Hee em- 
barked on his heavy and chemical in- 
dustry programme and introduced his 
repressive Yushin (“Revitalising”) sys- 
tem 


Unfortunately, because Ogle was not 
allowed into the country from the time 
of his expulsion until 1989, his discussion of 
those critical 15 years is extremely weak. 
Like Rip Van Winkle, Ogle is still caught in 
a time warp. He dimly knows that the new 
labour movement is far more class-con- 
scious and bitter than the one he knew in 
the 1970s, but his attempt to explain it rings 
hollow. 

Ogle strives for a balance between 
scholarship and stridency, but he leaves no 
doubt which side he is on. That leaves the 
book in a limbo. The scholarship is shoddy, 
and his picture of the movement, particu- 
larly since 1987, is one-dimensional. Work- 
ers are always portrayed as democratic 
heroes while government and rate 
authorities are, with a few exceptions, evil 











tyrants. 

Still, the book gives a good if uncritical 
summary of many of the high points of Ko- 
rean labour history. It is at its best when it 
lets workers tell their own stories, or when 
it describes some of the more notorious in- 
cidents which have punctuated the labour 
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However, Ogle sidesteps some basic is- 
sues. Would Korea's industrialisation have 
occurred without this sort of labour repres- 
sion? If not, would it have been better to re- 
main in grinding poverty? Now that the 
situation is a mess, what labour policies 
make most sense? Outrage is no substitute 
for analysis. 

Ogle is also seriously uncomfortable 
dealing with the issue of union dem i 
It should not shock him that the brutal 
repression of the labour movement and 
the systematic authoritarianism of the 
Korean corporate structure has in turn 
been replicated by some union leaders. 
Yet Ogle’s rose-tinted glasses allow him 
to see only peace-loving democrats in the 
ranks of union activists. The coercion and 
the violence which characterise South 





Driven by rage and frustration. 


Korea's raw union movement are simply 
ignored. 

South Korean workers are angry. In 
spite of huge improvements in their real 
standard of living, they feel that they are 
slipping further behind the land-and stock- 
market speculators. They know their child- 
ren do not stand a fair chance of getting 
into the universities that are the gateways 
to success. They do not have access to the 
contacts who can make anything possible. 
They have no one to speak for them, be- 
cause even Kim Dae Jung’s opposition 
Party for Peace and Democracy shows little 
interest in workers’ issues. Sadly, Ogle’s 
book squanders the chance to explain 
adequately the frustration and rage that 
drive Korean workers. 

Its other faults are editorial: names are 
mistranslated, incorrectly transliterated or 
inconsistently spelt. To take only two of far 
too many examples of sloppy editing, the 
current president's name is spelled Roh 
and Noh in succeeding paragraphs, and 
the Korea Development Bank is also refer- 
red to as the Reconstruction Bank. 

m Mark Clifford 
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Blind mission 


The Hidden War: A Russian Journalist's 
Account of the Soviet War in 

Borovik. Atlantic Monthly Press, 
New York, US$19.95. 


It may take years of glasnost for a credi- 
ble Soviet account of the war with Afghan- 
istan to emerge. In the meantime here is the 
closest thing to it, an exhilarating book that 
bears comparison with Despatches, Michael 
Herr’s landmark book about Vietnam. 

Artyom Borovik, 27, is the foreign editor 
of Ogonyok, the Soviet weekly that has been 
in the forefront of a more open Soviet 
press. Based on his reports in the field, the 
book is full of observations which convey 
more insight than tomes of official histories 
might do. “We were,” Borovik writes, “ob- 
sessed with our. messianic mission and 
blinded by arrogance.” On another occa- 
sion, he observes: “With each passing day, 
the war more and more resembled the sex- 
ual performance of an impotent.” 

ik goes on an ambush with the 
Special Forces, lies for days in bunkers with 
troops guarding strategic highways, travels 
on tanks and talks to soldiers. Much of his 
reportage covers the real casualties of all 
wars, the unknown teenage soldiers who 
never understand what they are dying for. 
The soldiers talk of girlfriends, mothers and 
beer, and count the days to the end of their 
tour of duty. Borovik’s graphic descriptions 
are tinged with the Great Russian sadness 
of the greatest Russian novelists of the 19th 
century. 
Outside Afghanistan he meets Soviet 
army deserters who arrive in New York 
courtesy of the Mujheddin. He visits the 
plush Hyde Park home of the leader Pir | 
Gailani and is mesmerised by the beauty of 
the latter's daughter. Eventually he joins 
the last Soviet troops as they pull out of Af- 
ghanistan, devastating the villages along 
the Salang Highway with round-the-clock 
artillery to ensure their safe passage to the 
Soviet border. He interviews the top Soviet 
generals and diplomats, and describes the 
last days in Kabul when the Soviet embassy 
had become a bunker and soldiers in the 
psychiatric ward of Kabul Hospital believed 
they had no shadows and are the only sane 
people in an insane world. 

Borovik has been the subject of a hate 
campaign by some Soviet soldiers, who ac- 
cuse him of being anti-state and unpatrio- 
tic. Yet the writing is suffused with Boro- 
vik’s love for his fellow countrymen. 

In the years to come his book may well 
make the Soviet military think twice about 
embarking on further foreign adventures. 
A Soviet general tells him: “All of the wars 
that Russia lost led to social reforms, while 
all of the wars it won led to the strengthen- 
ing of totalitarianism.” @ Ahmed Rashid 
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speaking countries. 


up 20% since mid-January. 


tive at present: Japanese Govern- 
ment bonds (jGBs) and their 
. French equivalent. Both can be approached 
_ through the cash or futures markets, as 
‘suits the investor's means and tax position, 
though the international investor should 
seriously consider hedging his currency 
risks. 
» Unlike the recession-hit US, Britain and 
Australia, the economies of Japan and 
_ France are only now showing signs of 
“weakness after a protracted period of 


WO SEGMENTS OF THE international 
i led neresi market look attrac- 


Slowing inflation rates in both countries 
reflect the resolute hold which each coun- 
try’s central bank has maintained over in- 
‘terest rates and money supply. Po- 
licy easing is expected by Tokyo and 
aris later this year, allowing bond 
yields to fall and prices to rise. 

a8 The Bank of Japan (Boj) has 

been keeping the markets guessing 
over when it will cut the key offi- 
cial discount rate (ODR) from its 
current level of 6%. Expectations 
were for a cut in the first quarter of 
1991, but when this was disap- 
pointed, estimates shifted to the 
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UITY MARKETS AROUND THE WORLD are taking stock after a bout of 
spring fever and it is time for investors to do the same. Does the 

msolidation of the past month or so presage a renewed rise in 
share prices or a nervous collapse? For the investor wary of the 
Panglossian view, now is the time to take profits selectively and 
consider the looming shape of economic recovery in the English- 


It is worth pausing for a moment, though, to marvel at the 
tockmarket rallies that have occurred in recent months. New York 
led the change in sentiment with the industrial average climbing 
20% from the 16 January start of the Gulf War to around 3,000. The 
er stockmarkets favoured by this column have also fared well: 
Hongkong has breached its post-1987 high and Australian stocks 


coveries elsewhere. Manila, for example, had almost doubled its 
id-January value before it sank 7.5% on 10 April in a jittery reac- 
ion to a spate. of bombings. Thailand was up 50% over the same 





rates. 


By Anthony Rowley in Tokyo 
second or even third quarter of the year. 

Unlike Britain, where so-called core in- 
flation remains intractable despite a long 
period of high interest rates, the general 
price level in Japan remains well under con- 
trol while asset inflation affecting land and 
stock prices is also proving susceptible to 
tight money policies. 

The rate of growth in the Japanese 
money supply has slackened dramatically 
in recent months. The BOJ is sticking stub- 
bornly by its determination to squeeze 
surplus liquidity — detected by the still low 
velocity of money — but it is unlikely to 
continue squeezing much longer. 

Richard Woodworth of Merrill Lynch 
Japan believes that velocity is now increas- 


ing, proving that monetary tightening has 


elds on government paper 








WHERE TO PUT YOU R MON yY 


Time to take stock 


period, notwithstanding the February military coup: ` 

Investors may have A the best of the rally. Stock prices rose 
because of optimism that recession in the US, in particular, would 
be short. All the while, interest rates continued to fall. But earnings 
growth may not be strong enough during the nascent recovery to 
offset the bearish effects of a slowdown in the decline in interest 





Bond and currency markets have also paused for breath after 
their recent exertions. The US dollar peaked at DM 1.7220 at the 
end of March, a gain of 20% in little more than six weeks. It was al- 
most inevitable that there would be profit-taking after such a st 
climb, but many economists are confident that the US currency wi 
resume its upward momentum. E Ee eae 
They argue that the dollar is still undervalued, having declined 
16% on a trade-weighted basis between Septem 3 i Feb 
ruary 1991. Based on purchasing power parity (that is, how much 
a dollar will buy in the US compared with how much its equivalent 
elsewhere will purchase), the greenback remains dirt cheap. 


nber 1989 and Feb- 


Japanese bond contracts offer tempting prospects for bolder investors 


Looking to the futures 


had an impact. Thus, interest rates can be 
allowed to fall and bond yields with them. 
Kermit Schoenholtz of Salomon Brothers 
Asia believes the turning point will be the 
June official indicators, which will demon- 
strate a definite slowdown in the economy. 

For investors, a key indicator is the un- 
collateralised overnight call rate, the money- 
market rate which the BOJ targets to influ- 
ence liquidity. Once this rate is permitted to 
settle below 8% (from its current rate of 
8.25%), it will signal an imminent cut in the 
ODR. The rate briefly breached 8% in Feb- 
ruary, but it was hastily raised again by a 
central bank worried about premature eas- 
ing of monetary discipline. 

Investors should also watch Japan's con- 
sumer-price index. A drop below 3% — 
, from a current year-on-year rate of 
% 3.3% — will indicate a probable re- 
duction in the ODR of about 50 basis 
points, or half a percentage point. 
This should be sufficient to give a 
significant boost to JGB prices, espe- 
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cially as a further 50-basis-point fall 
in the ODR could be expected within 
fairly short order. 

The ensuing capital gains from 
cash plays in JcBs would probably 
excite only the most risk-averse in- 
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“The dollar's ascent has taken away some of the downward pres- 
‘sure on European manufacturers’ profits. However, it has also 
‘created severe monetary problems that are bad for European bond. 
‘markets. The Deutschemark’s weakness is preventing not only the 
Bundesbank from cutting interest rates but also other members of 
the European exchange-rate mechanism. For this reason, there 
may still be time to buy money-market instruments denominated 


eon reductions by the US Federal Reserve. But the 
have been falling in the US for almost two years and may 


though economic cheerleaders are hoping the US recovery 
egin in earnest in the second , so far such prognosti- 
cations appear to be backed by faith rather than fact. And further 
declines in inflation may be limited now that world oil prices have 
stabilised. 

__ If the optimists are right, the US will have experienced one of 
‘the shallowest recessions since 1945. Equity bulls should restrain 
their enthusiasm by remembering that mild downturns usually 
lead to weak recoveries. 







Charge of the bulls 















































ings ratio there is now at a high 17. It would be very unusual for 


Perhaps the equity markets have already discounted much of 


the US stockmarket to peak at this stage in the business cycle, 
stranger things have happened in the financial markets. 


the economic recovery, at least in the US. The average price-earn- 


vestor. But futures contracts allow an in- 
vestment to be leveraged considerably, 
with much greater upside potential. And, 
of course, much greater downside risk. 

Investors will soon be able to buy and 
sell jcB futures with equal ease on the 
Tokyo International Financial Futures Ex- 
change and its London equivalent, known 
as Liffe. Beginning sometime in May, pos- 
itions opened on one market will in effect 
be fungible with those traded on the other 
(Review, 15 Nov. ‘90). 

The “retail” or private investor may find 
it easier to deal via Liffe as the Tokyo ex- 
change is reported to discourage invest- 
ments under ¥20 million, or around 
US$150,000. 

Investors in bond futures can lock in 
currently attractive JGB yields while settle- 
ment can be three to six months away, ac- 
cording to the length of the contract. But 
most investors choose not to hold a contract 
until expiry and to take delivery of the 
bonds. 


f JGB yields decline, as widely ex- 

pected, the value of the contract rises 

and the investor can close it out at a 

profit. Although a contract of longer 
maturity allows greater scope for yields to 
decline, the three-month JGB contract is the 
most liquid, with the current one expiring 
at the end of June. 

Apart from futures paying no interest or 
“coupon” — something which only those 
in high-tax brackets would not miss — 
there are inherent risks in leveraged posi- 
tions. An investor will have his account cre- 
dited or debited on a daily basis, or 
“marked to market’ as it is called. If the 
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market moves against him, the investor 
may have to top up his initial and mainte- 
nance margins. Failure to do so will result 
in the position being sold, perhaps leaving 
a substantial net obligation. 

Timing is all iny t in the futures 
market. Although a decline in Japanese in- 
terest rates and bond yields is virtually cer- 
tain sometime this year, the question is 
when. Merrill’s Woodworth thinks it will 
come in the second quarter; Salomon’s 
Schoenholtz opts for the third quarter. 

Much of what is true for JGBs holds good 
for French Government bonds, which can 
be dealt in through the cash market or the 
Paris futures market Matif or on Liffe. 

The world’s biggest and most liquid 
government bond market — US Treasury 
bonds — and the German bund market 
both appear to disqualify themselves from 
investors’ attention for the moment, 
though for rather different reasons. 

Recession appears to be bottoming out 
in the US with a real prospect, says Salo- 
mon Brothers, of GNP growth being re- 
stored by the fourth quarter of 1991. Thus, 
there is little prospect of US interest rates 
being eased much more unless it becomes 
clear that an economic revival will require 
still further stimulus. 

In Germany, says Merrill Lynch, wages 
and general price pressures suggest infla- 
tion above 4% by the end of this year and 
further tightening by the Bundesbank. To- 
gether with an escalating budget deficit, 
this trend points to an unhappy immediate 
future for bunds. Likewise, Britain’s endur- 
ing inflation problems suggest that there 
will be little cheer this year for gilts (govern- 
ment bonds). z 
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BANK EQUITIES 


Pillars of 


prudence 


By Michael Taylor in Hongkong 


CONOMIC SLOWDOWNS throw an un- E 


flattering light on the banking sector. _ 

Mostly, the view of banks being re 
vealed is unpleasant: the Americans are 
broke; the British are in a mess, and the 
French are likely to follow suit soon. Even. 
the mighty Japanese have been shaken by 
falling share and land prices. In most parts 
of the world, this is not the time to own 
bank shares. i 

One exception is Hongkong. The col- 
ony’s banks — particularly its smaller 
Chinese banks — are well positioned to 
cope with whatever the world economy 
throws at them. And in at least one case, 
the yield on a bank's share price is X 
than the interest rate offered by the bankon — 
its saving accounts. 

Part of the Hongkong banking sector's 
strength stems from an interest-rate cartel 
that suppresses deposit rates to below mar- ._ 
ket levels. Because of this, banks eager to | 
build their Hongkong currency assets are 
willing to pay Hongkong-dollar interbank 
rates far in excess of what banks pay their 
depositors. So any bank with a retail nete 
work can make good money by lending its `: 
deposits to other banks. 

But this is not the only reason why ` 
Hongkong’s Chinese banks are swimming. ~ 
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in cash. They also have a certain conser- 
-=> vatism that stresses the value of liquidity 
rather than the intemperate rush to build 
assets. In short, these banks do not like 
lending money; they like making it. 
ee The colony’s Chinese banks have also 
little to fear from the two sectors that 
proved so dangerous to them in the 1980s: 
- © property and shipping. Both of these sec- 
“tors are also conservative, owing to a com- 
bination of luck and judgment. 
The luck is in the property sector, where 
the Gadarene rush into debt by property 
“companies as the peak of the property cycle, 
approached was checked by the Peking 
© massacre in June 1989. In the aftermath, 
| -even companies eager to overdo it pulled 
back, and they are now only moderately 
geared. The judgment is in the shipping 
“sector, where Hongkong owners re- 
sponded to the follies of the early 1980s by 
becoming cautious financially. 
__. Although non-bank lending is not al- 
-< ways the most important part of the busi- 
=» ness, the outlook for the two major lend- 
ing areas — trade finance and residential 
mortgage lending — is, if not glowing, 
at least unthreatening. Hongkong-dollar 
_ Tending is growing at about 14.5% a 
_ year, with trade finance growing slightly 
faster. 
Meanwhile, the fundamentals driving 
the residential-mortgage market — full em- 
ployment mandating higher wages com- 
bined with the abundant liquidity of the 
-banking system — preclude a disastrous 
























Small is bountiful 


= Dah Sing 
ome Wing Lung Bank 


+= Dao Heng Bank 
{now Guoce Group) 


= Hongkong Bank* 


outcome to the current overheating in the 
market. In fact, any lowering of US interest 
rates will artificially underpin this overheat- 
ing since Hongkong interest rates have to 
move in a relaxed lockstep with US rates 
because of the Hongkong dollar's fixed link 
to the US currency. 

Which bank shares? Nine banks are 
listed on the Hongkong Stock Exchange, 
including the Hongkong and Shanghai 
Banking Corp., and most have been part of 
the recent bull run. 

Hang Seng Bank and Bank of East Asia, 
the second- and third-largest incorporated 
banks, both have a price-earnings (p/e) ratio 
of nearly 14, and both are yielding a rela- 
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INVESTOR VISAS 





A NEW TYPE OF INVESTMENT is about to 
come into vogue in Asia. Although de- 
tailed regulations are not available from 
the US Immigration and Naturalisation 
Service, investor visas — provided for in 
the US immigration law passed in Nov- 
ember — have become the subject of 
seminars throughout the region and the 
US. Immigration lawyers and investment 
advisers are promoting the visas, particu- 
larly among Hongkong and Tai- 
wanese investors. 

Under the new law, 10,000 in- 
vestor visas will be available each 
year to individuals who pledge to 
invest at least US$1 million in busi- 
nesses that create a minimum of 10 
jobs. Each visa will grant two-year 
conditional-residency status that 
will be upgraded to permanent-re- 
sidency status if all terms are met. 
; Immediate family members of in- 
: vestors are included in the visa al- 

i lotment. 








ž tively paltry 4%. Although both banks 













enjoy a good level of market liquidity, there 
are better options in the market for invest- 
ors. 
Three similarly conservative but smaller 
banks are Dao Heng Bank, the principal 
asset of the Guoco group; Wing Lung 
Bank; and Dah Sing Bank. 

Guoco Holdings recently reported that 
net income for the half ended on 31 De- 
cember rose 45% from a year earlier. The 
bank has a p/e ratio of 11.22, and it yields 
about 4.5%. 

How much of Guoco Holdings’ growth 
is related to Dao Heng Bank is not known; 
the group also contains a small grab-bag of 
other assets associated with Malaysia’s 
Hong Leong Group, the majority share- 
holder in Guoco. Another large sharehold- 
er, the Kuwait Investment Office, is said 
not to be looking to divest itself of its stake. 

Wing Lung Bank has just under half the 
deposit base of Bank of East Asia and is 
perhaps the most conservatively managed 
bank in Hongkong, except for the sister 
banks of the Bank of China group. Gener- 
ally, Wing Lung likes to keep twice as 
much in bank accounts as it lends to cus- 
tomers. Consequently, its performance is 
as much a reflection of interbank market 
conditions as of the Hongkong economy’s 
performance. 

Last year, Wing Lung’s net income 
grew 18%. Its caution is also reflected in its 
disdain for China-related lending. The 
bank has a p/e ratio of 10.52, and it yields 





‘| Land of the expensive 


Of the 10,000 visas, 3,000 will be set 
aside for investors who locate in rural or 
high-unemployment areas. These invest- 
ors will be required to invest at least 
US$500,000 in businesses that create a 
minimum of 10 jobs. In low-unemploy- 
ment metropolitan areas, investors may 
be required to invest up to US$3 million. 

The Immigration and Naturalisation 
Service has started accepting applications 
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for the investor visas, but the agency is 
not likely to act on them until 1 October, 
the beginning of the next fiscal year. 

With the investor-visa e, the 
US joined Canada and Australia in the 
competition for the world’s flight capital, 
especially from Asia. But it is not clear 
what sort of foreign investors will want to 
acquire US residency. 

Some analysts speculate that wealthy 
Hongkong Chinese residents facing Pe- 
king’s takeover of the colony in 1997 will 
quickly seize the opportunity to gain the 
right of abode in the US. But others ques- 
tion whether there are many millionaires 
remaining in the colony who do not already 
have residency rights either in Bri- 
tain or the US, Canada or Australia, 

If the pooling of resources is al- 
lowed, not-so-rich foreign invest- 
ors may be able to take advantage 
of the US visa programme. Fami- 
lies, for example, could select a re- 
presentative to invest the required 
amount in the hope of joining him 
later. 

Another unclear area concerns 
the status of foreign investors. Do 
they have to be hands-on opera- 
tors, as the law seems to imply, or 
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4.25%. But Wing Lung’s shares have defi- 
nite potential to. surprise pleasantly since 
the market may notice at some stage that 
the bank produces some of the best returns 
on net worth of any bank in Hongkong. 

Japanese insurance giant Sumitomo Life 
paid a 31% premium to the share price to 
buy a 9.1% stake in Dah Sing Bank late last 
‘year — an accurate reflection of the bank's 
solidity and its potential for expansion. Like 
‘Wing Lung, Dah Sing’s books are rock- 
Solid, but unlike Wing Lung, Dah Sing ap- 
rs to have expansionary ambitions fo- 
On raising its number of branches in 
the colony i in the next two years. 
ie tly, Dah Sing hired Ronald 
‘Carstairs, former head of Standard Chart- 
ered Bank’s Hongkong branch, to oversee 
its expansion. One result is that Standard 
Chartered looks likely to offload its 4% 
stake in Dah Sing, which could possibly 
provide a good buying opportunity. Dah 
Sing reported a 24.5% rise in net income in 
1990, and the bank is trading at a p/e ratio 
of 8.16. It is yielding 6.39%. 

Although Union Bank of Hongkong’s 
stock is ignored by nearly all brokers’ re- 
search, it is nevertheless an interesting 
stock. The lack of research is probably 
explained by the fact that the bank is con- 
trolled by mainland Chinese interests. 
Itis not, however, one of the Bank of 
China’s group of sister banks in Hong- 
kong, Union Bank is trading at a p/e ratio 
of about 12, and it is yielding an appetis- 
ing 6.32%. n 



















an they be passive? It is also unclear what 
ypes of businesses, if any, will be exclud- 
d from the visa programme and how 
ong each investor must hold on to his en- 
erprise. 

There is concern about a clause on the 
ermination of immigrant status, which is 
neant to deter fraud. Many analysts con- 
ider the clause a troublesome catch-all 
wovision as it stands. 

Nonetheless,. the US investor-visa pro- 
tamme is not likely to prove attractive to 
very foreign investor seeking a new 
ountry of residence. In Canada, for 
xample, foreign investors can qualify for 
esidency by placing as little as C$250,000 
US$216,675) in a government-approved 
enture-capital fund. 

Under Canada’s immigration law, 
vhich has attracted 2,200 Hongkong in- 
estors since 1986, the setting up of a com- 
any is also not required. Canada also al- 
aws for the pooling of resources among 
elatives. 

The US programme, however, is ex- 
ected to be successful. One unofficial es- 
imate is that it could draw up to US$4 bil- 
ona year in foreign investment as well as 


reate 40,000 jobs annually. 
m Susumu Awanohara | 
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CURRENCY WARRANTS 


Greenback 


By Ed Paisley in Hongkong 


ITIBANK IS INVESTING HK$500,000 

(US$64,000) to educate Hongkong’s 

retail investors on the use of cur- 
rency warrants, The promotional effort is 
needed since the instruments were un- 
known in the territory until a month ago. 
But a decision to invest is complicated by 
the welter of currency options available on 
US markets. 

The one currency warrant already listed 
on the Hongkong Stock Exchange (HKSE) is 
Morgan Guaranty Trust's 1 million call war- 
rants. These warrants offer investors a 
chance to profit if the US dollar rises against 
the Deutschemark to more than US$1:DM 
1.51, the strike price, between 7 March 1991 
and 24 August 1992. Citibank will list an 
issue on 24 April, offering a strike price of 
US$1:DM 1.6880 anywhere between the 
listing date and 27 April 1992. 

The US currency traded against the 
Deutschemark at a rate of US$1:DM 1.6840 
on 12 April. The Morgan Guaranty issue is 
clearly “in the money,” while the Citibank 
call warrants are likely to be the same when 
they are listed, given the recent strength of 
the US dollar against the German currency. 

But factors besides the strike price influ- 
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ence the cost: to irivestons:: chief among 
them the price of the warrants themselves: 
At HK$32.00 apiece, Citibank calculates 
that the break-even point is around 
US$1:DM. 1.8080, if the warrants are exer 
cised immediately. 
But such a calculation ig 



























Hongkong, Irenee y 
worth of holding on 


suming that much of the scrip was pic ed 
up by long-term investors to be held for at 
least the half life of the warrant, which is 
the case, according to Morgan Guaranty. 

But such turnover is dismal compared 
with the 80 million Citic-Hongkong Tele- 
com 95 warrants traded in February or the 
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“1 billion Chinese Estates warrants traded 
in the same month. To be sure, stock and 
currency warrants are different instru- 
ments, and to allay fears among investors, 
Citibank and Morgan Guaranty stand 

ady to help ensure a market in the war- 
rants should the need arise. 
In contrast, liquidity levels for call op- 
tions on US dollar-Deutschemark contracts 
US markets are mammoth, particularly 
r short-term contracts of one to three 
months. The volume of currency options 
trading on the Philadelphia Stock Exchange 
PSE) and Chicago's International Monetary 
Market (IMM), the two US markets for op- 
tions trading, offer Hongkong investors a 
cheaper means of hedging against currency 
swings along with a variety of exercise 
= dates running from one, two, three, six, 
nine and 12 months. 
But where US options contracts may 
score on price and liquidity, Hongkong- 





listed warrants boast convenience and lon- 
gevity. First, complete information about 
the Citibank and Morgan Guaranty war- 
rants is available in the local press and on 
the financial wires. Although the PSE is 
open some 20-odd hours a day and the IMM 
is shortly to begin 24-hour on-screen trad- 
ing, a Hongkong-based investor would 
need to access a Telerate or Reuter financial 
wire to check the activity of his investment 
and pay a local broker for the cost of trans- 
acting a globe-straddling sale. 

Second, the Hongkong call warrants are 
structured for investors in the colony, with 
investment units broken down into lots of 
100 warrants. In the US, the lots are for in- 
stitutional investors and trading companies 
to hedge large amounts of foreign-currency 
risk. “Only a high net worth individual 
could profit from our exchange,” the PSE’s 
Tokyo representative says. 

Third, the warrants are quoted in Hong- 
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“By Mark Clifford in Seoul 


; HE US$100 MILLION Korea Asia Fund, a 
‘E vehicle for foreigners to invest in 
South Korean equities, limped on to 
the market at the beginning of April. It 
< Teœived a rather unenthusiastic reception, 
-but it will prove an attractive instrument if 
-. currently depressed stock prices take off be- 
_ fore foreigners are allowed directly to buy 

_ South Korean equity some time in 1992. 
<The unit trust is the third-largest over- 
seas fund to. invest exclusively in Korean 
ities. In addition, there are five small 
_. trusts with this same purpose, as well as 
_ three hybrid funds which include South 

_ Korean equities in their portfolios. 
The Korea Asia Fund’s launch had been 
delayed for about six months because of 
ak stock prices. But the rebound in sen- 
timent towards worldwide equities (though 
=< not: necessarily South Korean ones), 
"prompted Seoul’s Ministry of Finance (MOF) 
to give the go-ahead at the beginning of 
April. 
The new fund will invest in a full range 
_ of South Korean equities, and its aim is to 
_ outperform the South Korean composite 
_ index. To encourage the managers of the 
< trust to take a long-term view of the mar- 
ket, the government is limiting the annual 
- turnover of the fund’s portfolio to 50% of its 
‘holdings. 

Shaun Chan, an associate director at 
‘Wardiey Investment Services, which is in- 
volved in managing the trust, says fund 

= managers are intending to buy stocks 
that might benefit from the limited open- 
ing of the equity market to direct foreign 
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FUNDS 


Vehicles tick over 


investment. 

This means that the fund will look for 
counters with steady profits and low price- 
earnings ratios, preferably blue chips. 

The two other big trusts available to for- 
eigners are the Korea Fund and the Korea 
Eurofund. The former was launched in 
1984 and is listed on the New York Stock 
Exchange. The latter was floated in 1987 on 
the Euromarkets where the Korea Asia 
Fund is also traded. 

One attraction of the newest fund is that 
it was launched with a premium over net- 
asset value of 5%, compared with the pre- 
vailing premium of 36% for the Korea Fund 
and 18% for the Eurofund. The MOF in- 
sisted on a 5% premium to ensure, in 
effect, that local firms received their share 
of the deal in the form of a 5% underwrit- 
ing fee. Many of the underwriters were 
local stockbrokers with limited placing 
power. 

Sources say that a sizeable proportion of 
the fund has not yet been placed with in- 
vestors. The smaller brokers may have cho- 
sen to keep the issue on their books rather 
than annoy the MOF by shaving the price to 
attract investors. 

The fund has an unusual rotating man- 
agement structure that seems designed as 
much to give Korean firms experience in 
managing money as it is to gain the best re- 
turn for shareholders. 

Hyundai Securities and Ssangyong In- 
vestment & Securities each have a 39% 
stake in the management company, while 
Wardleys has 22%. 


CAD TAOTE MA PARI EN reir 


kong dollars and exerciseable in US dollars, 





giving local investors the opportunity to in- 
vest in their own currency and redeem any 
profits in the Hongkong unit's currency 
peg. Both the Citibank and Morgan Gua- 
ranty issues are redeemable in US dollars at 
an exchange rate of US$1:HK$7.8. 

In the end, the direction of the 
Deutschemark is the key determinant for 
investors, and the outlook appears favour 
able. “We'll see [US$1:DM 1.80] soon in my 
humble opinion,” says Morgan Guaranty’s 
May. Merrill Lynch concurs, though the 
brokerage expects the exchange rate to fall 
to US$1:DM 1.70 in April 1992. 

Hongkong investors may profit’ from 
placing a buy order and rest easier knowing 
they can track the warrants’. performance 
on the HKSE. This may compensate for the 
added expense of educating other investors 
in the colony on the utility of call war- 
rants. a 


South Korean equities have been de- 
pressed for two years, the composite index 
having peaked at 1,007 points in 1 April 
1989. It is now trading at around 650 points 
in thin volume. 

Some analysts, however, expect the 
market to rally in the second half of this 
year, partly prompted by buying in antici- 
pation of the opening of the market to for- 
eigners in 1992. 

The earnings of 83 large listed firms 
monitored by Hoare Govett are expected to 
grow by 14% this year, after dropping 11% 
in 1990, the stockbroker says. 

Another important indicator is the cur- 
rent-account balance. After racking up a re- 
cord first-quarter deficit, South Korea ex- 
pects to be in balance or even post a 
surplus, at least on a three-month basis, 
later this year. This would be good news 
for the stockmarket. 

Investors are taking a more sceptical at- 
titude towards the Korean instruments that 
are now available for foreigners, particu- 
larly as market-opening draws near. The 
three hybrid funds that came out last year 
have fared poorly. 

In addition, premiums on convertible 
bonds have contracted, making many: of 
these instruments little more than. yield 
plays. Warrants issued, for example, by 
Hyundai Motor and Sammi Steel- in. late 
1989 and early 1990 are well out of the 
money. 

For investors who want to take a bet 
on the Seoul market through a closed- 
end fund, the Korea Fund remains the 
best option. It is very liquid, unlike the 
other South Korean. equity-linked instru- 
ments, and as a result, its spreads are nar- 
rower. Its disadvantage, of course, is that 
its premium is higher than comparable ve- 
hicles, which suggests that an investment 
track record does not come cheap in South 
Korea. a 











MALAYSIAN EQUITIES 


In the fast lane 


` THE END OF THE GULF WAR sparked a buy- 

| dng “spree in Malaysian construction 
. | stocks, especially those of companies 
linked to the dominant party in the ruling 
coalition, the United Malays National Or- 
ganisation (Umno). Although a recent 
bull run on these counters has tapered 

off, analysts say their long-term potential 


| ds 
= “Taking a cue from Tokyo and Wall 

> Street, the Kuala Lumpur Stock Ex- 
change (KLSE) Composite Index has 
surged 14% since 31 December, finish- 
ing at 577.28 points on 12 April. United 
Engineers Malaysia (UEM), a civil en- 
gineering and construction company, 
closed at M$4.40 (US$1.59) a share on 12 
April, compared with M$3.96 on 3 Jan- 
uary. Renong, its listed parent and 
Ummno's holding company, moved up to 
M$1.70 a share from M$1.46 in the same 
period. 

UEM is the exclusive con- 
tract vendor for the M$5.7 
billion North-South High- 
way Project, a 900-km road- 


as Time Engineering, a listed engineering 
and telecommunications firm, and Kinta 
Kellas, an investment-holding company 
for projects connected with the high- 
way. 

UEM scored another coup recently by 
securing the rights to build a M$1 billion 
second causeway with Singapore, and it 
is expected to receive the contract to 
privatise the toll operations of the Penang 
Island bridge. 

According to estimates by Barings 
Securities, UEM’s pre-tax profit for 1992 
will rise to M$183.2 million from an esti- 
mated M$154.3 million this year on a rev- 
enue jump to M$460 million from M$400 
million. 

BBMB Securities predicts that Malay- 
sia’s construction-materials and engineer- 
ing sector will be boosted by a sharp in- 
crease in government spending under 


Malaysian construction stocks 


the Sixth Malaysia Plan, the nation’s de=: 
velopment blueprint for the five-year 
period ending in 1995. The government _ 
could allocate as much as M$60 billion for: 
development in the period. 

Construction counters such as JM. 


Corp., a property-development and 
building-materials firm, and Pilecon, a 
construction company specialising in 
foundation engineering, are expected to: 
benefit most from the development plan, 
though overall growth in the sector is ex- 
pected to ease slightly this year to 14%» 
from 15% in 1990, ; 
Companies in the manufacturing and. 
consumer sectors will see increased sales 
as a result of rising prosperity and tax 
breaks to individuals announced in the 
1991 budget. Those well placed to benefit 
from a manufacturing and consumer | 
boom include conglomerate Sime Darby . 
and electronics and property developer 
Technology Resources Industries, which 
recently announced the final leg ofa pur- 
chase of Malaysian Helicopter Service, an 
air carrier formerly controlled by Malaysia 
Airlines System. 
The relative upsurge on 
$ the KLSE has also boosted the 
share price of the govern- 
ment’s recently pri- 
vatised telecommunications 








way that will bisect Malaysia 
on a route to Thailand from 


Time Engineering. 





Singapore by 1993. The pro- 
ject has benefited nearly 
every aspect of Umno’s cor- 
porate empire, particularly 
| highway-related units stich 





PAKISTAN 





monopoly, Telekom Malay- 
sia. The company’s shares 





are hovering at around 
M$9 each, up from M$5.85- 











6.10 a share after the issue 
was initially listed on 7 Nov- 
ember. wW Doug Tsuruoka 








The welcome mat 


py Salamat Ali in Karachi 


r SLAMABAD IS MAKING it much easier for 
foreigners and non-resident Pakistanis 
to invest on the Karachi Stock Ex- 
change (ksE) and to hold high-yield de- 
posits or foreign-exchange certificates. 
Under the country’s new foreign-ex- 
change. and foreign-investment guidelines, 
_ foreign capital, dividend income and profits 
_ can be freely repatriated. Further, foreign- 
$ currency accounts can be opened in US dol- 
: bee Deutschemarks and yen. 

-~ Term deposits of three months to one 
year are offered, but a minimum deposit 
i equivalent to US$2,500 is required for for- 

eigners and non-resident Pakistanis, while 

resident Pakistanis must have the equiva- 
lent of US$10,000. Interest rates are high 
and deposits are tax-free. Banks can trans- 
fer funds without official approval. 

Later this month, banks will begin sell- 


ing 12-month US dollar-bearer bonds. The 
bonds will have a coupon 25 basis points 
above the London interbank-offered rate. 

In addition, overseas Pakistani banks 
are offering foreign exchange-bearer certifi- 
cates that are denoted in Pakistani rupees 
and mature in three years. The coupon on 
these notes is 14% in the first year, 15% in 
the second year and 17% in the third year. 
The certificates are traded on the KSE and 
yield about 8% above face value. 

Since the rupee is likely to continue 
weakening against major currencies, hold- 
ing on to the certificates for three years 
could result in negative capital growth. 
These certificates are more attractive to in- 
vestors seeking an immediate higher rate of 
return on a particular foreign currency 
against the rupee. 

Foreign investors in the stockmarket 


= 





panies masquerading as publicly listed cone 
cerns. Moreover, short-term trading onin- 
sider information is common. S 
Investments in multinational companies. 
or firms that have significant foreign partici- a 
pation are relatively safe. n 
Companies with a good track recordin 
the en sector are Pakistan Refinery, _ 
Burshane Pakistan, Pakistan State Oil an 
PBS. Of these, Pakistan State Oil is amo: 
the top five on the KSE in terms of net worth 
and has Rs 1 billion (US$43 million) in re- 
serves, or 4.6 times its capital. : 
In the electronics sector, Singer Pakis 
tan, Pakistan Elektron, Philips Elec and 
Pakistan Cable are attractive bets, while in 
the chemical sector, Exxon Chemicals, _ 
Boots Pharmaceuticals, Ciba-Geigy, Dawood 
Hercules, Hoechst Pakistan, Park Davies, 
Pakistan Oxygen, Sitara Chemicals and _ 
Wellcome Pakistan are good buys. 
Safe investment bets in the leather and 
tanning sector are Universal Leather, Na 
tional Tanneries and Bata Shoes. 
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: Habitual favourites 


By Cari Goldstein in Hongkong 
IGARETTES MAY BE a dying industry in 
some people’s books, but you would 
E not know it from the balance sheets 
of tobacco companies listed on Asian stock- 


-| markets, They have announced results that 


— with a couple of exceptions — would 


a -put a glow on the face of anyone but a pub- 


-lic-health specialist, perhaps. 

The choice for punters ranges from 
<- į clove-scented Gudang Garam and Sam- 
| poerna on the Jakarta Stock Exchange (JSE) 


os. to multinational offshoots Rothmans Indus- 


‘tries, Malaysian Tobacco Corp. and RJ 
Reynolds Tobacco (RJR) on the Kuala Lum- 
= pur Stock Exchange (KLSE), and Rothmans 
Industries and British-American Tobacco 
(BAT) on the Singapore Stock Exchange. 

In Malaysia, industry-leader Rothmans 
recently announced results for the nine- 
month period ended on 31 March that 
showed a net income increase of 33% from 
a year earlier to M$106 million (US$38.5 
million) on a revenue increase of 16% to 
M$666 million. On an annualised basis, the 
company had net income of M$141 million 


(it has just changed its fiscal year to April- 
March from July-June). 

The improving picture for the cigarette 
industry is reflected in the latest results for 
Malaysian Tobacco, an affiliate of Anglo- 
American tobacco giant BAT. Group after- 
tax profit for 1990 rose 24% from a year ear- 
lier to M$38.2 million. Revenue, however, 
rose a mere 2% to M$499.2 million. 

The real comer in Malaysia, however, is 
RJR. This was brought on to the market in 
March, when RjR teamed up with Malay- 
sian tycoon Wan Azmi Wan Hamzah, who 
previously held a controlling stake in ailing 
thread manufacturer Juara Perkasa. A re- 
verse takeover gave RJR — 65%-owned by 
parent company RJR Nabisco and 15%- 
owned by Wan Azmi — a back-door spot 
on the KLSE and Wan Azmi a job at the 
helm of the hottest tobacco stock in 
Malaysia, 

One Malaysian brokerage predicts that 
RJR’s pre-tax profit for 1991 will rise to M$61 
million, up from M$39.3 million in 1990. 
The predicted increase reflects the com- 


No. 1 In China 








pany’s success in the marketplace in going 
from an also-ran with a mere 7% market 
share in 1985 to its estimated 17% share for 
its Salem and More brands. 

Domestic cigarette sales in Singapore 
declined 2.5% last year to $$300 million 
(US$170 million) largely because of the gov- 
emment’s stringent anti-smoking policies. 
Both Rothmans and BAT increased duty- 
free and export sales to make up lost 
domestic business. 

The pattern is different in Jakarta, where 
a dogfight between the two listed cigar- 
ette companies, Sampoerna and Gudang 
Garam, appears to be playing out to the ad- 
vantage of the latter. “Sampoerna has been 
a major disaster for investors that took part 
in the initial public offering last July,” ac- 
cording to a stock analyst. 

Sampoerna has been one of the worst- 
performing shares on the jse. Of 70 com- 
panies that have listed since the start of 
1990, Sampoerna ranks 67th in terms of its 
share-price performance, trading recently at 
about 60% below its listing price. 

The larger, stronger Gudang Garam has 
benefited from the perception of many for- 
eign and domestic investors that it makes 
sense to buy only one cigarette stock. For- 
eign investors have snapped up the 49% of 
the 96 million shares that were listed in Au- 
gust 1990, giving the company just under 
10% foreign ownership. n 
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Stockmarket, bond and currency trends 
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Stockmarket performance 

15Mar, 12 Apr. Local 

1991 1991 currency % 

US 2,948.27 2,920.79 -0.93 
Japan 26,843.10 26,582.50 -0.97 
Britain 1,983.50 2,009.00 +1,29 
W.Germany 1,904.40 1,902.40 -0.11 
France 483.31 488.05 +0.98 
Italy 597.09 594.20 ~0.48 
Switzerland 729.50 737.20 +1.06 
Australia 1,445.70 1,455.80 +0.70 
Canada 3517.24 3,509.39 -0.22 
Singapore 415.46 404.06 ~2.74 
Hongkong 3,722.39 3,742.00 +0.53 





Company 


CityDevelopment 
HawParBros 
SingaporeLand 
Hyundai Construction 
SahaUnion 
Transport andutilities 
TNT 

Cathay Pacific 

China Light & Power 
Hongkong Telecom 
MASC 

MISC 

PLDT 

Neptune Orient 
Singapore Airlines 
Korean Air 

Evergreen Marine 


Country yeartoend: 


US$ 


% 


~0.03 
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-4,79 
-2.97 
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+0.25 
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Malaysia Dec. '89 1.85 21.08 26.84 23.37 
Philippines Dec. 89 0.78 16932 228.17 = «301.72 
Singapore. Dec.’89 0.40 6.07 6.69 5.69 
Singapore Mar,’90 4,60 106.02 83,00 88.69 
SouthKorea Dec, 89 0.69 12959 40.09 5745- 
Taiwan Dec. 89 170 6.22 5.65 6.60 
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Earnings estimate information has been compiled by /B/E/S International, a service of Lynch, Jones & Ryan, New York, Estimate data 
represents a consensus of analysts reporting. Individual estimates may vary. Earnings estimates and the consensus change frequently. 
Therefore, these forecasts should not be regarded as an absolute indicator of any company’s actual performance. Tatame represa : 
consensus estimalesasol12Apr. 1991. Na veconnmenitin ogadi tess secures is statano aie. ; 
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- China’s economic crisis masked by official budget figures 













-By Tai Ming Cheung in Peking 
: he Chinese Government’s fund- 
: I ing crisis is significantly worse 





than even the record budget def- 
| icit revealed by Finance Minister 
- -> Wanq Binggian at the annual session of the 
_ National People’s Congress (NPC), which 
ended in early April. 
“Using conventional accounting criteria, 
rather than Peking’s basis of calculation, the 
` deficit is three to four times greater than the 
_ Rmb 15 billion (US$2.9 billion) that Wang 
-officially acknowledged for 1990. 
The deficit crunch is a reflection of deep- 
_ rooted problems in the economy, which for 

“want of decisive action is haemorrhaging 
under the influence of debts incurred to 
prop up inefficient state enterprises. As the 
source of the debt, much of which may be 
irrecoverable, the state banking system is 
being particularly badly hit. Inflationary 
pressures are also building up as the gov- 
ernment seeks to cut price subsidies and 
raise taxes to cover the deficit. 

For the present, Peking appears content 
to muddle along with cautious policies that 
do little to address the underlying prob- 
lems, though April's promotion of key re- 
formers to leading positions may signal fu- 
ture policy shifts. 

` The Rmb 15 billion gap reported for 1990 
was Peking’s 10th deficit in 11 years, and 
overshot the target by more than 40%. Ilus- 
trating the depth of concern, the normally 
toothless NPC subsequently ordered a sym- 
bolic cut of Rmb 1 billion from the Rmb 13.3 
billion deficit projected for 1991. 

















Without specifying the areas for action, 
the NPc called for a cut of Rmb 500 million 
from total expenditures of Rmb 357 billion, 
and a corresponding Rmb 500 million in- 
crease in revenues, originally projected at 
Rmb 343.8 billion. 

However, the NPC's instruction, though 
a political rebuke to Wang, has little real 
economic significance. The Chinese bud- 
get is as much a political exercise as it 
is a fiscal statement, the deficit being calcu- 
lated “by sticking up a finger to gauge the 
political wind,” according to one derisive 
diplomat. 

Using conventional accounting methods 
that exclude domestic and foreign loans 
and bond issues from revenues, the actual 
deficit for 1990 would balloon to Rmb 50.9 






































Poe full of holes 


bilion — representing a rise to 2.9% of 
GNP from 2.4% (calculated on a similar 
basis) in 1989, 

Inspection of Peking’s accounts reveals 
further mysteries. The Rmb 288.7 billion of 
government revenues declared for 1990 
showed 8% growth in real terms over the 
figure for 1989. This is a near-miraculous 
performance for an economy that was sup- 

y in severe retrenchment, 

It is doubly puzzling considering that 
most of the government's income comes 
from taxes on state enterprises — of which 
one-third are loss-making and a further 
one-third are in deep trouble, according to 
the authorities’ own admissions. Despite 
these chronic ailments, total tax receipts for 
1990 were only 6% under budget, the offi- 
cial figures state. 

In order to meet. their contracted taxes 


2 despite their losses, state enterprises are be- 


lieved to have borrowed heavily. from state- 
controlled banks. ‘Throughout most of last 
year, banks were ordered by the govern- 
ment to give out the bulk of their loans to 
state enterprises, even though the chances 
of any of this debt being repaid ‘are slim. 
Bank loans last year totalled a record Rmb 
273 billion, up more than 22% from 1989. 

Although there are no official to 
measure the extent of the “quasi-fiscal” defi- 
cit which these bad loans represent, ana- 
lysts suggest that combined with the actual 
deficit (the official figure minus loan “rev- 
enue”), it could total 56% of GNP. By this 
calculation, last year’s true fiscal deficit 
may have been as high as Rmb 87-105 bil- 
lion. 





| Peking nudges 


renminbi lower 


In a move that may place China’s non- 
convertible currency more closely in 
line with international exchange rates, 
Chinese financial authorities quietly de- 
valued the renminbi by 0.95% on 9 April. 
A slight upward adjustment followed a 
few days later. 

The cut contrasts with past devalua- 
tions which were significantly larger; pre- 
vious adjustments have also been in- 
frequent. While Chinese officials would 





not explain the intentions behind the 
twin moves, foreign analysts believe they 
signal the beginning of regular minor ad- 
justments aimed at making the renminbi 
more closely reflect its value in the coun- 
try’s swap markets, where enterprises 
can purchase foreign currency from other 
firms at rates that are partly dictated by 
market mechanisms. 

If this is the goal, the renminbi may 
eventually be cut from its new level of 
about 5.25 to the US dollar (compared 
with 5.22 previously) to around the cur- 
rent swap market rate of 5.8-5.9, a de- 
valuation of more than 10%. 

Some analysts speculate that Peking 
may be intending ultimately to make the 


renminbi freely convertible, whether offi- 
cially or de facto. Others argue that this is 
unlikely, pointing out that convertibility 
could see a rush by consumers to buy 
better quality foreign products and en- 
courage enterprises to convert their pro- 
fits into foreign currencies. Peking might 
then be forced to impose yet more con- 
trols on imports and foreign-currency 
transfers, as well as on the swap markets, 
to prevent this happening. 

The piecemeal devaluation may also 
be an effort to benefit exports, its low- 
key introduction perhaps. intended to 
avoid ruffling the feathers of trading 
partners, particularly the US. 

u Tai Ming Cheung 
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The banks, meanwhile, are unlikely to 
be making money. Most of their loans are 
likely to be non-performing and they have 
few other means of earning income, given 
the paucity of their commercial services. Al- 
though they will not admit that they are in 
the red, some do say their earnings have 
fallen 


Some Chinese economists suggest that 
the government should turn to the nation’s 
fledgling securities markets as a means to 
tap private capital. Because of the slow- 
down in consumer spending over the past 
two years, personal savings have built up 
substantially. Economists have proposed 
that state enterprises be permitted to issue 
bonds to raise finance, though this avenue 
would only be available to those profitable 
enough to attract investors. 

Expanding the role of the stockmarkets 
might undercut the government's own 
bond issues. However, the fact that enter- 
prises and state employees often have no 
choice but to purchase government bonds 
would assure the authorities of continuing 
income from this important source. 

The Finance Ministry plans to issue 
Rmb 12 billion worth of bonds this year, up 
from Rmb 9 billion last year. The authorities 
have promised to service the Rmb 15 billion 
worth of bonds and interest due for repay- 
ment to individuals this year, but the gov- 
emment is likely to roll over a similar 
amount owed to 

Much of the overspending i in 1990 was 
blamed on the local authorities. Having 
failed to abolish the contract responsibility 
system, by which wealthy provinces are 
able to retain a large proportion of collected 
tax receipts, Peking appears to have finally 
decided to cut back substantially its local 
subsidies in 1991, while demanding bigger 
contributions from the provinces. 

The 1991 budget sees local authorities 
being required to hand over Rmb 53 billion 
in revenues to the centre, while central sub- 
sidies to the localities, mostly to the poorest 
provinces, will amount only to Rmb 46 bil- 
lion. This will leave Rmb 7 billion for Pe- 
king. In 1990, the central government gave 
local authorities Rmb 59.6 billion while re- 
ceiving only Rmb 48.2 billion in return, 
leaving a deficit of Rmb 11.4 billion. 

Cash-surplus provinces, such as Guang- 
dong and Jiangsu, are in particular being 
targeted for higher contributions to central 
coffers. Provinces will also have to pick up 
the tab for subsidies and tax refunds previ- 
ously given to exporters by Peking. 

Other measures aimed at balancing the 
books include reducing spending on price 
subsidies from Rmb 38 billion to Rmb 33 bil- 
lion and raising the taxes that retail busi- 
nesses pay on sales from 3% to 5%. The lat- 
ter measure is expected to raise Rmb 7 bil- 
lion. These steps are certain to add to in- 
flationary pressures, but the government 
Se ee 
containing the deficit. 
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INDUSTRY 


Taiwan computer firms face shortage of critical parts 


Stock questions 





By Chris Brown in Taipei 


aiwan’s computer companies could 
T face a shortage of critical parts this 

year as they rush to produce new 
products. In the next six months, the com- 
panies hope to begin manufacturing note- 
book personal computers, fax machines 
and laser printers, markets dominated by 
Japanese and Western companies. 

To make this move, however, the com- 
panies need to secure a steady supply of 
parts from abroad. Consequently, concern 
is mounting in the industry that it is too re- 
liant on foreign parts. 

The fact that local computer makers are 
grappling with new product ideas at a time 
when the worldwide industry is facing stiff 
price cuts and faster product cycles is also 
worrisome. Prices on fax machines, for 
example, have dropped to US$300-400 
from more than US$1,000 a few years ago. 

According to local computer makers, 
foreign parts will account for about 60% 








Assembling circuits: hi-tech base needed. 


of their prices for notebook personal 
computers, compared with about 40% for 
personal computers. For laser printers and 
fax machines, foreign components could 
account for 80% of product prices, which 
will make it difficult for local makers to 
compete against high-volume Japanese 
companies. 

In 1987, when personal computer sales 
were just beginning to boom, local makers 
were able to manufacture their own 
keyboards, monitors and most circuitry. 
They imported memory chips, disk drives 
and microprocessors. Today, the playing 
field has changed. 

Japan’s dominance in technologies such 
as liquid-crystal displays (LCDs) used for 
computer screens and power supplies has 
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earned it the lead in the markets for laptop 
and notebook personal computers. Fax 
machines and computer printers that rely 
on laser technology are another Japanese 
stronghold. 

Some local computer companies expect 
an LCD shortage later this year. They worry 
that the three main LCD suppliers — 
Toshiba Corp., Sharp Corp. and Hitachi — 
are likely to cut exports to Taiwan to sup- 
port their own products. 

Most computer makers are ordering 
LCDs three to four months in advance, 
though quantities are small. “If we get a big 
order [for computers] coming in, there 
could be problems,” says Walter Chiu, gen- 
eral manager of Core Pacific Electronics. 

Taiwan's reliance on foreign compo- 
nents has long been a contentious trade 
issue with Japan. Taiwan's US$7.7 billion 
trade deficit with Japan last year was heay- 
ily weighted with electronic goods. Al- 
together, electronic goods and components 
make up more than 25% of Taiwan’s im- 
ports from Japan 

But the reliance of local computer mak- 
ers on foreign parts is not exclusive to 
Japan. Intel Corp., the US chip maker, 
supplies the companies with most of their 
microprocessors through its Asian factory 
network. US companies with manufactur- 
ing bases in ay Spre also supply most of 
the makers’ hard disk drives. 

According to Dave Shrigley, vice-presi- 
dent and general manager of Intel Asia 
Pacific, component shortages are often 
caused by computer companies dumping 
older technology and rushing out with new 
products. 

Taiwan hopes to build its own base of 

hi-tech component makers to take the place 
of companies specialising in low-end pay 
such as keyboards and terminals. The 
ernment-backed Industrial Technology Re- 
search Institute (ITRI) is developing laser 
motors for the next generation of fax ma- 
chines that will use letter-quality paper rather 
than thermal paper. Mass production of 
these laser parts could begin by early 1992. 

But for most of 1991, component short- 
ages will be a chief concern for Taiwan. 
Several private efforts to bring LCD techno- 
logy to Taiwan fell through last year. Risks 
for such ventures are high, and the pay-off 
is long-term. In February, the National 
Science Council proposed spending up to 
US$370 million on a five-year LCD-develop- 
ment plan, but it later slashed the budget to 
US$18.5 million because of a shortage of re- 
searchers. a 
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BANKING 


Thai lender’s profits match its pedigree 





By Jonathan Friedland in Bangkok 


iam Commercial Bank (scB), Thai- 
land's fourth largest with assets of 
Baht 185 billion (US$7.24 billion), 
prides itself on its blue-blood pedigree and 
its superb financial performance. Majority 
owned by the Crown Property Bureau and 





| run by a cohesive group of well-educated 


managers, the oldest Thai bank and its af- 
filiates have been among Thailand's most 
successful business groups in making the 


| best of the country’s economic boom. 


Some analysts worry, however, that the 
group's management, led by aristocratic 


M bank president Tarrin Nimmanahaeminda, 


has become over-confident and has added 


| assets at a pace that will spell trouble at the 


tail end of the current boom. scb’s loans 
surged 43.4% in 1990, picking up steam 
even in the second half when other banks 
were starting to trim new loan approvals in 
the face of tight liquidity. 

Loans by the most vigorous of ScB’s four 
finance company affiliates, National Fi- 
nance and Dhana Siam, increased 40% and 
78% respectively during 1990. Many of the 
new commitments, particularly by the fi- 
nance companies, were for real-estate pro- 


| jects, widely considered the most vulnera- 


ble borrowers in an economic downturn. 


Overall lending growth by Thai banks and 


finance companies in 1990 tallied around 


| 32%, according to the Bank of Thailand 


(BOT). 
“scp has doubled its balance sheet in the 


| last 18 months and Dhana Siam has done 
_ the same,” says a senior analyst at a foreign 
_ brokerage in Bangkok. “I cannot help but 


feel uncomfortable about this.” 

Although the scp finance company af- 
filiates are independently managed, many 
of their key executives earned their spurs 


| within SCB and are understood to take over- 
| all direction from Tarrin and executive vice 
| president Olarn Chaipravat, a former BOT 
| Official. Crown Property Bureau managers, 
| known for their conservative views, take a 


largely passive role on ScB’s board. 

Senior SCB executives say they carefully 
calibrated the balance between risk and re- 
ward in taking advantage of last year’s 
boom. “Our strength lies in the fact that we 
are a very stable bank and one that is very 
professionally managed and innovative,” 
says executive vice-president Jada Wat- 
tanasiritham. “We feel we are being conser- 
vative even in these good times.” 

SCB posted a 94.3% increase in net in- 
come in 1990 to Baht 2.16 billion, largely on 
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The brahmin bank 


the back of a 55.8% surge in net interest in- 
come. Further, despite the spurt in lend- 
ing, which substantially outpaced deposit 
growth of 30.9%, the bank managed to in- 
crease its net interest margins to 4% from 
3.6% during the course of the year. 

For 1990, scB posted a return on assets 
of 1.4% and, despite a 70% capital increase 
in June, a return on equity of 26.8%, a per- 
formance that put banks elsewhere to 
shame. The finance companies, and par- 
ticularly Dhana Siam, clocked up similarly 
impressive figures. 

According to Jada, 5CB used its vastly 
improved earnings to halve the percentage 
of non-performing loans in its portfolio, 
many of them left over from near or total 
bankruptcies among real-estate developers 
and the Thai whisky and sugar industries 
in the mid-1980s. 


Siam Commercial Bank 


Kaai per share (adj.} 
(Right scale) 





Rusty Johnson, an analyst at Jardine 
Fleming Thanakom, estimates that as of 
end-1990 roughly 4% of scB’s Baht 144 bil- 
lion loan portfolio was troubled, with 0.9% 
of the portfolio, or Baht 1.29 billion, proba- 
bly unrecoverable. 

scb’s current accumulated loan loss pro- 
visions are Baht 2.28 billion. Johnson’s cal- 
culations show that full use of the provi- 
sions has declined rapidly since 1988, indi- 
cating that the 62.7% increase in the level of 
provisions added in 1990 will be used to 
smooth out future earnings. 

SCB is also working hard to boost fee in- 
come, an area where it has the edge over 
most other Thai banks, It is a leading issuer 
of credit cards, including Visa, Master 
Card, JCB and Nippon Shinpun, and is 
pioneering electronic payments systems 
and tele-banking in Thailand, the product 
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of an early and major investment in com- 
puting power. SCB is also among the top 
three Thai banks in custodial services and 
consulting for corporate clients. 

“scp is diversifying in the right ways 
and has made credible gains against 
Bangkok Bank and Thai Farmers Bank,” 
says a senior foreign banker in Bangkok. 
“They are spending their money in the 
right way.” 

Alongside Bangkok Bank, SCB has the 
biggest international presence of any Thai 
financial institution, with three overseas 
branches and a Hongkong finance com- 
pany. The bank has been the most active of 
Thai institutions in borrowing offshore on 
behalf of its major corporate customers, a 
move made possible by the liberalisation of 
foreign-exchange rules last year. 

“Big borrowers are unwilling to pay 
17.5% when the baht is stable and Libor is 
at 8-9%,” says Jada, who heads scs’s inter- 
national department. “Since last June, we 
have led Thai banks in arranging offshore 
borrowings.” Jada estimates that these bor- 
rowings, for which the exchange risk is 
passed along to the eventual taker, now ac- 
count for about 10% of scB’s total loan 
portfolio. 

One such effort, mooted in early De- 
cember and concluded by 31 January, 
raised eyebrows among foreign bankers, 
because of the speed in which the deal was 
concluded, its pricing and the make-up of 
the syndication that backed it, which in- 
cluded few of scp’s traditional correspon- 
dent banks. Bankers in Hongkong and 
Bangkok say the term loan facility was 
launched on a best efforts basis for US$135 
million, with the proceeds officially going 
towards scs’s working capital. 

The mandate for the borrowing was 
granted to London Forfaiting Co. — not a 
terribly well-known name in the region — 
which managed to find quick backing for 
only US$100 million at 37.5 basis points over 
Libor. This is seen as a relatively high spread 
for Thailand’s oldest and perhaps its best 
regarded bank (albeit one ameliorated by 
the fact that scB will not be obliged to pay 
withholding tax on its interest earnings). 

Bankers in Bangkok and Hongkong say 
they believe most of the money was im- 
mediately on-lent to Bangkok Land Co., a 
company controlled by the Kanjanapas 
family which is building a risky and ambi- 
tious Baht 30 billion satellite city near 
Bangkok’s Don Muang Airport. 

Bank president Tarrin says all that was 
unusual about the arrangement was the 
speed in which the money was required. 
“Only London Forfaiting was able to pro- 
vide a firm commitment in an amount and 
terms acceptable to us within the dead- 
line,” he says. “It may be remembered that 
the Gulf crisis took an even more serious 
turn in late January and many banks may 
not have been in a position to be ded- 
sive.” 
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INVISIBLE HAND 


Sob stories 


The Japan that can say no showed its face when the Inter-American Development 
Bank (IDB) held its annual meeting in Nagoya recently: no more money or invest- 
ment for Latin America until the region cleans up its economic act. 

But the temptation to say yes to Peruvian President Alberto Fujimori, who is of 
Japanese origin, was almost more than even hard-headed Japanese bankers and 
bureaucrats could resist. Fujimori addressed a special session of the meeting about 
his efforts to reform and democratise the country adopted by his parents and 70,000 
other Japanese immigrants. 

IDB president Enrique Iglesias had guessed that Fujimori would strike a chord in 
Nagoya. And so he did. One Japanese Ministry of Finance official went so far as to 
portray Fujimori’s presentation as “very moving.” After listening to Fujimori, many 
Japanese bankers with moist eyes had to remind themselves that Peru is still in ar- 
rears to the IMF as well as to many banks. Peru has to clear those debts before it can 
hope to receive fresh loans. 

But knowing how averse the Japanese are these days to to handing out money 
to poor countries, Fujimori merely said Peru hoped to hear again the “heavenly 
music” of financial aid from the international community. 

Despite such subtlety, the general negative sentiment of Japanese bankers and 
businessmen towards lending to and investing in Latin America remained un- 


pour in loans after US and Euro- 
pean banks had i 
out. As of 31 March 1990, the 


12 largest commercial 
banks ae trillion (US$20 


billion) of oui ing loans to 
Latin America, the lion’s share 
to Mexico. Many Japanese com- 


repa 
profitable investments. Foreign- 
exchange rationing by central 
banks sees to that. 

At the IDB meeting, Industrial Bank of Japan president Yo Kurusawa asserted 
that if Mexico wants private investment to return, the country must prove to in- 
vestors that they can get their money out. The same goes for other Latin American 
countries. Next time round, the Japanese intend getting more bang for their 
bucks. 

The US, meanwhile, is anxious to see all the international aid it can muster 
pumped into Latin America. Washington is in the of adding Mexico to its 
free-trade agreement with Canada, and President George Bush foresees this wide- 
ning into a grand design for the remainder of Latin America. Bush has also called 
for the establishment of a multilateral investment fund to help the region. 

Japan has many calls on its resources. It is being urged to step up cooperation 
with Southeast Asia while at the same time being pushed by Moscow towards 


Fujimori and Japanese PM Kaifu: appeal fails. 


greater North Asian cooperation. It is also being urged to pour into the 
Soviet Union and Eastern Europe, not to mention Western Europe and the Middle 
East. 

On the positive side, Nagoya businessmen to be as impressed with 


Fujimori as bureaucrats and bankers were. Now if they can be persuaded to invest 
in Peru and help the country close its financing gap, a model could be provided for 
regional development and wider Japanese aid. m Anthony Rowley 
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FINANCE 


ADB has more borrowers for fewer funds 


Pecking at the pie 


By Jonathan Friedland in Manila 


he pool of no-interest loans available 

from the Asian Development Bank 

(ADB) will not grow over the next 
four years despite the probable entrance of 
China and India into the ranks of eligible 
borrowers. That is the message of donor 
governments as talks on the sixth re- 
plenishment of the bank's soft loan win- 
dow, the Asian Development Fund (ADF), 
enter their critical stage at the 24-26 April 
annual meeting in Vancouver. 

Predictably, the probable credit crunch 
is not making existing ADF borrowers 
happy. Asia's poorest nations are chag- 
rined that they are being urged to imple- 
ment sensitive economic reforms by gov- 
ernments reluctant to put up extra cash. Re- 
conciling donors and borrowers represents 
the biggest challenge facing ADB president 
Kimimasa Tarumizu, who came to the job 
in November 1989. 

The last ADF replenishment in 1986, re- 
ferred to as ADF 5, tallied US$3.6 billion and 
has been stretched out to last five years in- 
stead of the intended four. At the current 
pace of lending, the ADF, which is now run- 
ning largely on repayments from past loans 
and gains made through currency realign- 
ments, will have bare coffers by the second 
quarter of 1992. 

In 1990, new commitments by the ADF 
totalled US$1.48 billion, up only 9% from 
the previous year, and far short of the 
hopes of Asia’s poorer countries. Regular 
bank loans, which now carry an interest 
rate of 6.5%, totalled US$2.49 billion last 
year, up 10% over 1989. The bank has 
made total investments and loans of 
US$32.7 billion in its 24-year history. 

The pace of overall lending growth has 
slowed from the ADB's halcyon year of 
1988, when total new commitments to bor- 
rowers increased by 29%. That was the 
year the Manila-based institution began its 
shift away from its traditional role as a len- 
der for public-sector projects such as roads 
and dams towards the more politically 
charged task of shaping the economic and 
environmental policies of its borrowing 
members. The ADB is also now lending di- 
rectly to private borrowers, though its pro- 
gramme remains a modest one. 

The bank has asked its 50 member gov- 
emments to approve funding of US$10.4 
billion for the sixth replenishment of the 
ADF now being negotiated. “Demand for 
ADF funds from our poorer developing 
member countries is great,” says Tarumizu, 
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a consensus-oriented technocrat with a Ja- 
panese Ministry of Finance lineage. “They 
have good absorptive capacity and severely 
need financial assistance for poverty allevi- 
ation, environmental protection and im- 
proving the living standards of the poor.” 

ADB directors from Japan and the US, 
which together put up roughly 55% of the 
cash for the fifth funding cycle, say it will 
be impossible to meet the bank’s opening 
gambit despite what they acknowledge is a 
genuine need for cheap multilateral fund- 
ing for countries ranging from Bangladesh 
to the Philippines. “Our approach has been 
to focus on what we can realistically sup- 
ply,” says US executive director Victor 
Frank. 


Japan’s executive director Ken Yagi im- 
plies that borrowers cannot look to Tokyo 


Slowing loan growth 


INH AO 





for solace either. Japan agreed to provide 
36% of the funding for ADF 5, but because 
of realignments in the yen-dollar exchange 
rate, it ended up funding almost 40% of the 
replenishment. “We think our ADF 5 con- 
tribution was already on the high side” in 
dollar terms, Yagi told the REVIEW. 

The upshot is that budgetary constraints 
by donor countries will probably result in 
zero real growth for ADF resources in the 
period through 1995. This would peg the 
sixth ADF replenishment at between US$5- 
5.5 billion in fresh money, an amount bor- 
rowing country representatives says makes 
a mockery of their often politically painful 
efforts to reform their economies along free 
market lines. 

“Tt is not that big a bill,” says Pakistan 
executive director Aitezazuddin Ahmad of 
the bank’s request. “The industrial coun- 
tries put together US$54 billion in six 
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months for the Gulf War. Why can’t they 
put together US$10 billion to help 2.5 billion — 
poor people over five years?” 

Executive directors from 


nie eee 


countries say a substantial increase in ADF _ 


resources is needed for several reasons. 


First and foremost is the impact of a stum- _ 


bling world economy which is hitting the 
poorest nations hardest. The second is that 
concessionary credit has been drying up as 
multilateral institutions such as the World 
Bank face new demands from Eastern 
Europe and for emergency funding to cope 
with the aftermath of the Gulf conflict. 

Then there is the question of access by 
India and China, both of which voluntarily 
refrained from making a call on previous 
ADF replenishments despite being eligible 
in per-capita income terms, and are now 
impatient at being on the outside, 

India especially feels it needs money ur- 
gently. It suffered a foreign-exchange crisis 
during the second half of 1990, now barely 
contained by stiff import restraints and IMF 
funding, and has seen its foreign debt swell 
to US$70 billion. Although in better fiscal 
shape, China has also become more insis- 
tent about gaining access to the ADF pie in 
recent months, bank sources say. 

Both India and China are worried 
about diminished access to the World 
Bank’s soft loan window, the International 
Development Association (IDA). Its latest 
funding replenishment, completed last 
year, was held to zero constant growth 
over the previous four-year period. India 
and China’s willingness to abstain from 
taking ADF money in the past was predi- 
cated on a growing amount of available IDA 
funding. 

Although its borrowing programme at 
the World Bank is almost back to normal, 
Peking’s access to regular ADB loans re- 
mains curtailed as a result of political pres- 
sure from the Group of Seven (G-7) indus- 
trialised countries in the wake of the 1989 
Tiananmen crackdown. 

While Taramizu says that the bank ex- 
pects to begin lending again to China 
shortly — between US$400-500 million 
could be passed by the board by the end of 
1991 should the G-7 end its objections — 
Peking’s access to ADF “is really up to the 
donor countries.” 

At present, the US does not favour 
Chinese access to ADF, according to Frank, 
while Japan is willing to see both India and 
China borrow a limited percentage of ADF 6 
money. One senior ADB staffer says that by 
the time the negotiations are su to 
be completed, at a Stockholm donors’ 
meeting in June, “India and China will be 
in the door.” But, he adds, “there’s no 
question there will be a cap on what they 
can get.” 

Afghanistan, Cambodia, Mongolia and 
Vietnam, who do not figure among current 
ADF borrowers, may also begin tapping the 
facility during its sixth replenishment. m 
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| By Robert Delfs in Peking 


eee The future geopolitical 
“JAPAN IN and economic contours 


ASI A of Asia will in large part 


be determined by the 
shape and nature of re- 
lations between China 
and Japan. If the re- 
lationship is a coopera- 
tive partnership, the 
two countries will 
dominate the Asia- 
Pacific region in the 
next century. But if it 





In the recent Gulf crisis, Japanese lead- 
ers were unable to send even non-combat 
personnel to support efforts by the US-led 
coalition to oust Iraqi forces from Kuwait. 
But Japan's technological and industrial 
prowess and its presumed capability to pro- 
duce high-quality naval vessels and jet 
fighters make it a fearsome potential adver- 
sary to China. 

Backward and undeveloped, China's 
greatest need is for capital and technology, 
what Japan is best able to provide. China, 
conversely, is a source of raw materials and 


- China’s two-way trade* 


1 


: Historical mistrust hampers marriage of capital and cheap labour 


ense or sensibility 


agricultural products, and the enormous 
Chinese labour force could provide an an- 
swer to worker shortages in Japan, particu- 
larly as the cost of labour rises in Asian 
countries that have absorbed the lion’s 
share of Japanese investment in the region. 
China is already a significant market for 
Japanese machinery and equipment as well 
as an important supplier of coal, crude oil, 
textiles and foodstuffs to Japan. None- 
theless, Japan’s economic involvement in 
China remains far below its potential. 
China ranks only seventh among Japan’s 
export markets and fourth among sources 


: of its imports, accounting for only 3.1% of 


deteriorates into a bitter 





Japan’s exports and 5.3% of its imports. Ac- 
cording to Chinese statistics, two-way trade 





: rivalry, the region could 
be fragmented for decades — and set back 
even longer economically — as other coun- 
tries take sides. 
Whether they are future partners or 
foes, the contrast between these Asian 
giants could hardly be more marked. With 
barely one-tenth of China's population, 
_ Japan's 1990 GNP of ¥4.3 trillion (US$31.6 
_ billion) was nearly eight times larger than 
its impoverished neighbour's. 
Nuclear-armed China maintains the 
largest army in the world, but its outdated 
_ warships and military aircraft severely limit 
the amount of force it could successfully 


























years agp; Japan looked certain to play an increasingly 
lominant srt tole as a trading partner to China. Bilateral trade had 
surged in the two-year period following the normalisation of 
diplomatic relations in 1972, in another two-year period after the 
signing of a long-term trade agreement in 1978 and at the height 
_of China's growth and investment boom in the mid-1980s. 
Today, however, prospects are not so bright. 
Bilateral trade failed to increase proportionately during the 
last boom cycle in 1987 and 1988. Last year, Japanese exports to 
China fell to. US$6.1 billion, more than a 50% decline from a 
985 peak of US$12.5 billion when China was Japan’s second- 
largest trading partner after the US. Japan's third-successive 
trade deficit with China widened last year to US$5.9 billion. 
In 1984, Japan accounted: for 29.3% of China’s trade. This 
was more than twice ‘the. share of the US or EC countries. 
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with Japan including re-exports through 
Hongkong declined as a share of China's 
total trade to 15.1% in 1990 from about 30% 
six years earlier. 

In addition, Japan's level of private in- 
vestment in China is minuscule, both rela- 
tive to other countries’ investment in China 
and to Japan’s investment throughout Asia. 
In 1989, Japan’s investment in. China was 
only US$438 million, or 5.3% of the total for 
Asia and less than 1% of Japan’s total over- 
seas private investment. 

Reduced trade between the countries is 
partly the result of import controls im- 
plemented in China since 1988 and a slow- 
down in investment that hit exports: of Ja- 
panese vehicles, machinery and equipment 


Moreover, Japan enjoyed substantial trading siaphises with 

China in seven of the 10 years between 1978 and 1987, cia 

up a positive balance of US$12.6 billion. Ae 
But Japan’ s exports to China have steadily dodined since 

1985. Japan’s share of machinery and technology imports to 

China fel to about 20% annually in the 1980s from more than 

50% a year in the 1970s. As a percentage of China's total trade, 

Japan’s share dropped to 15.1% in 1990, third ater the US with ee 

19.2% and the EC with 16.8%. ae 
Numerous factors have contributed to Japan's dedining role 

in China trade. Regarding machinery and equipment sales, the 

most important are: 

> The reduced competitiveness of Japanese products because 

of the yen’s strengthening since 1985. 

> Japan's adherence to stricter controls by the Coordinating 

Committeé for Export Control to Communist Areas (better 

know as Cocom) on sales of advanced technology. 

> More aggressive financing arrangements offered by Japan's 

competitors, particularly West European countries. 2 

> Peking’ s efforts to doy — es from hapeni inan 
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harder than other sectors. Trade was fur- 
ther hampered by economic sanctions im- 
posed on China after the dampdown on 
the pro-democracy movement in 1989. 
There are also signs that Peking has in- 
creased purchases of plant equipment and 
machinery from Western Europe and 
North America in order to avoid excessive 
dependency. on Japan. 

Other problems exist. Japanese com- 
panies tend to perceive China as a region 
that has only limited immediate prospects 
for investment today. This perception is 
partly the result of China's political instabil- 
ity and an inevitable leadership transition to 
younger officials that could prove trauma- 
tic: Japanese businessmen are also wary of 
China’s undeveloped investment environ- 
ment, particularly its lack of regulatory sys- 
tems and the arbitrary enforcement of regu- 
lations that exist. 

This Japanese caution has begun to 
change, however, as regions in China com- 
pete to provide better investment condi- 
tions. The bottom line for Japanese-invest- 
ment in the counties, particularly in labour- 
intensive projects, looks increasingly more 
promising as labour and land costs in other 
Asian countries rise. 

If Sino-Japanese economic relations are 
mostly unfulfilled, the political dimension 
is important, dictated by geopolitical reali- 
ties and the countries’ complex and inter- 
twined histories. Bilateral relations were ef- 
fectively sidelined from 1945 to 1972 because 
of Tokyo's over-riding relationship with the 
US and China’s closed-door policies. But 
the extent to which Japan views its relations 
with China as special was underlined at the 
Houston summit of advanced industrial na- 
tions in August 1990, 

At the meeting, Japanese Prime Minister 
Toshiki Kaifu pushed for the relaxation of 
economic sanctions against China, and 
Tokyo subsequently unfroze its third major 


Sino-Japanese trade 


loan to Peking. The ¥810 billion loan pack- 
age was originally approved in 1988, but it 
was suspended after the Peking massacre 
in 1989. 

The first round of credits, ¥330.9 billion, 
was agreed upon in 1979 to finance port 
and railway construction intended to facili- 
tate exports of coal and oil to Japan. A ¥470 
billion package for various infrastructure 
projects was approved in 1984. The third 
loan is intended to finance fertiliser plants, 
agricultural and urban development, and 
other infrastructure projects through 1996. 
In 1988, Japan accounted for 36.3% of for- 
eign assistance to China, excluding the 
World Bank and other multilateral sources. 

Future Japanese Official Development 
Assistance (ODA) loans to China, though, 
may be complicated by Japan’s decision fol- 
lowing the Gulf War to take into account re- 
cipient countries’ exports of arms and ar- 
maments when making aid decisions. 
Questions concerning China’s extensive 
arms exports were reportedly raised during 
Foreign Minister Taro Nakayama’s visit to 
China in April, and they are expected to be 








raised again during Kaifu’s planned trip to 
Peking later this year. k 

China, along with Indonesia, is at the- 
top of the list of recipients of Japanese ODA’ 
loans. The value of Chinese arms exports is ` 
estimated at US$1-2 billion annually. Japan- 
ese companies are banned by law from ex- 
porting arms and armaments. 

Japan's colonial expansion into China a 


half century ago provides an enduring um | 
dercurrent to the relationship. Peking uses. 
Japanese war guilt as a lever to manipulate __ 
Tokyo. Ironically, Japan's strategy in China’ 
before World War II arguably rescued the 


embattled communist party from oblivion 


after its protracted retreat to Yenan in _ 


Shaanxi province in 1935 from the Kuomin- 
tang (KMT) forces of Chiang Kai-shek. The 


brutal Japanese military occupiers aroused <- 
a nationalistic fervour among Chinese that. 


the communists used to their advantage, 
not only to survive but to emerge victorious 
against the KMT on the mainland in 1949, 


Since normalisation of relations between: 


China and Japan in 1972, Peking has re- o 
peatedly invoked the war issue to argue for 


effort to reduce its dependence on Japanese companies. 

The severity of the decline in Sino-Japanese trade in the past 
two years was intensified by tighter import controls in China 
and a slowdown of investment in the country that took a heavy 
toll on imports of Japanese vehicles, machinery and equipment. 
Trade was especially jolted by the impact of economic sanctions 

_ against China by most of its trading partners and the disruption 
of business confidence after the Peking massacre in 1989. 

The unfreezing by Tokyo of a ¥810 billion (US$5.95 billion) 
loan package, which was approved in 1988 but suspended a 
year later because of the economic sanctions imposed against 


_ Peking, may contribute to a recovery in imports of Japanese 


-> goods and equipment. But Japanese officials stress that any new 
-v qredits to China will not be linked to imports from Japan. 
:- Machinery and equipment account for nearly one-half of 


ao Japan’s exports to China, followed by manufactured goods, and 


< chemical products. The structure of China's exports to Japan, 
however, has changed drastically in the past decade. 

Central to the rationale of Sino-Japanese economic relations 
in the 1970s and early 1980s was the exchange of Chinese 
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energy products for Japanese machinery and equipment. Much 
of Japan’s first yen loan to China in 1979 funded the expansion 
of port and transport facilities to facilitate China’s exports of coal. 
and petroleum. 
Some Japanese trade and industry leaders had envisioned 
that such a trade relationship would expand and prosper well 
into the next century. But this strategy overestimated China's 
potential as an exporter of energy products. It was also predi- 


cated in part on the assumption of much higher energy prices Se 


than have occurred. China’s petroleum exports to Japan have 
declined since 1986, when crude-oil prices tumbled. 

China's energy exports to Japan, which accounted for nearly 
60% of the country’s total exports to Japan between 1980 and. 
1984, steadily declined in the late 1980s. In 1990, they made up 
only 24% of exports. 

Manufactured goods have filled the gap, accounting for 
32.5% of Chinese exports to Japan last year. Exports of- 
foodstuffs ranked third with 16.2% of the total, followed by raw 
materials with 9%, chemical products with 5.4%, and machin- 
ery and equipment with 4.3%. m Robert Delfs 
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-> greater aid from Tokyo and to win conces- 
_ sions in specific areas of friction. In 1982, for 
© example, China pressured Japan to revise 
_. school textbooks that glossed over Japanese 
war atrocities. 
Two years later, Peking objected to a 
— visit by then prime minister Yasuhiro 
_ Nakasone to the Yasukuni Shrine com- 
» gmemorating Japan's war dead. The protest 
was apparently linked to Chinese displea- 


sure about Japan's large bilateral trade 






< surpluses. In 1987, China unsuccessfully 
‘demanded that the Nakasone government 
‘intervene in a Japanese Supreme Court 
ease regarding a tangled dispute between 


© China and Taiwan about ownership of a 


_ student dormitory in Kyoto. 

In 1987, paramount leader Deng Xiao- 
ping told a Japanese opposition leader: 
“Frankly speaking, Japan is indebted to 
China [for what it did to China] more than 
_ any other nation [and] should make much 
greater contributions in order to assist 
China’s development.” 

-. Among the mistakes ascribed to Hu 
Yaobang, the liberal communist party gen- 








Liaodong Peninsula in China’s Liaoning 
province was the focus of extensive mili- 
tary and economic expansion by the Ja- 
` < panese in the early part of this century. By 
->the end of World War II after essentially 
40 years of Japanese control, the peninsula 
-= had the most impressive industrial infras- 
--tructure in China. It also had a Japanese 
population of about 1.5 million, of whom 
200,000 lived in Port Arthur, the area’s 
most important port that is now called Da- 
lian. 

Many political, business and cultu- 
ral figures in Japan today were born and 
» raised in this area, which was part 
“of Manchuria. As a result, a great 
` deal of Japan’s commercial activity 
in China has been concentrated on 
the peninsula since the country 
initiated its open-door policies. 
Trade and foreign investment re- 
forms in the area have lagged far 
behind those in China’s southern 
coastal regions, but the decision 
to establish the Dalian economic 
development zone in 1984 has 
begun to attract serious interest 
from Japanese investors. 

In general, investment in China 
by Japan has been far behind 
Hongkong, the US and Western 
Europe. But in Dalian, the Japan- 
ese are the main source of foreign 
investment. 













Japan’s stake 





eral secretary who was toppled by conser- 
vatives in 1987, was that he was soft on 
Japan. Hu, who died in 1989, was espe- 
cially criticised by conservatives for inviting 
Nakasone to visit China in 1986. 

In 1986, Nakasone dismissed then 
minister of education Masayuki Fuji for ob- 


jecting to concessions to China on the Yasu- 
kuni Shrine issue and for criticising China's 
interference in the textbook issue. A year 
later, vice-foreign minister Kensuke 
Yanagiya was forced to resign after criticism 
of China’s interference in the school-dor- 
mitory issue was published in Japan's 
press. 

Peking’s strategy of exploiting Japan's 
war guilt is likely to encounter diminishing 
returns in the next decade or so. “The sense 
of guilt over the war is a matter of one gen- 
eration,” a young Japanese official explains. 
“Once the older generation of Japanese 
who were steeped in this sense of guilt are 
gone, the gap in perceptions between 
Japan and China could intensify and be- 
come a source of crisis. I personally feel no 
sense of guilt towards China whatsoever.” 

Also, as long as China remains crippled 
by its ageing rulers’ dependence on 
Stalinist ideology, the prospects for any 
kind of geopolitical partnership with Japan 
will remain highly abstract. Such a possibil- 
ity would become even more distant 
should China turn further left in the post- 
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The sun’s long shadow 


Japanese investment in Dalian soared 
after the economic development zone 
became operational in 1988, reaching 
US$249 million in 1989 and accounting 
for 39% of Japanese investment in China 
that year, according to Chinese statis- 
tics. China, however, understates the 
level of Japanese investment because 
substantial investments by Hongkong- 
based units of Japanese companies are 
treated as though they originated in the 
colony. 

From 1984-90, Japanese companies es- 
tablished 159 joint-venture, cooperative 


production or wholly owned companies 
in Dalian with a total value of more than 
US$550 million. This investment, which 
accounted for more than 35% of foreign 
investment in Dalian in the period, was 
the largest of any country. 

At present, 427 Japanese reside in Da- 
lian, most of whom are businessmen ex- 
cept for the 76 Japanese born in the city 
before World War II and who have con- 
tinued to live there. The city’s concentra- 
tion of long-term Japanese residents is the 
largest outside Peking. 

Nearly 200 project agreements have 
been signed for the first stage of the eco- 
nomic development zone, of which 92 
ventures are already in production. Of the 
ventures that are operating, 63 involve Ja- 
panese companies. 

The zone boasts some of the best 
infrastructure of any comparable 
facility in China. It has one opera- 
tional power plant and another 
one planned, a water-treatment 
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plant and liquid petroleum gas 
facilities, plus excellent access to 
Shenyang, the capital of Liaoning, 
on a new four-lane 400-km high- 
way that is the longest in China. 
The zone’s highly skilled, low- 
cost labour, plus the reassurance 
that there will be no work stop- 
pages because of power interrup- 
tions, is its strongest drawing card. 
The average monthly industrial 
wage in foreign-invested enter- 
prises in China, US$88 in 1987, 
was only 23% of the then current 
comparable rate in Hongkong, ac- 
cording to an internal study by a 
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: Deng era. “Once Deng is gone,” a Japanese 
Official says, “the pendulum swings will 
probably be wider, at least for a while.” 

Some Japanese fear that anarchy and 
disorder may break out in China in this 
period, with the attendant threat of region- 
al destabilisation. “If the relationship be- 
comes antagonistic, then every other coun- 
try in the region will be forced to take a 

_ stand with respect to this rivalry,” a Japan- 

ese official speculates. 

This is one reason why Tokyo's policy 

ards Peking should be based on “help- 

ing China avoid . . . downsliding into a 

weak and disintegrating [country] rather 

than curbing [the country] from becoming 
strong and menacing China,” University of 

Tokyo Prof. Takashi Inoguchi says. 

Despite even this type of policy on the 
part of Tokyo, China and Japan would 
likely remain geopolitical rivals. “In the fu- 
ture, there will unavoidably be disputes be- 
tween us, even aside from the future of 

Japan's Self-Defence Forces,” a Japanese of- 

ficial says. “We can still co-exist with China 

peacefully but also competitively.” B 












apanese company. The cost of labour in 
apar is about 27 times higher than in 
china. 

The ultimate goal of Dalian economic 
anners is to make the city into an indus- 
tial zone complete with processing and 
varehouse facilities on a par with those at 
he Kaohsiung development zone in 
aiwan. The planners hope that they can 
ventually exempt all companies from 
axes or duties on imported materials in- 
nded for export. 

But it is not all smooth sailing in Da- 
an, despite the fact that Mayor Wei Fuhai 
; a Japanese speaker and highly respect- 
d in the city’s Japanese community. 
1.January, Japanese businessmen were 
ummoned by municipal security au- 
iorities to. discuss anti-terrorism precau- 
ons related to the Gulf War. At the meet- 
1g, a Chinese official used the opportun- 
y to upbraid some businessmen by name 
x patronising prostitutes. The official al- 
‘ged that name cards had been found in 
1e possession of women arrested in a 
tackdown on “unhealthy tendencies.” 

The incident has angered Dalian’s Ja- 
anese community. At least three Japan- 
sé businessmen in Dalian are believed 
) have been asked to leave China for re- 
ited reasons, and some Japanese com- 
lain they are being unfairly singled out 
mong foreigners in the city. 

- But Chinese officials familiar with the 
icident suggest that Japanese need a bet- 
understanding of the political situation 
i the city. “We're under a lot of pressure 
3. well,” an official points out. “It would 
2. dangerous for us if we were seen as 
ft on the Japanese.” E Robert Delfs 











ECONOMIC RELATIONS 


Japan’s heavyweights dominate export business 


aces 


Trading pl 


By Louise do Rosario in Tokyo 


j= trading companies, or sogo 








shosha, are the cornerstone of its China 

trade. But they have succeeded in 
China at the expense of small to medium- 
sized Japanese companies that once domi- 
nated the business. 

The top-five trading companies — C. 
Itoh & Co., Marubeni Corp., Mitsui Corp., 
Mitsubishi Corp. and Sumitomo Corp. — 
account for 50-60% of the US$18 billion bila- 
teral trade between China and Japan, ac- 
cording to Japanese statistics. They domi- 
nate in the trading of oil, coal, steel and 
foodstuffs. Each company has more than a 
dozen joint ventures in China. 

Competition among these big trading 
companies in China is tough. They go after 
the same small number of big-ticket items 





Japanese ships unloading in Shanghai. 


financed by Japanese soft loans and court 
the same few Chinese companies. 

C. Itoh, which accounts for about 10% 
of Japan’s trade with China, is ahead of the 
pack because it has been in the country 
longer. The company’s trade with China 
amounted to about US$2.5 billion last year, 
followed by Marubeni, Mitsui, Mitsubishi 
and Sumitomo with trade volumes of 
US$1.7-1.8 billion each. These figures in- 
clude third-country trade. 

The companies carry roughly the same 
kind of commodities, though each has cer- 
tain strengths. For example, Mitsui is the 
main trader of foodstuffs, machinery and 
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chemicals, while Mitsubishi is strong in 
crude oil and machinery. But with the dras- 
tic drop in China’s demand for machinery 
and steel last year, both companies’ exports 
to China plunged. 
The sogo shosha have been bolstered in 
China by the wealth of business informa- 
tion they have obtained about the country, 
which has little direct Japanese investment. 
They have skillfully built important connec- 
tions to China's bureaucracy, and their ex- 
tensive office network in the country is un- 
r'valled. These strengths ensure that the 
companies will not be easily bypassed in 
China by other Japanese companies. 











of the trade between China and: Japan be- 
fore the normalisation of relations between 
the countries in 1972, have had their market 
share cut to about 10%. Large. manufactur- 
ers such as Toyota Corp. and Nippon Steel 
Corp. account for the remaining 30-40% of - 
business. Q 
The friendship companies served as im- 
portant political and economic bridges be- = 
tween China and Japan before Peking in- 
itiated its open-door policies. But long ties 
with Chinese organisations are not enough 
today to meet the increased competition in 
China trade. 
About 200 friendship companies are in. 
business, according to Hattori Kenji, ase 
tion chief at the Japan-China Association 
on Trade and Economy. And competitive 
prices and cheap financing are just some of 
the areas where the companies find it dif- 
ficult, even among themselves. ae 
In a bid to survive, some friendship. _ 
companies have shifted business to other | 
communist countries, though not witho 
much success. The best examples are Toko 
Bussan Co. and Western Japan Trading 
Co., which are facing severe problems in 
opening up new markets. Wako Koeki, 
which went bankrupt last year, is another: 
example. 
Hattori says friendship companies have 
just two ways to survive in China: s 
cialise in only a few products handled by 
long-time suppliers or work together with 
the sogo shosha. Some analysts believe 
friendship companies will disappear with 
the demise of top executives, whose per- 
sonal connections are vital to the com 
panies’ success. 
Moreover, competition between friend 
ship companies and the sogo shosha is 
comparative to a match between David an 
Goliath. Each of the top five trading co 
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panies has offices strategically located 
_ throughout China and a Japanese staff 
. “alone of 40-50 people. Two-thirds of the 
‘friendship companies have fewer than 10 
employees. 
~... The sogo shosha can also easily pay 
_ the high rates demanded by Chinese au- 
thorities for rent and Chinese staff even 
if their trade with China is not profitable. 
~ The trading companies refuse to disclose 
= any losses they may have incurred in 
China 









Nonetheless, China accounts for only 4- 
6% of the total foreign trade of Japan's top 
18 trading companies. Southeast Asia, by 
= contrast, ears for about 30% of their 
_ “Worldwide business. 
u One reason the trading companies look 
elsewhere in Asia, according to executives, 
_ are the inconsistencies in quality and quan- 
-tity of products resulting from confusion in 
-China's trading system. While other for- 
_ eign traders may want a bigger and richer 
-< China market, “we just wish it were a little 
~ more stable,” an executive says. 
Executives also complain about Chinese 
restrictions on the sogo shosha. The com- 
panies’ China branches are only allowed to 
serve. as liaison offices, meaning transac- 
tions must be finalised at their headquarters 
in Japan. 


nvestment in China by the trading 
companies also has been limited. They 
¿W are usually minority shareholders in 
joint ventures such as hotels that have se- 
cure. sources of foreign-exchange earnings. 
‘The investments are also usually small in 
scale, with few ventures exceeding US$5 
million in paid-up capital. In recent years, 
however, the companies have moved into 
‘the manufacturing of such items as textiles 
and toys for export to Japan. 
~ ‘Despite the small trade and investment 
“volume of the trading companies, execu- 
tives say they still recognise China's 
_.. strategic importance and long-term poten- 
tial. But they have more realistic expecta- 
tions towards China after the debacle of 
Shanghai's Baoshan steel plant in the early 
1980s, Many of the companies were hit 
hard financially when the ambitious Japan- 
ese-constructed plant was scaled down be- 
cause of China’s economic difficulties. 

The trading companies have reduced 
` staff in their China sections because of Pe- 
_.. king's economic and political stalemate in 

.. the past two years, but the number can be 

increased quickly if there is another China 
boom. To this end, they are training a pool 
of Chinese-speaking staff. © 
Mitsui, in a show of commitment to 
<C China, has even upgraded its manager in 
. China to board-member status, according 
-to K. Yokobori, general manager of the 
company’s. China operations. . The. com- 
pany had only two other overseas offices, 
». London and New York, with chiefs of the 
game grade. s 
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POLICIES 


Indonesian central bank rallies behind cartel 


Tying the clove hitch 





By Ac Adam Schwarz in Jakarta 





jhe Indonesian Government has 

thrown its weight behind a newly 

created clove-trading monopoly that 
has been locked in battle with the nation’s 
manufacturers of kretek cigarettes over the 
price to be paid for cloves. 

On 8 April, Trade Minister Arifin Siregar 
announced that Bank Indonesia (BL, the 
central bank) would supply Rps 493 billion 
(US$255 million) to the Clove Support and 
Trading Board, known as the BPPC, to help 
prop up clove prices. The action followed 
by only three days an instruction from Pre- 
sident Suharto that ministries and govern- 
ment bodies should work together to en- 
sure the success of the BPPC, a semi-private 
body headed by the president’s youngest 
son, Tommy. Siregar said the government 
was prepared to put in more money if 
needed. 

In a related move, the government also 
announced minimum-price schedules for 
kretek cigarettes that will raise leading 
maker's prices by, in some cases, as much 
as 100%. 

For the largest cigarette manufacturers, 
both pieces of news are bad. Government 
funding of the clove monopoly will assure 
its viability, at least for the immediate fu- 
ture, enabling it to carry out its avowed aim 
of setting a floor price for cloves. Although 


most kretek companies currently have large 
stocks, they will be forced later this year to 
buy from the BPPC at prices higher than 
those they have paid directly to farmers in 
the past. The higher mandated cigarette 
prices will meanwhile leave manufacturers 
little flexibility on pricing by which to pass 
on their rising input costs. 

Both actions have been portrayed as 
helping Indonesia’s small businesses — 
by guaranteeing prices for the many 
thousands of clove growers, and helping 
smaller kretek manufacturers to expand 
their market share. The Big Four, Gudang 
Garam, Djarum, Bentoel and Sampoerna, 
control about 85-90% of the kretek market. 

Some economists, however, have been 
deeply critical of the moves. “What the BPPC 
will accomplish is a permanent increase in 
supply and a permanent decrease in de- 
mand,” one economist said. “From an eco- 
nomic standpoint, the whole idea is a dis- 
aster. Barring recurring natural disasters, 
there is no way the BPPC can finance itself 
over the long run.” 

The BPPC was set up in January. In addi- 
tion to Tommy Suharto, its members are 
state-owned Kerta Niaga, some rural-based 
cooperatives and four private firms, one of 
which is controlled by the two sons of 
Radius Prawiro, Indonesia’s coordinating 
minister for economic. affairs. Since 1980, 
Kerta Niaga has had responsibility for en- 





To the delight of New Zealand consum- 
| ers accustomed to high prices even for 
broken-down rustbuckets, some 85,000 
secondhand Japanese cars were imported 
in 1990. Importers of new cars and car as- 
semblers blew a gasket, however. Their 
sales dropped 12% to 74,000 units in 
1990, and they are projected to slide to 
67,000 units this year. 

The influx of secondhand Japanese 
cars has given the country’s six as- 
semblers of new cars a much smaller 
market in a country of 3.1 million people 
and a deluxe headache. General Motors 
Corp., the giant US carmaker, stopped 
assembling last year, and analysts believe 
another top assembler is likely to call it 
quits this year. 





NEW ZEALAND TRADE 


Road to ruin? 


Spokesmen for the assembly industry 
are crying foul, blaming their woes on 
the government, which they say 
weakened their position substantially in 
1988 by allowing individuals to import 
one car apiece, The industry had previ- 
ously been’ protected by a near-blanket 
ban on imports imposed in the 1930s. 

To be sure, assemblers are still pro- 
tected some by the government. Their car 
kits, which are mostly Japanese, are 
duty-free, compared with a 35% duty on 
completely: built cars. 

But assemblers. say secondhand im- 
porters cheat on their duty charges by 
understating the value of their cars. The 
Customs Department estimates that 80% 
of ‘the cars have had their odometers 
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suring clove prices did not fall below Rps 
6,500 a kg, a task at which it often failed. 

The kretek manufacturers’ association, 
Gappri, had been invited to join the BPPC 
but refused. Its refusal also to do business 
with the cartel — resulting in enormous 
working capital costs for the BPPC — is said 
by industry sources to have angered Presi- 
dent Suharto and his son. “Raising [kretek] 
prices is one way of showing the big pro- 
ducers who's the boss,” one industry 
executive says. 

Under a Trade Ministry decree which 
went into effect on 1 April, the minimum 
price for cigarettes sold by Gudang Garam 
and Djarum, the two biggest producers, is 
set at Rps 65 a cigarette; for Bentoel and 
Sampoerna, it is Rps 45. Smaller manufac- 
turers, depending on size, have lower 


now obliged to sell kreteks in packs of 

12 or 16 cigarettes; previously, package 
size was unregulated. Gudang Garam and 
Djarum will have to raise the price of their 
most popular brands, which now sell for 
about Rps 400-550 a pack, to Rps 800 for a 
pack of 12. 

Under its terms of reference, only the 
BPPC can buy cloves from farmers and local 
cooperatives, and all kretek makers must 
buy cloves from the Bppc. Cloves account 
on average for about one-quarter of kretek 
manufacturers’ costs and were selling for 
Rps 56,000 a kg at the end of 1990. The 
BPPC has promised to pay at least Rps 7,000 
a kg to farmers and sell to kretek makers at 
Rps 12,500-15,000. 

The kretek firms on average have 10-12 
months’ supply of cloves in stock and have 
so far refused to buy from the BPPC. This 


È addition, the Big Four producers are 





Kretek makers: refusing to cooperate. 


has left the cartel sitting on a hugely expen- 
sive inventory of about 85,000 tonnes, and 
with no sales. Until kretek firms start buy- 
ing — probably in September or October, 
according to industry sources — the BPPC’s 
stocks, and funding needs, will mount. 

To cover these carrying costs, sources 
say, Tommy Suharto first asked BI governor 
Adrianus Mooy for a low-interest credit line 
of about US$600 million, but Mooy resisted. 
Then on 9 February, Tommy wrote to the 
Sultan of Brunei for a loan of Rps 1.2 trillion 
to cover BPPC’s first-year working capital 
costs. The sultan has not yet responded to 
the request; Tommy has said he will visit 
Brunei near the end of this month for dis- 
cussions on the subject. 

Economists say it is virtually certain that 
the BPPC will have to seek additional funds 





wound back, but it has been able to bring 
only a handful of prosecutions. 

The slugfest may not last much 
longer, since the government has 
deemed the assembly industry impor- 
tant to the country’s economy. A par- 
liamentary committee has already pro- 

a series of measures to help as- 
semblers, with which Industry Minister 
Philip Burdon has indicated broad agree- 
ment. 

The committee’s report will be studied 
by the cabinet in May, though a final de- 
cision may have to await a full tariff 
review, on which a working party has 
only just begun. The assembly industry 
is expected to be granted some of the 
concessions it wants, but at a price it may 
balk at paying. 

The committee says imports of 
secondhand cars from Japan should have 
a Japanese test certificate before export to 
New Zealand. This documentation 
should include prices and an odometer 


readings, and the penalties for falsified 
documents should be increased. The 
panel is urging that secondhand cars 
more than six years old be banned, with 
the exception of vintage cars. 

It is also recommending that impor- 
ters who are not licensed dealers should 
be penalised if they sell an import within 
a year. Specific duties should be set as an 
alternative to the ad valorem duty to 
eliminate underpayment of duty. 

The price to the assembly industry of 
such changes is to be a 10-year, 2%-a- 
year cut in tariffs on new cars to 15% that 
would begin next year. In 1990, the 
former Labour government announced it 
would cut tariffs to 30% in 1994. 

Assemblers say they would have to 
close down with a 15% duty, though 
some have said privately that they could 
live with a 25% charge. They already im- 
port large numbers of completely built 
imports, ranging from 10% to 57% of 
their total sales volume. Colin James 
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3 to manage its stocks and support prices in 


the face of a growing oversupply of cloves. 
Kretek makers are estimated to have total 
stocks of around 100,000 tonnes in addition 
to those held by the BPPC, while this year’s 
expected production of almost 120,000 
tonnes is likely to create a further surplus. 
Consumption by kretek makers is pre- 
dicted to be 80-90,000 tonnes. 

The manufacturer's inventory-building 
last year kept prices at about Rps 6,000 a kg. 
But in a free market that level is likely to be 
unsustainable. Clove prices in areas where 
the BPPC has yet to set up an office have fal- 
len to as low as Rps 2,500 a kg. 

However, with the BPPC now promising 
to buy cloves at Rps 7,000 a kg or higher, 
supply is likely to soar, economist Anwar 
Nasution says. Clove trees left untouched 
in earlier years will be harvested while 
farmers will rush to plant more trees, en- 
suring a boom in clove supply in five to 
seven years’ time, he predicts. 

Yet in the meantime, demand for the 
crop is expected to shrink as higher clove 
prices lead kretek makers to shift more of 
their production to all-tobacco cigarettes. A 
small, but growing anti-smoking campaign 
will also dent demand over the long term. 
Industry executives estimate that the slide 
in total dove demand may reach 15% this 
year compared with last. 

Tommy Suharto disagrees with this 
analysis. “Smokers will not be able to 
smoke less [if prices go up],” he told Editor 
magazine. “It would be like ordering peo- 
ple not to eat rice. Very difficult. The most 
that could happen is that smokers will 
choose cheaper cigarettes. This means that 
the market share of individual kretek pro- 
ducers will change but total cigarette de- 
mand will stay the same.” 

Economists critical of the BPPC’s creation, 
however, say the big losers will ultimately 
be the farmers whom the monopoly is os- 
tensibly designed to help. Once the supply- 
demand imbalance becomes too great, 
these economists say, the government will 
be forced to put quotas on the amount of 
cloves it can buy through the BPPC. Prices of 
stocks it cannot purchase will plummet. 

Although most clove farmers are not 
totally dependent on the spice — a factor 
which would cushion the effects of an 
eventual price fall — the political repercus- 
sions could be significant. “The govern- 
ment is raising farmer's tions now, 
only to be dashed with a vengeance later,” 
one analyst says. 

“The irony,” adds one kretek company 
executive, “is that Tommy and the other 
private firms in the BPPC said originally that 
the clove farmers needed them because the 
government — through Kerta Niaga — 
couldn’t afford to prop up clove prices. 

“Now Tommy gets his monopoly and 
goes straight back to the government for 
funds. The government could have done 
that by itself.” a 
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Manila to revamp rules on foreign investment 


Change of attitude 





By Rigoberto Tiglao in Manila 


T he Philippine “Congress is is ‘poised to 





approve new legislation that will 
overhaul the barriers to foreign in- 
< vestment for the first time in 20 years. It 
"marks a sea change in attitude by a nation 
which has viewed overseas participation 
“in the domestic economy as synonymous 
with US economic imperialism or Marcos- 
era parasitism. 
Two different bills have passed the two 
chambers of Congress, with a unified ver- 
“sion likely to be drafted next month for 
“enactment into law before Congress ad- 
journs on 6 June. The main element of the 
`- proposed legislation is the removal of the 
discretion of Board of Investments (BO!) to 


__ approve foreign investment. 


Under the Omnibus Investment 

Code, introduced during the Marcos 
years and revised by the Aquino ad- 
ministration in 1987, the Bol holds 
the ultimate authority over any 
100% foreign investment in export- 
oriented industries or “pioneer” pro- 
jects. It has been viewed as hostile to 
ouside investment, rather than sup- 
‘portive of it. 
The World Bank supports the 
“proposed changes, arguing that a 
“transparent approval procedures 
would make a considerable differ- 
ence in the attitude of foreign in- 
vestors.” Under the present system, 
says the bank, “direct foreign in- 
vestments is approved virtually on 
“a case-by-case basis, does not pro- 
‘vide clear signals and gives too 
» -much discretion to the approving 
authority.” 

According to Sen. Vincente Paterno, the 
“head of Senate Committee on Economic Af- 
-fairs and the main proponent of foreign-in- 

vestment reforms, the new law “will attract 
Asian investors who don’t want to worry 
about all the legalities and bureaucratic ins 
and outs. 

Both bills will include a so-called “nega- 
tive list” covering those sectors of the econ- 
omy where foreign investment will be 
either prohibited or restricted to 40% own- 
ership because of constitutional provisions 
or existing laws. These restrictions will 
apply mainly to land ownership, mass 
media, public utilities, natural resource- 
based industries and the financial system. 

Uncertainty about the extent of foreign- 
capital levels in Philippine business, how- 
ever, appears to be a major reason for the 
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differences between the reform packages 
passed by the Senate and the House of 
Representatives. 

In the Senate version, the National Eco- 
nomic and Development Authority (NEDA) 
would have six months after the bill be- 
came law to draft a “negative list.” The list 
would apply for three years and would rely 
on such exclusionary criteria as the 
“strategic nature” of the investment and 

“areas where Philippine enterprises 
adequately serve the needs of the economy 
and do not require foreign investments.” 
The latter categories have not been 
specified, but they are assumed to include 
the textile and light-manufacturing sectors. 

In contrast, the House of Representa- 
tives’ bill would give the NEDA two months 
to draw up a shorter, temporary “negative 


Warmer welcome in Philippines 








list.” This list would consist primarily 
of industries where foreign investments 
are restricted under the constitution, 
such as land ownership and utilities, or 
under existing laws, such as the banking 
and retail trade, or for firms with assets of 
P5 million (US$177,935) or less. After the 
two-month period, the House bill would 
give the NEDA five years to draw up a 
longer list, based on criteria similar to the 
Senate version. 

“Our concern,” says Paterno, “is that 
without consensus on which industries we 
want to restrict to [Philippine] nationals, we 
might just create a backlash from local cap- 
ital which could result later on in the scrap- 
ping of the entire spirit of the law.” Paterno 
and his Senate colleagues are concerned 
that the House’s short list will effectively 
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allow foreign investors to jettison their local 
partners. 

Although there is a widespread belief 
that foreign investment in the country is 
woefully small, the scope for skirting for- 
eign-investment restrictions makes it dif- 
ficult precisely to quantify what foreigners 
own. The government lacks an efficient 
system for monitoring the stock — as op- 
posed to flow — of foreign investments ir 
the country. 

The central bank began tallying remit: 
ted-foreign investments (as opposed to BOF 
approved investments) only in 1970. The 
REVIEW estimates that foreign investment ir 
the country stands at P116.3 billion as o! 
end-1989, based on the stock of foreign cap- 
ital recorded at the end of 1970. 

Assuming most of these investments 
are in the country’s largest firms, foreigr 
equity would represent about a third of the 
net worth of the top 1,000 firms. Contrary 
to most reports, the US represents easily 
the largest amount of fixed investments 
worth US$2.4 billion, since most calcula 
tions fail to factor in the reinvestment by US 
firms prior to 1970. Japanese investmen 
would be second, standing at US$520 mil 
lion. 

Since gaining independence frorr 
the US in 1946, there has been z 
deep suspicion in the Philippine: 
about the role and value of foreigr 
capital in the domestic economy. US 
firms ensured their commanding 
role in the post-1946 economy 
through socalled parity right: 
which granted Philippine-nationa 
status to US citizens, including the 
right to own land. 

This 25-year arrangement, whick 
was imposed by the US Government 
as a condition for the granting of re 
construction funds, expired in 1974, 
though such key sectors as- coconut 
oil production, petroleum. refining 
and durable consumer products in 
dustries were dominated by US en- 
terprises for some years afterwards. 
Influential Philippine intellectuals for 
decades perceived the presence of US mili- 
tary bases in the country as merely security 
garrisons for US commercial interests. 

To prop up a failing economy, former 
president Ferdinand Marcos wooed Japan- 
ese companies by arranging for the estab- 
lishment of joint ventures between his 
cronies and firms such as Toyota Motor 
Corp., and by setting up export processing 
zones mainly for low-end assembly and 
garments manufacturing. But Marcos had 
to balance the dire need for foreign invest- 
ment against the requirements of domestic 
oligopolists demanding protection from for- 
eign competition. 

Many Filipinos, aware that their country 
offered the region’s most internationalised 
managerial corps and labour force, came to 
to view foreign investment as being directly 
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The NCR System 3000 lets you add processing power in 
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sive ones. It brings this step-change in technology to a 
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responsible for the country’s underde- 
velopment. 

- The Bot, which was established by the 
government in 1968, began to exercise its 
considerable authority fully in the early 
1970s, when local business elites, with the 
tacit support of entrenched US companies, 
blocked. the entry of formidable foreign 
competition. 

. This chronic mistrust of foreign invest- 
ment was mirrored by concerns about poli- 
‘tical instability in the Philippines among 
ntial investors, particularly after the 
assassination of Benigno Aquino in 1983. 
As a result, the massive shift of Japanese 
capital into Southeast Asia after the revalu- 
ation of the yen in 1985 bypassed the 

| Since then, other Asian investors have 
suffered from this national ambivalence to 
foreign investments and from the legal 
complications brought about by the BOTs 
role as regulator of overseas capital. 

For example, Taiwan-based USI Far 
East's now-aborted plans to build the coun- 
try’s first naphtha-processing plant were 
scuttled’ mainly because of a conflict 





between one segment of government — 
the Bo! and the central bank, which was 
eager to provide liberal investment in- 
centives — and a faction in Congress that 
included former officials of the Aquino 
government who believed the government 
should exercise close control over the 
ownership of a purportedly strategic enter- 
prise. 


ing on the case, which upheld one 

congressman’s argument that the 
proposed naphtha site could not be 
changed, was based on laws giving the BOI 
wide discretion in regulating foreign invest- 
ments. 

Indirectly, both versions of new foreign- 
investment procedures could avoid such 
controversies: if the petrochemical industry 
is not included in the negative list, foreign 
owners would have unfettered discretion in 
choosing a plant site. 

As it stands, new foreign capital invest- 
ments are now mostly limited to multina- 
tionals, or small entrepreneurs able to 
avoid foreign-investment restrictions, leg- 


T he 9 November Supreme Court rul- 





INDUSTRY 


Malaysian minster mulls listing ruling 


Counter moves 





alaysian Finance Minister Datuk 

Seri Anwar Ibrahim is being urged 

by some bureaucrats to overturn a 
rule limiting to 10 the number of listed 
brokers on the Kuala Lumpur Stock Ex- 
change (KLSE). 

Anwar is believed to be considering the 
option: even though it could place him at 
odds. with his predecessor, Datuk Paduka 
Daim Zainuddin. 

“My sense is that Anwar will reverse 
the policy,” a source close to Anwar and 
Daim says. “Brokers have made a lot of 
“noise, and civil servants are very sympathe- 
tic.” Daim introduced the unpopular rule 
-on 14 March, one day before his official re- 
tirement from the cabinet. 

It drew immediate sharp criticism from 
the securities industry, especially from 
brokerages that had been counting on a list- 
ing to bolster their paid-up capital require- 
ments in line with new government 
guidelines. 

<o Daim defended his decision, arguing 
that it would encourage brokerages to 
merge and otherwise strengthen their oper- 
ations to comply with the tougher capital- 


adequacy ratios. 
The country’s 54 brokerages have until 
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30 June to raise their paid-up capital to a 
minimum of M$20 million (US$7.27 mil- 
lion). 

Rashid Hussain, Kimara Securities, TA 
Enterprise and Malpac are currently listed 
on the KLSE. Five other brokerages — 
O. S. K. Holdings, Omega Holdings, Apex 
Equity Holdings and Zalik — have received 
listing approvals from the Capital Issues 
Committee. This leaves one spot to be 
fought over by the five brokers who want 
to go public. 

The controversy is a test for the new fi- 
nance minister. Analysts point out that the 
apparent willingness of Anwar, who has 
no previous experience in financial matters, 
to reconsider the ruling highlights his 
growing reliance on the advice of top minis- 
try officials. 

The growing clout of Finance Ministry 
civil servants may also affect the minister's 
relationship with Daim, a strong political 
ally who pressed Prime Minister Datuk Seri 
Mahathir Mohamad to have Anwar suc- 
ceed him. 

While Anwar and Daim are friends, 
sources close to the ruling United Malays 
National Organisation (Umno), say the 
men have “a complicated” relationship. 
Their friendship could become strain- 
ed as Anwar puts his own stamp on the 
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ally or illegally. At one end of the invest: 
ment spectrum are the many bars in: Mani 
la's Ermita tourist-strip and in expensit 
beach resorts such as Boracay, which a 
often controlled by foreigners usit 
dummy investors or their —_ wives 
this purpose. : 

At the other end are Philipp : banks, 
which legally ignore the limits set by the 
central bank on local borrowings by foreign 
firms. Local banks such as the Bank of the 
Philippine Islands have set up subsidiaries 
engaged in financial factoring — the selling 
of company receivables to another com- 
pany — that purchase at a discount multi- 
nationals’ inventory as a roundabout way 
of lending money. 

Paterno and his counterpart in the 
House of Representatives, Rep. Margarito 
Teves, are confident that a common bill can 
be drawn up soon which will allow for the 
legal entry of a host of foreign firms. With 
the implementation of a delayed tariff- 
reform programme, a new foreign-invest- 
ments law could form the legal critical mass ~~ 
needed to open up an essentially ene a 
and inefficient economy. e 


post Daim held for seven years: 
Sources say Daim, who has veined t the 
powerful post of Umno party treasurer, is 
engaged in behind-the-scenes discussions 
at the Finance Ministry on whether his ear- 
lier ruling should be allowed to stand. He 
has been quoted as saying that limiting the 
number of listed brokerages is the only way 
ae force compliance with the capital-adequ- ’ 
requirements. 2 
“He's afraid that unless you do that, 
brokers will need an indefinite period 
before they do anything,” according to 
a source close to the former finance minis- 
ter. 





Daim is said to be adamant about keep- > 
ing the rule since he already waived a re- 
quirement last year that brokerages havea 
five-year track record before being allowed 
to float their shares on the KLSE. 

Critics, however, charge that the 10- 
brokerage rule was created to give polit 
cally linked companies an inside track in: _ 
the securities sector. They allege that one ~ 
such brokerage is Zalik, which became one > 
of the last companies to qualify for a KLSE 
listing. Zalik is widely believed to have 
strengthened its ties to Umno in recent _ 
months. ; 

But Daim’s decision to proceed with: 
his brokerage policy reflected serious 
concern among at least some members of © 
the securities industry about whether the 
sector is strong enough to cope with the 
flood of new business resulting from the 
KLsE’s delisting exercise with Singapore last 

ear. 
: “My biggest fear is whether the industry S 
can cope with expansion,” the chief execu- 
tive of a major securities house says. Wo 
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: By Michael Taylor in Hongkong 


n a move that appears to be in n flagrant 

breach of the Sino-British Joint Declara- 
- M. tion, the Land Fund set aside for Hong- 
-kong’s post-1997 administration has invest- 
ed HK$795 million (US$102 million) in a pri- 
vate company belonging to the territory's 
“most powerful businessman, Li Ka-shing. 
: The move suggests that the fund’s bulg- 
ing reserves are up for both commercial 
and political gain. If so, it will make the 
- Land Fund a powerful player in a rapidly 
<- changing political economy. The fund has 
assets of more than HK$20 billion which 
are Bowing by more than HK$5 billion a 





Masding to a 16 April announcement, 

the Land Fund has bought a 6% stake in 
Hongkong International Terminals (HIT), a 
_ company in the stable of Lis Hutchison 
Whampoa. The deal leaves Hutchison hold- 
ing 60% of HiT, China Resources 10% and 
the Land Fund 6%. The deal suggests that 
_ the courtship between Li and the authorities 
_ in Peking has been given a huge helping 
- hand from the post-1997 exchequer. 
_ Tt is the second time the Land Fund’s re- 
‘serves have been mobilised to take a stake 
zin a Hongkong company. In 1988, eye- 
- brows were raised when the Land Fund 
spent. HK$255 million on shares in Hong- 
_kong Telecom disposed of jointly by the 
Hongkong Government and Cable & Wire- 
< less. However, in terms of size, opacity, 
and political significance, that deal is 
dwarfed by the investment in HIT. 
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: Hongkong’s post-1997 fund in controversial move 
Pass the port, comrade 


The Joint Declaration, under which the 
Land Fund was set up in 1985 to take in 
50% of the revenues from land sales during 
the final years of the colonial administra- 
tion, went to some lengths to circumscribe 
the use of the Land Fund. It states that the 
funds “shall be deposited in banks incorpo- 
rated in Hongkong and shall not be drawn 
on except for the financing of land develop- 
ment and public works in Hongkong.” 

It is difficult to argue that HIT is involved 
either in land development or public 
works. It is an unlisted company owning 
roughly 63% of Hongkong’s total port capa- 
city. Its main asset is Terminal 7 of Hong- 








mainland behemoth China Resources: Re 
cently, Hutchison has mooted the possibil 
ity of a joint bid by the two companies. Th 
decision is in the gift of the Hongkon:; 
Government. 

It has been made clear to the REVIEW b 
one of the investrnent advisers to the Lan 
Fund that its resources have not, and wi 
not, be used to finance large-scale publi 
works in Hongkong, such as the propose 
airport at Chek Lap Kok. 

Investments by the Land Fund have t 
be vetted by the Land Commission, corr 
prising three representatives each of th 
Hongkong and Chinese governments. Th 
Hongkong side is represented by: Grahar 
Barnes, outgoing secretary for planning 
environment and lands; Norman Gleeson 
registrar-general; and Peter Lai, deputy sec 
retary for constitutional affairs. 

Since the deal appears to have driven ; 
coach and horses through the Joint Declara 
tion, it is difficult to believe the Land Com 
mission decision was reached without diffi 
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kong’s Kwai Chung port, which was com- 
pleted in November last year and is ex- 
pected to be fully utilised by 1993. 

Bids are being prepared for Terminal 8. 
The two major bidders are Hutchison and 
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culty. However, neither Barnes nor Gleeson 
was available for comment, while Lai wa 
visiting mainland China at the time thi 
REVIEW went to press. 

The Sino-British concord directs tha 








POLICIES 


The Singapore Government, in a bid to 
bring more hi-tech industry to the city- 
state, has announced plans to invest its 
own money in joint ventures with multi- 
nationals. The first significant deal, a 
sophisticated computer chip-manufactur- 
ing plant, was announced on 11 April. 
The Economic Development Board 
(EDB) has taken a stake in a four-way, 
‘© US$330. million joint venture involving 
‘Texas Instruments Corp. and Hewlett- 
“| Packard of the US and Canon Inc. of 
` Japan to build a wafer-fabrication facility 
to manufacture advanced four- and 16- 





Singapore chips in 


megabit dynamic random access memory 
chips in Singapore. 

The plant will also have the capacity to 
manufacture advanced logic semiconduc- 
tors — the cutting edge of hi-tech compu- 
ter technology. The chip factory is ex- 
pected to begin production by 1993. 

The EDB, which is under the country’s 
Ministry of Trade and Industry’, will hold 
a 26% stake in the joint venture, TECH 
Semiconductor Singapore, with Texas In- 
struments taking a 26% stake and Canon 
and Hewlett Packard a 24% stake each. 
The initial investment is expected to be 


about US$80 million, split equally among 
the four parties with the remaining 
amount likely to be borrowed. 

The plant will employ mostly techno- 
logy and personnel supplied by Texas In- 
struments, which will sell the chips pro- 
duced to the other partners in proportion 
to their equity holdings. Texas Instru- 
ments also has an option to buy EDs’s 
stake in the venture in the next five years, 
which if exercised would allow it to emerge 
as the majority owner of the venture. 

The EDB is primarily an investment- 
promotion agency rather than a company. 
It will likely sell its share in the new ven- 
ture to the other partners or on the open 
market. EDB has some small stakes in 
other commercial ventures. 

Texas. Instruments ‘has: entered into 
similar arrangements in other parts of 
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“matters on which there is disa tin 
the Land Commission shall be referred to 
the Government of the United Kingdom, 
and the Government of the People’s Re- 
public of China for decision.” The two gov- 
ernments have just concluded lengthy but 
apparently fruitless talks in Peking, cen- 
tring both on the airport and the finances 
of the Hongkong Government. It is not 

if the HIT investment was on the 
a i 
It is impossible to tell which side is en- 
joying the balance of political and economic 
benefits from the deal, since HIT enjoys the 
privacy of an unquoted company. How- 
ever, HIT is known to have invested about 
HK$10 billion in Hongkong port facilities, 
so it can be assumed that had the Land 
Fund paid anything less than HK$600 mil- 
lion for its 6%, it would have been paying 
less than book value. 

Both the Chinese Government and Li 
Ka-shing have plenty to benefit from get- 
ting on with each other. So far, however, it 
has not proved an easy relationship. Li has 
steadfastly refused to commit the future of 
his empire to China. Instead, he has prefer- 
red to make large one-off donations: to last 
years Asian Games, held in Peking, for 
example. 

Hutchison has, however, recently been 
considering investing in joint-venture port 
projects across the border, in Shenzhen and 
Pudong county. In January, Simon To, 
managing director of Hutchison China 
Trade, another private subsidiary in the Li 
empire, warned that negotiations involving 
“a lot of different departments and govern- 
ment agencies at the highest levels” were 
not going well. 

How much difference the Land Fund's 
6% stake will make to Hutchison’s judg- 
ment of the feasibility of the project, and 
how much, if any, of the Land Fund’s 
HK$795 million cash ends up in China will 
be worth watching. 5 


\sia, but with private-sector rather than 
jovernment participants. In Taiwan, the 
ompany has a manufacturing facility in 
ssociation with computer company Acer 
ac. and one in Japan in association with 
obe Steel. It also has had a strategic re- 
ationship with Canon and Hewlett Pack- 
rd in the manufacture of many other pro- 
lucts. 

When announcing the joint venture, 
DB chairman Philip Yeo said that it was 
ne board's hope that the establishment of 
ECH would help create a new group 
if support industries to encourage the 
yanufacture of advanced semi-conduc- 
ws. He added that other strategically 
imed projects may also be undertaken by 
ve newly created and government- 
inded Institute of Microelectronics. 

@ N. Balakrishnan 
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ECONOMIES 


Laos aims to reverse years of fiscal neglect 


The long haul 





By Murray Hiebert in Vientiane 
Te communist party's five-year re- 





form programme has finally given 

Laos’ backward economy a modest 
boost, despite the loss of massive amounts 
of assistance from the Soviet Union, long 
the country’s most important aid donor. In- 
flation has fallen, the exchange rate has 
stabilised, the rice harvest has increased for 
the second year, and Lao businessmen are 
more confident of the country’s economic 
prospects. 

Inflation dropped from 68% in 1989 to 
18% last year, according to State Bank di- 
rector Panee Yathotou. Foreign economists 
attribute this improvement to the govern- 
ment’s banking reforms and tighter fiscal 
and monetary policies. Money-losing state 
enterprises have had their credit cut, while 
excess cash in the market has been ab- 
sorbed by the offer of savings-deposit in- 
terest rates which are higher than inflation. 

The Lao kip, which lost nearly half 
its value in 1989, has stabilised at Kip 





Pepsi plant: foreign investment grows. 


700:US$1 for the past year. The govern- 
ment has stopped runs on local currency by 
allowing the free exchange of kip for gold 
and hard currency. 

Several good rice harvests have also 
helped slow inflation. Thanks to favourable 
weather and the party’s decision to de-col- 
lectivise agriculture, rice production rose to 
1.5 million tonnes last year. The country’s 
GDP is estimated to have grown roughly 
10% in 1990, an acceleration from 2.1% 
growth two years earlier. 

All this good news has won Laos about 
US$12 million in credits from the IMF, but 
these achievements cannot mask the coun- 
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try’s overwhelming problems. These in- 
clude weak infrastructure, a poorly trained 
work force and a lack of skilled managers. 
Together, these drawbacks continue to 
hamper economic development. Most of 
the renewed economic activity is centered 
in Vientiane and towns along the Mekong 
river, while little has changed for the sub- 
sistence farmers who make up the majority 
of Laos’ 4.1 million people. 

The government's budget deficit last 
year is estimated at roughly 60% of total ex- 
penditure, even though new tax policies in- 
creased government revenue by about 
800%. Because this deficit was covered 
mostly by foreign assistance, recent Soviet 
aid cuts could make it harder for the gov- 
ernment to pay its bills (it is already two 
years behind in salary payments to many 
employees in the countryside). 

According to Lao estimates, Vientiane 
received grant aid and credits worth Rbl 
571.7 million (US$974 million at the current 
rate) from socialist countries — chiefly the 
Soviet Union — during the five years end- 
ing last December. 

Soviet officials say Moscow has sus- 
pended all new economic assistance since 
January, though it will continue disbursing 
roughly Rbl 50 million not spent from the 
previous five-year plan. Most of the re- 
maining funds will be spent on education 
and health projects, while the Lao army 
will have to begin paying for its military 
equipment, spare parts and training from 
the Soviet Union. 

Moscow has also suspended its credits 
to Laos, which over the past 15 years have 
totalled Rbl 750 million, roughly three- 
fourths of the country’s foreign debt. “But 
we didn’t insist that Laos repay us im- 
mediately,” a Soviet diplomat says. “That's 
a question for the next century.” 

Trade between Laos and the Soviet 
Union will be reduced to around US$40 
million this year, about half the 1990 level, 
and will be calculated in hard currency at 
world market prices. 

During the past five years, Soviet ex- 
ports of oil, cement, vehicles and medicines 
totalled around Rbl 350 million, while Lao 
exports of tin ore, forestry products, coffee 
and agricultural products amounted to less 
than Rbl 60 million, according to Soviet fig- 
ures. Lao officials say Moscow has pled 
to provide Laos with only about 50% of its 
100,000-tonne oil needs this year, down 
from about 90% in the past. 

The Soviet economic crisis will force 
Laos to seek new markets in the capitalist 























~ world. Although the country’s foreign 
trade has increased since the economic re- 
forms were introduced five years ago, Laos’ 
exports in 1989 totalled only US$97 million, 
equal to less than half of its US$230 million 


i ~ import bill. 


Laos will not find it easy to reduce this 
massive trade deficit. The country’s earn- 
ings from its major exports — timber, elec- 
“tricity and coffee — have stagnated or de- 


dined in recent years as the government 


has tried to slow the destruction of the 
"country’s forests and Thailand has reduced 
-|= the price it pays for electricity. 
The fact that Laos is landlocked further 
_.hobbles its exports. Deputy Trade Minister 
` = Khamphan Simmalavong estimates that the 
cost of trans-shipment through Thailand 
or Vietnam increases the price of Lao pro- 
_ ducts by 60%, making them less competi- 
tive on the international market. In addi- 

tion, though Lao trade with Thailand 
jumped to about Baht 3.8 billion (US$148 
_: million) last year from Baht 566 million in 

- 1985, Thai taxes of 40-80% on Lao products 
make it difficult for Laos to expand its 


exports across the Mekong, Khamphan 


says. 
Vientiane hopes to increase its exports 


— -by inviting foreign companies to invest in 


Laos. Some 109 foreign-investment con- 
tracts, worth US$231 million, have been ap- 


-proved since the country’s foreign-invest- 


ment code was adopted nearly three years 
-ago, according to Bounthiem Phitsamy, 
deputy minister of external economic rela- 
tions. 





o far most of the contracts are small 

S ~ only five are worth more than 
US$5 million — and nearly half of the 

deals have been signed with Thai com- 


-panies interested in trading, forestry exploi- 


: oz tation and hotels and tourism, Bounthiem 
_ says. Twelve Asian and European garment 


-| fims have begun producing export-quality 


blue jeans and T-shirts in Laos, which is not 


subject to quotas in the EC. 

-> Several major Australian and US com- 
panies have come to explore mining pos- 
sibilities, and the government, with assist- 
ance from Australia, is organising a confer- 
ence in late April to publicise Laos’ signi- 
ficant mineral potential, including iron and 
tin ore, coal, gypsum, limestone, potash, 
gold and precious stones. Two foreign 
companies, Hunt Oil of the US and Enter- 
7 =, prise Oil of Britain, have already begun 
_ = searching for oil and natural gas. 

Some foreign businessmen have also 
taken over unprofitable enterprises 
privatised by the Lao Government. A com- 
pany from Thailand and another from 
Japan have joined a Lao firm in running the 
tin-roofing-sheet factory, while a Thai com- 
pany is leasing the cigarette factory. The lat- 
“ter has begun importing Thai tobacco, 
throwing Lao tobacco growers out of 
work. n 
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BUSINESS AFFAIRS 






ECONOMIC MONITOR: SINGAPORE 





Fears allayed 


ingapore’s trade-driven economy is 

showing surprising resilience in the 

face of the global economic slow- 

down and a recession in its major 
export market, the US. Having apparently 
weathered the worst of the downturn, the 
city-state is preparing for stronger-than-ex- 
pected economic growth in 1991. 

Minister of Trade and Industry Lee 
Hsien Loong on 5 April said the republic’s 
GDP grew about 7% in the first quarter of 
1991 compared with the same period last 
year. This, Lee says, is “much better than 
we had expected or feared.” 

Indeed, the government's official 1991 
GDP forecasts are for growth of between 3- 
6%. But Lee has been hinting that eco- 
nomic growth may be at the “higher end” 
of government forecasts, while private 








economists have been revising their 1991 
growth rate projections upwards by at 
least a percentage point, to the 6-7% 
range. 

Still, a 7% GDP growth rate in the first 
quarter would mean the economy is grow- 
ing more slowly than it has since 1988. The 
economy grew 11.1% in 1988, 9.2% in 1989 
and 8.3% last year. 

Detailed first-quarter figures are not ex- 
pected until late May, though Lee said all 
sectors showed strong growth, with the ex- 
ception of tourism, which was hit hard by 
the worldwide slowdown during the Gulf 
War. Trade data for the quarter, however, 
provides some clues on the performance of 
the Singapore economy, since the total vol- 
ume of trade is usually about three times 
the value of the republics GDP. 

Singapore’s trade with the developed 
economies of the West and Japan was 
hardly affected by the Gulf War. In Janu- 
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ary, total merchandise trade rose by 21.7% 
from the year-earlier period, to $$19.41 bil- 
lion (US$11.04 billion). Exports, which 
amounted to $$9.2 billion, increased 27.7%. 
Imports rose 16.7% to $$10.2 billion. 

In February, the latest month for which 
data is available, merchandise trade in- 
creased 10.6% from a year earlier to S$16.6 
billion, with exports up 9.7% at $$7.21 bil- 
lion and imports up 11.4% at $$9.36 billion. 
Also in February, a new three-month 
moving average adopted by the Trade 
Development Board (TDB) of Singapore 
showed a 23.4% rise in non-oil domestic 


exports. 
Exports. of certain computer compon- 
ents have been stronger than e . Be 


ports of two-inch disk drives, which are 
used in notebook computers, have been ex- 
ceptionally strong this year. 

Such positive trade data augurs well for 
the economy, as does the impressive per- 
formance of the Singapore stockmarket, 
which skirted record territory last month. 
Further, cheaper international oil prices 
should help keep a lid on domestic 
inflation. Inflation, which reached 3.4% in 
1990, up from 2.4% the year before, is ex- 
pected to decline slightly to about 3% this 
year. 

Wages, however, have been rising 
smartly in response to the near-full employ- 
ment levels achieved in the past two years. 
Salaries grew at an average rate of 9.4% last 
year and 9.2% in 1989, but the pressure is 
expected to moderate as the government 
relaxes its tight grip on the import of for- 
eign labour. 

Under a forthcoming quota system for 
the assignment of foreign workers, the gov- 
emment will increase the total number of 
foreign workers allowed in Singapore from 
the current 40% limit of company payrolls. 
The new system could bring more than 
50,000 new workers into Singapore, which 
has a total local workforce of about 1.3 mil- 
lion and a total foreign workforce of about 
200,000. 

The nation’s export-driven economy 
could also benefit from an expected 
weakening of the Singapore dollar against 
the US currency this year. The local unit, 
which strengthened about 9% against the 
US dollar in 1990, is currently trading at 
about US$1:S$1.75. 

A weaker currency in tandem with de- 
dining wage costs would help to maintain 
Singapore's export competitiveness and 
continue to attract foreign investors, who 
account for about 90% of investment in 
manufacturing. SN: Balakrishnan 
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BRIEFING 


Cojuangco regains seat 

on San Miguel board 

> The Philippine Supreme Court on 16 
April paved the way for Eduardo 
“Danding” Cojuangco to regain his seat on 
the board of San Miguel Corp. Cojuangco, 
a former Ferdinand Marcos associate and 
now possible presidential candidate, was 
chairman of the beer conglomerate before 
g the country in 1986. The court ruled 










Miguel stockholders’ meeting due to be 
held on 19 April though the sequestration, 
Preventing dissipation of the shares, 
remains in effect. The Cojuangcos hold 
17.3% of San Miguel — dwarfing the 3% 
family stake of present chairman Andres 
Soriano — and would be entitled to three 
of the 15 board seats. On court orders, 
three seats are to be vacated by nominees 
of the Presidential Commission on Good 
Government (PCGG), which sequestered 
the Cojuangco stake in a probe of Marcos 
cronies’ business dealings. Cojuangco is 
still seeking control of a 31% San Miguel 
stake held by companies administered by 
United Coconut Planters’ Bank. These 
shares also have been sequestered by the 
PCGG. 


ADB loans for China 

remain in limbo 

» The board of the Asian Development 
Bank (ADB) on 16 April declined to act on 
two long-delayed loans to China. The 
loans, totalling US$137.5 million, are 
intended for railway construction in 
southern China and for the Nanpu bridge 
in Shanghai and have been held up since 
the Peking massacre in June 1989. The US 
and several West European nations, which 
remain o to unfreezing the loans, 
had lobbied against the board taking action 
before the ADB annual meeting in 
Vancouver on 24-26 April. Bank president 
Kimimasa Tarumizu had publicly stated 
that he hoped the loans could be approved 
before then. 


Bush cites Pakistan 

to support aid reform 

» Citing Washington’s forced suspension 
of aid to Pakistan, US President George 
Bush submitted a bill to Congress on 12 
April to revise a 1961 law governing 
foreign assistance. Aid to Pakistan, a 
traditional beneficiary, was suspended last 
October because Islamabad is suspected of 
developing nuclear weapons. The Bush bill 
takes aim at an “earmarking” procedure 
which has allowed Congress, under a rigid 
formula, to allocate more than 90% of US 
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foreign aid to just a few countries. In a 
letter accompanying the bill, Bush 
proposed the elimination of a rule that 
requires presidential certification of nuclear 
compliance, though he promised he would 
continue to insist that Pakistan halt its 
nuclear arms programme. 


World Bank may delay 

credit for Bangladesh 

> The World Bank is likely to stall its 
approval of a US$75 million aid credit to 
Bangladesh because of the new 
government's opposition to wB-proposed 
reforms that had been agreed by the 
former Ershad regime. The new 
administration of Khaleda Zia stated its 
objections to a WB team which visited 
Dhaka in early April. A wB proposal to end 
concessionary bank credits has drawn a 
particularly strong reaction from the 
private sector. Other reforms sought by the 
bank include the elimination of a passbook 
system which allows industrial importers 
to import at a lower margin and avoid 
advance tax. 


Business indicators 








Two Koreas open way 

for first direct trade 

> The two Koreas will shortly engage in 
direct barter trade for the first time since 
the end of World War II, the Seoul-based 
National Unification Board (NUB) said on 10 
April. It said it had approved a proposal by 
Chonji Trade Co. to ship 5,000 tonnes of 
rice to Nampo, North Korea, in return for 
30,000 tonnes of coal and 11,000 tonnes of 
cement. Previously the two nations have 
traded only through third countries, 
usually Hongkong or Singapore. The NUB 
said Chonji signed contracts in Tokyo on 
29 March with North Korea’s Kumgangsan 
International Trade Development Co. 
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China posts sharp rise 
in industrial growth 
> China registered industrial growth of 
16.4% in January and February — three 
times the level of a year earlier, according 
to official statistics. The sharp acceleration = 
shows that last year's credit loosening is > 
having its effect, and the economy is now 
in danger of overheating again. Retail sales 
grew even more markedly in the first two 
months, up 14% compared with a 2% drop. 
in the same period last year. Retail-price 
pl aa meanwhile, has been averaging 
% for the past three months, triple the 
1950 full-year average of 2%. Fearing a LS 
return to inflationary growth, Peking has 
severely reduced tet lending by state banks = 
since December, according toa Guangdong 
economist. ane 





Jakarta awards contract. 
for port expansion 

> Indonesia has awarded to a private . 
consortium the contract to expand Jakarta’s 
Tanjung Priok port, the country’s largest. 
The consortium, Samudera Reksa Buana, 
is led by President Suharto’s youngest son. 





= Tommy. Transportation Minister Azwar ` 


Anas said the project would require a total 
investment of US$825 million but he did 
not specify when construction would 
begin. The expansion will increase total 
wharf length at Tanjung Priok from 
1,750 m to 3,350 m. 


Japan’s Oji Paper 
reduces working hours a 
> Ina move likely to be followed by others, 
Oji Paper Co. of Japan announcedacutin o 
employees’ working hours from 1,869.a 

year to 1,799 and an increase in annual 

leave days from 98 to 108. It plans to a 
accommodate the changes by redistributing 
manpower and streamlining production. . 
The move is expected to be copied by other 
companies as a partial trade-off against 
demands for higher pay in this year’s 
spring wage negotiations. 














Taiwan firm raises loans 

after scuttling bond issue 

> Taiwan's President Enterprises Corp., 
having abandoned plans for a US$130 
million convertible-bond issue, is turning 
to local and foreign banks to finance its © 
purchase last year of Wyndham Food Inc. © 
President has concluded five-year contract 
loans with 18 banks — US$40 million from 
Taiwan banks and US$80 million from 
banks in Europe and Japan — to repay =. 
Canadian Imperial Bank of Commerce for’ 
the Wyndham purchase. oo 
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% change previous 3 months 42.7 na. +27 SAD oe SQ EE 32.0 š 
% change year earlier. +6.9 42.2 +113 WA Ree E 20 43.6 
; Money Supply (3) : : EE gs SO oe 
“A$201.83b(9) (dan) amt 361.28 (Jul-Sept) HK$554.10b (Feb} Fis2.61t(9} (Feb): Rps83.26t Dec} 211 (Dec). MSEE.O7S Now) 
: A pews mth : 4.3 À +7.9(10) +04 18 : ae Qo rae 
‘Y change year eatliet 5s +104 EE +17.5 +465 Be 
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Crusty crustaceans 


istorically speaking, what Hong- 
kong tycoon Li Ka-shing wants, 
Li Ka-shing gets. Even (he must 
have thought) if it is a transpa- 
rently stingy privatisation offer for Caven- 
dish International. He was wrong. 
- Cavendish is a random collection of po- 
tentially lucrative property assets, a chunk 


of Hongkong Electric and the Hongkong 
' Hilton, and 43% of the Li family stake in 


Canadian energy group Husky Oil. 
The offer, pitched at HK$4.10 (52.6 US 


| cents) a share — 15% below Cavendish’s 
„net asset value, by the most conservative 
reckoning 
Shareholders on 10 April. Shroff offers 
-three cheers for the shareholders (one 
likened Lis treatment of minorities to 


— was rejected by minority 


“crabs being squashed by a boulder’) who 


¿spotted a stinker when their independent 
adviser Schroders Asia could or would not. 


Shroff does, however, worry about the 
aftermath. At best, Cavendish was a one- 
trick stock — and that trick has failed. If 
Cavendish was a ragbag of assets waiting 
to be privatised before, now it is merely a 
ragbag of assets waiting to be parcelled out 


“among Lis other companies, perhaps at 


‘prices not subject to the scrutiny accom- 


_ panying a privatisation bid. 


Shareholders’ suspicions about the deal 


-< were probably not assuaged after receiving 
advice from Schroders. After all, the mer- 
-chant bank has a rather chequered track-re- 
cord in its advice to minorities. Among its 


other achievements, Schroders can point to 


< the advice it gave minority shareholders of 
Paladin in 1989. It advised hapless Paladin 
holders to vote for a reverse takeover of its 
‘New Zealand parent, a firm on the brink of 
-going bust. Several Paladin directors were 

censured, Schroders was not. 


More recently, Schroders advised 
minorities of financial intermediary Hong- 


_ kong Building and Loan Agency to accept 


an offer by Man Pacific to buy a 62.1% stake 
the firm without paying a premium for 


its listed status. On the same day the offer 


went unconditional, it was announced that 


| Schroders had arranged a HK$600 million 








refinancing facility predicated on the suc- 
cess of the takeover. 

To be fair to Schroders, it might have 
been right on one point: no one other than 
Li is likely to offer Cavendish shareholders 
the value for their shares they deserve. 


| That still does not absolve the merchant 


bank for recommending that minorities ac- 
cept Li's offer ex-dividend only days after 


“Cavendish had reported a 43% rise in earn- 


ings, mainly from the 1990 sales of lower- 


end Hongkong apartments and the dis- 
posal of the firm’s interest, for a HK$143 
million profit, in Cable & Wireless. 

@ Jonathan Friedland 


Some tidy minds at the Korea Stock Ex- 
change (KSE) have set up a three-man de- 
partment to collect rumours, in an effort to 
educate investors about the difference be- 
tween fact and fiction. KSE staff pick up the 
tittle-tattle from brokers on the exchange 
floor and then dutifully check with the listed 
companies if the information is correct. 

The statistics on rumours are published 
every three months in the newspapers as a 
warning to investors not to act on the basis 
of ill-founded gossip. One headline above a 
report on the figures for the first three 
months of this year stated, with pardonable 
inexactitude, that the KSE had found 80% of 
the rumours to be false. 

But the media seems to be missing the 
story. The point is not that 77% of the 
rumours in the period were incorrect, but 


Jungle drums 





L] True rumours 
Ee False rumours 





that 23% of them were true. In the third 
quarter of 1990, the rumour mill put up an 
even more creditable performance, giving 
punters a two-in-five chance of coming up 
trumps if they had an ear to the grapevine. 
Although most rumours miss their pre- 
cise target by a long chalk, they are nonethe- 
less fired in the right general direction and 
are sometimes a useful channel of informa- 
tion for the none-too-gullible in a country 
where corporate disclosure is weak. Most 
firms are dominated by their founding 
families, who regard the stockmarket as a 
dairy to be milked and who ignore the fact 
that going public should entail sharing some 
power with outside shareholders. 
Recalcitrant companies are occasionally 
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subjected to a public rebuke. For example 
the authorities slapped the wrist of Sam 
sung Electronics because it omitted to tell it 
annual general meeting in March that it wa: 
about to issue US$100 million worth of de 
positary receipts worldwide. 

Such loss of face is quite a powerfu 
weapon. But standards of disclosure wil 
only rise when shareholders demand it 
In that light, next year's limited opening 
of the Seoul stockmarket to direct invest 
ment by foreigners is a positive step. 

m Nigel Holloway 


its the kind of company structure whict 
provokes in Shroff a mixture of despai 
and slavering, wolfish hunger. First Pacific 
Bancshares’ central asset is a Hongkong-re 
gistered bank, but it is a Bermudan com 
pany intermediately held by a British Virgir 
Island company, which is itself held by In 
donesia’s Salim group in that up-and-com- 
ing international financial hub, Liberia. 

Pass the atlas and, while you are at it, 
the annual accounts — they must surely 
merit the most scrupulous attention, par- 
ticularly in the year when for the first time 
the company is reporting a modest profit of 
HK$47 million. Several hours buried in the 
accounts convinced. Shroff that he was 
looking at some sort of financial Rubik's 
cube. 

Questions abound. Why had loan losses 
shot up to HK$33 million? Didn't losses on 
long term listed and unlisted investments 
of 40% and 50%, respectively, demand ex- 
planation? What was a bank doing paying 
HK$43.6 million to FP Special Assets for its 
interest in the receivables in the Dalkor 
Shield Australian litigation case? 

As it turns out, First Pacific Bancshares 
has prompt and coherent answers to 
Shroff's most impertinent questions. Most 
relate to the ramifications of the Honkgong 
Banking Commissioner's decision to man- 
date loan-loss provisions of 38% on loans to 
the Philippines, as. recommended by the 
Bank of England. Bancshares decided to 
take everything on the chin, not only slic- 
ing HK$30 million off its profits, but alsc 
marking down its Philippine investments. 

Appearances, as ever, deceive. Next 
year's reported profits, then, should be 
markedly higher, and futher exaggerated 
by the HK$313 million in tax losses that 
Bancshares still has to bum. 

Only one question remains. The large 
payouts from the Dalkon Shield litigation 
should reap Bancshares a profit of around 
50% next year on its investment. But 
therein lies another story. = Michael Taylor 
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This is the key to the This is your key 
most successful sports car to excellence | 
of all time. in private banking. 


When you need private banking services, you 
want the best. And what’s best for you is no one - 
else's decision but yours. That's why Swiss Bank 


Corporation is as personal in customer relations 















it is the ignition key for as it is diversified in terms of services. Whether 





the 1262 Ferrar you want capital growth, or regular income, or 
250 GTO with chassis hing inb ae ee k cs 
er er anything in between, your Swiss Ban consultant 
6f:the cars which estab- will deploy the latest financial analysis tools and 
lished the Ferrari legend. the most advanced resources to build a portfolio — 


_-. No other model, and . See a 
which addresses your objectives. And because | 


ens Swiss Bank Corporation is at home in 37 coun- 
egendary sports coupe tries, our personal way of doing business is 
RAAE available worldwide: In London, call Mary A. — 
Twomey, 44/71/7114824. In Singapore, coll 
Hannes Gimmel, 65/ 5396310. In Zurich, Hans- 
Rudolf Schaub, 1/223 40.64. In Geneva, Alain 
Moses, 22/7906725. And, at our home base 
in Basel, call Jean-Claude Pittet, 61/20 25 34 a 
(after mid-April 61/288 25 34). From all of — 


us, you can expect the professionalism that- 








we have refined in over 100 years. Successfully, 
we might add, as evidenced by our status. as 


one of the world’s few triple-A rated banks. 





Swiss Bank Corporation | 
Schweizerischer Bankverein | 
Société de Banque Suisse 


The key Swiss bank 
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Bahrain, Beijing, Bogoté, Bombay (Adviser); Buenos Aires, Cairo, Calabar (Adviser), Caracas, Chicago, Dublin, Edinburgh, Frankfurt, Grand Cayman, Guayaquil (Adviser), 
Heng Kong, Houston, Jersey/Channel Islands, Johannesburg, Lima, London, Los Angeles, Luxembourg, Madrid, Melbourne, Mexico, Miami, Milan, Monte Carlo, Montevideo, 
“Montreal, Munich, Nassau, New York, Osaka, Panamá, Paris, Rio de Joneiro, San Francisco, São Paulo, Seoul, Singapore, Stuttgart, Sydney, Taipei, Tehran, Tokyo, Toronto, Vancouver. 















FOR SALE BY PRIVATE TREATY 


West Tower 
Waterside Office Park 


| GOLD COAST AUSTRALIA 


West Tower Waterside Office Park, one of the finest 
commercial developments in Australia today, includes some of 
the finest government related tenancies, Telecom Australia, 
Australian Securities Commission and Qld Lands Department — 
thus assuring security of income. An outstanding opportunity. 


; FEATURES © Prime central location in the heart of the Gold 

Coast CBD, within Australia’s growth region + Unique waterfront 
setting with direct ocean access © Award winning architectural 
design + Six level tower of advanced design, high-quality 
construction and finish, yielding appx’ 7,000 square metres of 
lettable area + Fully leased with security of long term leases 
> A total net income (AUD) $1,846,000. 


0. FOR FURTHER INFORMATION CONTACT: 
































M GOLD COAST « AUSTRALIA 
RI Knight F rank Richard Carleton 
G3 Baillieu Pau Renae 


PH: 61 75 34 2200 
; FAX: 61 75 3} 2203 
GOLD COAST + AUSTRALIA HONG KONG: $ C Liv PH; 810 8123 FAX: 845 0649 
“Brad Johnston SINGAPORE: Jett Litte PH: 222 1333 FAX: 224 5843 
dim Keys MALAYSIA: C M Boyd PH: (3) 241 3522 FAX: (3) 242 1649 
H: 6175 B8 0088 INDONESIA: $ K Tan PH: (21) 58 3220 FAX: (21) 58 4616 
61 75.92 1632 TOKYO: Mitsuru Saito PH: (3) 3576 9071 FAX: (3) 3578 9076 















TAIWAN: Mr Calvin Wang PH: {2} 503 6226 FAX: {2} 501 4753 


_.. UNITED STATES IMMIGRATION 
Obtain US immigration via INVESTMENTS or establishing AMERICAN 
BRANCH COMPANIES, etc, ALL MATTERS HANDLED PERSONALLY BY 
LICENSED US ATTORNEY/PHD ECONOMIST THRU CONTINGENCY FEE 
ARRANGEMENTS. NEW LAW NOW GRANTS IMMEDIATE PERMA- 


NENT RESIDENCY (GREEN CARD) BY PURCHASE OF BUSINESSES/ 
REAL ESTATE, ETC. ALL NATIONALITIES INCLUDED IN COVERAGE. 
Contact: Edward P. Gallagher, Attorney-at-Law 

P.O. Box 70302, Friendship Heights Station 
Washington, D.C. 20813-9998 

FAX: (301) 983-3439; TELE: (301) 986-9303 


Business Opportunity 


































BRAND NAME BUSINESS ADMINISTRATION 
FASHIONS, SPIRITS ___ DEGREE COURSES 

SPORTS GOODS, AUTO’S crore Bachelor and Master ol Busness 

Diversified Int] Co Administration courses. Also Doctorate 






Ph.D programme. There are no residen- 


tial requirements and the courses may be 
taken anywhere in the world. (UK unap- 
proved). Full details from: 


Neil Gibson & Company, Dept. FER/1, 


Regular supply US, Italian, 
European Fashions, Jeans, 
Shirts etc., Spirits & 
Liquors, Sporting Goods, 
Auto’s, consumer items. 







PO Box 3, Sudbury, Suffolk, England. 
Fax: +44/787-278478. 





ew 









Guiseley Trading Int'l, This space is reserved for 
Tel: USA (602) 423-0050 ee eae opie 
Fax: USA (602) 423-0067 addressed to: 

international Classified Manager 
If you have something to say porao 
... Say it in the Classifieds! Tel: 8328300 Telex: 62497 REVAD HX 
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CLASSIFIED ADVERTISEMENTS 






international School of Neuchatel 
2523 Lignières, Switzerland, Fel. 038/51 5545 


Day/boarding school for boys/girls 6-14 years. Estab- 


lished with cantonal govt. initiative. Small classes, | 
individual attention. Full curriculum taught in English, 
including French and computer. Sports, field trips, 
extra-curricular activities, ine rural setting. 


CH-1009 Pully-Lausanne 
institut {Lake of Geneva) 

Telex 454 664ome 

Telephone 021/288777 


Chateau Mon ‘Telephone 07 


INTERNATIONAL BOARDING SCHOOL FOR GIRLS © Beautifully situated, Finest facilities 
for study and residence, tennis court, swimming-pocl © Comprehensive’ academic program in 
small classes @ Intensive French and English. Language tab. @ Pull American Program. Grades 8-12. 
CEEB, TOEFL, AP. PG year @ Secretarial and commercial courses. Computer science @ Diversified 
activities; art, music, ballet, cookery, sports Ed. trips. Winter vacations, Summer course. 
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COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's 
large and highly skilled editorial team have made it the premier 
source of information for those who do business; or have an in- 
terest, in or with Asia. As a testimony to the publication’s 
editorial quality, many Review articles have, over the years, 
been reprinted in newspapers, magazines, educational 
textbooks, newsletters etc throughout the world. 


Should you as an editor, publisher or on behalf of an organisa- 
tion, educational establishment etc wish to inquire about our 
reprint and copyright charges, please address your correspon- 
dence to: : 


Editor 

Review Publishing Company Limited 
GPO Box 160, Hong Kong 

Tel: 8328381 Fax: 8345571 

Telex: 75297 ECWEK HX 


We welcome inquiries from ail interested parties and assure 
you of our prompt, individual attention. 





Readers are recommended 


to make appropriate enquiries and take appropriate ad- 
vice before sending any money, incurring any expense 
or entering into a binding commitment in relation to an 
advertisement. The Far Eastern Economic Review shall 
not be liable to any person for loss or damage incurred 
or suffered as a result of his/her accepting or offering to 
accept an invitation contained in any advertisement 
published in the Review. 
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For QUALITY response... 
advertise in this section 











sia, the world’s most 
dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
-destinies of its more than 4 billion 
penile but affect the entire world 
-AS wet. ear, the Asia 1991 Yearbook i T 
The Asia 1991 Yearbook does EEA and prhe than i 
more than just cover these events PMN ever. 
— it compiles, analyses and COUNTRY-BY-COUNTRY 
interprets them for the reader. No ANALYSIS... 
business executive or scholar can Each country is discussed with up-to- 
affor d to miss it. date reviews of its Politics and Social 
: Affairs, Foreign Relations, Economy 
D ecide fi ory oursel i whether and Infrastructure, complete with a 
any other single medium puts the map, a potted history and a govern- 
social, political and economic ment list. The Asia 1991 Yearbook 
realities of Asia at your fingertips 


and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 
Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 





















gives you first-hand information on 








7 > everything from trade patterns 
y ia e 240-page Asia and population trends to forei 
ear : investment and social and cultural 
developments. Each country chapter 
SOME OF THE FEATURES has a Databox full of essential vital 
YOULL FIND... statistics. 


The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 


HOW ITIS DONE... 

Published by the Far Eastern 
Economic Review, the Asia 1991 

_ Yearbook is the result of thousands 
of hours of work during the year. 
Every week, the Review’s corre- 
spondents file on-the-spot reports 
from major Asian capitals and other _ 
areas of interest throughoutthe __. 
world. This leading team of writers, —— - 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 








Mail or fax to: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hong Kong. 
Tel: (852) 832 8338 Fax: (852) 572 2436. 


Please rush me copy/copies of the Asia 1991 Yearbook. 
 Tenclose a cheque/postal order for 
O Or, please charge my credit card (tick one) 

Visa 0 MasterCard 0 Diners Club 0 American Express © 


Card No.: Expiry Date: 
(Please print in block letters} 

Name: Signature: 
Address: = 

City: Postal Code: Country: 


Asia 1991 Yearbook (Soft Cover) Asia 1991 Yearbook (Hard Cover) 
No. of copies ————— O by surface O by airmail* No. of copies O by surface O by airmail* 
* For airmail delivery, please add: HK$55/US$7/£4.50/S$15.50/M$20/¥ 1,000 per copy. 
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omputer users can curse their 
machines until they are blue in the 
face. But until recently, they could 
not talk to them. Although per- 
sonal computers are becoming increasingly 
friendly, they remain for the most part deaf 
and dumb. 
When a user wants to tell his computer 
.| to do something, he has to use a keyboard 
| (or a mouse, for those who have one). But 
for many people, especially in countries 
which use Chinese characters, computer 
keyboards represent a significant barrier to 
productivity. 
Wouldn't it be nice — not to mention 
more natural — to be able to converse with 
a computer as if it were another person? In 
the real world, however, getting a machine 
to understand and respond to its master’s 
voice is not easy. Scientists have been 
; working on speech ition for well 
=| cover a decade, but their progress, though 
“| steady, has been slow. 
‘Part of the problem is that speech recog- 
: nition researchers have set themselves de- 
) manding goals. They want to build systems 
that have large vocabularies, that are not 
‘limited to a single speaker and that can 
handle continuous speech. If that were 
| not enough, some researchers have added 
‘| another layer of complexity to the problem. 
In addition to having their machines recog- 
-=f nise what people say, the researchers want 
-| them to understand what peop 





le mean. 

One result of such lofty ambitions is that 
few speech recognisers have been commer- 
cialised. aepeone 4 incdude a dictation 
machine used by some US hospital 
radiologists to produce their reports. (Dicta- 
tion machines that can recognise speech 
are particularly popular with radiologists 
because they eliminate the time-consuming 
. process of transcribing tapes. There is less 
room for mix-ups and wrong diagnoses, 
and therefore less risk of malpractice suits.) 
The long-awaited breakthrough has 
come with the arrival on the scene of the 
Chilean-bor Ivan Mimica who, unlike 
most researchers in the speech recognition 
field, is a cognitive psychologist rather than 
an engineer. As a graduate student at 
Harvard, Mimica’s interest had been how 
le manage and process information. 

He came to believe that, in focusing on im- 
proving speech recognition algorithms, the 

engineers were missing the point. 

According to Mimica: “T felt that the real 
issue, given the state of the technology, 
was not so much the ability to recognise all 
those words, as [the need for] a system 
which would be flexible and would be a 
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productivity tool for the user.” 

To him, speech recognition was not a 
souped-up dictation machine. Rather, it 
was an interface in which a voice would 
interact with the computer, in addition to 
keyboards and mice. Such a system would 
not need to recognise all that many words. 

In 1986, to pursue his vision, Mimica 
founded Articulate Systems, based in 
Cambridge, Massachusetts. Rather than at- 
tempting to re-invent the wheel, the com- 
pany licensed speech recognition technol- 
ogy from Dragon Systems, a neighbouring 
pioneer of dictation machines. 

Mimica and his colleagues spent the 
next four years developing a unique user 
interface based on speech. The result was 
Voice Navigator, a truly innovative product 
that has captured the imagination of com- 
puter users everywhere since it was un- 
veiled in August. 

Voice Navigator consists of a small 
black box which sits next to an Apple 
Macintosh (the company is working on ver- 
sions for other types of computers), a spe- 
cial unidirectional microphone and related 
software. In the US, the product sells for 
around US$500. 

The software enables the user to navi- 





Charting the screens by voice. 


gate his way around a variety of commonly 
used applications by speaking commands, 
instead of typing them in from the key- 
board. Articulate Systems claims that 
for some applications (particularly graphics 
programs that use a mouse both to draw 
and to select menu items), Voice Navigator 
can increase productivity by up to 50%. 

The system is speaker-dependent: the 
Voice Navigator has to be trained to recog- 
nise the user’s voice. Happily, training is a 
painless procedure that takes only a few 
minutes. 

“I always thought that this system 
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INNOVATION 


Look who’s talking 


would be ideal for use with Chinese and Ja 
panese,” Mimica says. Japan is already th 
largest market for the Voice Navigator, de 
spite the relatively small base of Macin 
toshes there. 

Articulate Systems has other Asian fans 
Prominent among them is the Singapor 
Economic Development Board, which ea 
lier this year decided to invest US$500,00 
in the company. 

With Voice Navigator well on its way t 
becoming a successful product, Articulate i 
working on its next innovation: a systen 
that enables telephone access to the compu 
ter from wherever the user happens to be. 

Voice mail is one obvious application. / 
digitiser will record a voice directly on t 
the computer's disk, then send it whereve 
it is directed, all without anybody touchin, 
the ; 

Of course, people have been talking fo 
ages about doing this sort of thing. And in 
deed, voice mail systems are one of the fev 
areas where speech and computers havi 
successfully come together. But they are sı 
expensive that only companies and institu 
tions can afford them. Personal computer 
lacked the power to handle anything mon 
than text and graphics. 

Early versions of Apple's Macċintosl 
computer could output low-quality sound 
but they could not accept audio input. Th 
BM personal computer and its myria 
clones were even more limited soundwise. 

Now, however, the hardware is 
ing dramatically. For example, two of th 
three recently announced Macs com 
equipped with microphones for audi 
input. 

Leading the way are the makers of wor! 
stations, the powerful big-screen desktoj 
computers favoured by engineers and 
most recently, by the financial community 
With their faster processors and mud 
larger memories — disk storage on a wor 
station is typically measured in hundreds c 
megabytes, not tens as on a personal com 
puter — work stations have got what i 
takes to handle audio input. 

First came the Next computer, which ol 
fered compact disc quality audio out, tele 
phone quality in. New offerings from Su 
Microsystems and Digital Equipment Corp 
also come with built-in audio capabilities. 

Sending voice messages between sucl 
computers is just the beginning. As audi 
becomes seeielnsl aa a ditty se like tex 
and graphics, all sorts of applications wil 
be in full voice before long. Who knows 
maybe even cursing back at their users. 

E Bob Johnston 
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LETTERS 


Heroin abuse as poetic justice 

In Burma Road To Ruin [28 Mar.], Bertil 
Lintner has once again done a first-rate job. 
It remains for the world to wake up and see 
the despicable nature of the Burmese mili- 
tary regime which not only abuses its own 
people but is actively exporting narcotics 
which will travel round the world wreaking 
social and economical havoc. 

For those countries that close their eyes 
and refuse to condemn, or even connive 
with Burmese military rulers, the repercus- 
sions from heroin among its citizens would 
be poetic justice of the cruellest form. 

The narcotics problem will not go away 
soon. But as long as political instability 
exists, and the Burmese army refuses to 
hand over power to the duly elected NLD 
party and start a dialogue with the ethnic 
insurgents, the scourge will remain. I am 
encouraged and heartened by the massive 
international response to the plight of the 
Kurdish refugees. I hope the world will also 
look kindly at the Burmese refugees seek- 
ing shelter in Thailand. 
Hongkong MAUNG ZAW TUN 
Burma’s ruling military regime’s complicity 
in the drugs trade [COVER STORY, 28 Mar.] 
undermining the moral of the people in 
Burma. Drugs have always been a problem 
in Burma, but today’s availability and abuse 
of drugs in the country is quite unparal- 
leled. It is high time the drug problem now 
facing Burma is internationally recognised 
and addressed. 

As a Burman myself, I am most grateful 
to the REVIEW for bringing this matter to 
public attention. 


Bangkok 


S. R? 





Support for dissidents 

I am grateful the REVIEW has good coverage 
of the writers’ movement in Vietnam. 
However, this phenomenon can very well 
stand on its own merits and need not be 
dramatised by vilifying the Vietnamese 
community in the US as C. K. Nguyen 
[Prophets without honour, 4 Apr.] has 
done. 

Nguyen gives the impression that there 
is wholesale rejection of these courageous 
writers. Although there are many critics, to 
say that their views dominate the Vietnam- 
ese overseas communities is misleading. In 
fact, individuals and groups in the US Viet- 
namese community continue to promote 
the works of these writers. Works ‘from 
Duong Thu Huong and Tran Manh Hao 
have been well received. 

An anthology of the works of 79 writers 
in Vietnam has been compiled with assess- 
ments by 27 Vietnamese writers abroad in 
an 800-page book, One hundred flowers still 
bloom: the aesthetic and literary dissent move- 
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ment in Vietnam. In a way, this book is simi- 
lar to Seeds of Fire on Chinese: dissiden 
Noteworthy is the fact that it was published 
by members of the Vietnamese community 
in southern California, and that it has since 
come into great demand. oe 
Nguyen has also alleged that: “A few 
advocates of US-Vietnam rapprochement 
have already been assassinated.” This state~ 
ment conveys nothing less than an atmo- 
sphere of pervasive terror within the Viet- 
namese community. Of all the cases of 
murder, only two might have been com: 
mitted because of the victims’ pro-Hanoi 
tendencies though this has never been es- 
tablished by evidence. Both cases (Nguyen: 
Van Luy and Duong Trong Lam) happened 
shortly after the fall of Saigon when many — 
exiled Vietnamese had difficulty accepting 
the fact that the war was over. Sana 
Overall, Nguyen reflects the writer- 
Nguyen Huy Thiep’s pessimism. That is re- _ 
grettable. However, I think the voices of 
dissent including that of Mr Thiep are the — 
most encouraging signs to come out of 
Vietnam in a very long time. I do hope’ 
those in Vietnam are generous enough to- 
give Vietnamese in the US the benefit of the 
doubt that perhaps we too are heading to- 
wards a pluralistic community just as they 





are. 
Garden Grove, California NGUYEN HUONG: 





Time for the ‘babies’ 
The article by John McBeth [18 Apr.] on the 
recent promotion of the younger senior 
officers in the Philippine military to the top 
command posts is a hopeful sign that the 
country will be run by the “Common: 
wealth Babies” (those born between 1935. 
and 1945), and by the “Post-war Babies” 
(born after World War Il). oe 
There are already quite a few who have: 
achieved national stature (e.g., Senators 
John Osmena and Ernesto Herrera, Presi-.. 
dential Executive Secretary Oscar Orbos __ 
and Governor Emilio Osmena of Cebu. In.” 
the business sector, many of the top execu- = 
tives belong to the younger generation. a 
It is about time that the leadership man- 
tle be transferred away from the politicians: 
and leaders in other sectors of society who 
belong to the “Ferdinand Marcos genera-' 
tion.” These people have generally failed in. 
their roles and have brought the country 
close to ruin by their selfishness and lack of 
concern for the Filipino masses. To. this 
group belong such so-called presidential. 
contenders as Juan Ponce Enrile, Jovito: 
Salonga and Salvador Laurel. i 
The younger generation tend to be more 
progressive in their thinking. Many of them. 
have travelled or lived in Western countries 
where they have seen the democratic sys- 
tem work for the benefit of the common 
man. Let us hope that they have learned 
their lessons well and that they will apply 
their talents to solve the problems of the 
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-Philippines so that the ordinary Filipino will 
at last have a chance to enjoy some of the 
_ economic benefits that have become stand- 
ard for the other, more progressive coun- 
` tries in Southeast Asia. 


Two-sided affair for Japan 

The series on Japan in Asia must now be 
- generating quite a lot of praise and flak. As 
a Asian (Philippines), it made me 
: out what would be the best re- 
o adopt towards what others call 











_ however, a much more reasoned approach 

is the best that I could offer, finger-point- 
ing exercises not being one of them. Un- 
doubtedly, Japan being in Asia is a two- 
‘sided affair. Much is expected out of 
Japan's own responsibility and behaviour 
both of which tend to be given more 
weight. 

On the other hand, the exercise of the 
sovereign national will and its reflection in 
policy is the most proper tool for other 
countries. Forging that will is the expected 
product of statesmanship, quite a rare com- 
modity among national leaders and politi- 
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Role for the UN 

With reference to H. L. Tan's letter in the 
REVIEW [11 Apr.], I cannot find myself 
agreeing with his notion of “might is right.” 
It is true that the Gulf War has proved a 
number of things, inter alia, the UN as a tool 
of the US and the capability of modern 
Western warfare without resorting to 
unconventional means of nuclear utilisa- 
tion. But Tan’s statements are by no means 
qualified without first looking beyond 
the measures and consequences taken prior 
to the liberation of Kuwait with the use of 
force. 

- No doubt the UN has its own guide- 
lines and objectives “to save succeeding 
generations from the scourge of war” and 
to maintain “international peace and sec- 
urity.” Resolution 660 condemning Iraq's 
invasion of Kuwait, by determining a 
breach of international peace and security, 
passes the threshold to mandate the use of 
force. This is the second such resolution 
legitimising the use of force since the Ko- 
rean War. 

But the significance of this invasion 
upon a full member of the UN is unpre- 
cedented and it should not be disregarded 
or. left to Saddam's own terms of with- 
drawal. Kuwait's sovereignty and indepen- 
dence was at stake and it was only justified, 
‘or the interest of all sovereign nations, that 
he Security Council exercise its rightful au- 
hority to restore the state of Kuwait with- 
out much delay. 

The UN may be charged with being 





second invasion.” As an academic, | 





weak or being bullied by the US but some- 
thing had to be done about this alarming 
situation and there should be no. com- 
promise and rewards for aggression. 


Kuwait might not be a sovereign and in- | 
dependent state today had it not been for | 
the aggressive advocation of the US within 


the framework of the UN. 


Indeed, much has been said and written | 


about the August invasion and the role of 


the UN and the US. I agree that there are | 


some unexplained questions pertaining to 
the US involvement and nature of its in- 


terest, but I cannot bring myself to agree | 


with what Tan has to say in his limited 
reasoning, and his ignorance of affairs that 
provide the foundation of his letter. 

Victoria, Australia 


A commander-in-chief who insists that war 


is the only solution to a perceived problem | 


Y.M. SIN | 





should resign the day after the declaration | 


of war goes into effect. That representative 


‘could again run for office at the next elec- 


tion. If the reasons for a conflict were 


honourable, a commander-in-chief would 


be willing to pay such a price. 
Throughout history, leaders of nations 


have often used wars to distract the atten- | 





Down from the mountains 

In Roads to the rebels [11 Apr.], John 
McBeth asserted that the American expres- 
sion “in the boondocks” began in the early 
1900s by US colonial forces who were refer- 
Ting to the extreme isolation of the Bondoc 
Peninsula in the Bicol region of the Philip- 
pines. 

I consider this theory unlikely, since 
Bondoc is hardly a household word in the 
Philippines even among Filipinos, and it 
came into prominence only lately as a result 
of the insurgency-related activities in the 
area. I doubt whether the American colo- 
nial soldiers in the Philippines ever heard of 
the Bondoc Peninsula, much less set foot 
there. 

A more plausible explanation is that the 
Americans picked up the term from the 
Tagalog word “bundok” (pronounced 
“boon-dock”), which means mountain. We 
Filipinos commonly refer in jest to our com- 
patriots who live in relatively undeveloped 
areas as being “taga-bundok,” or “folk of 
the mountains,” a term not unlike the 
American “hillbillies” in connotation. 

Rizal JUAN M. REYES 


Correction 

In Voyage of discovery [18 Apr. ], Ng Pock 
Too was described as the chairman of 
Sembawang Shipyard. He is the chief executive 
officer. 
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million would be a drop in the bucket for 

Brunei, which until now has been far less 
active than its Asean partners in helping 
the peace process in Cambodia. 


Into the Jet Age 

A private Indonesian airline, Bouraq 
Airlines, will soon announce plans to 
acquire jet aircraft, sources say. Bouraq 
would be the second private airline to 
receive permission to fly passenger jets 
after Sempati Air, which is run by 
President Suharto’s youngest son. 
Previously, only the state-owned Garuda 
Indonesia airline was able to operate jets. 
Bouraq owner Jarry Sumendap is said to 
be eyeing between five and seven Boeing 
737-200s currently in service with 
Malaysia Airlines, Malaysia’s national 
carrier. The aircraft, which are to be 
leased, will be used mainly on routes 
serving eastern Indonesia beginning in 
August, sources say. 
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US at odds with China over trade, human rights 


Falling from favour 





By Susumu Awanohara in Washington 


fter a brief period of cooperation 
and warmth before the Gulf War, 
US-China relations are taking a 
sudden turn for the worse. 

Tension is mounting on all sides, in 
the areas of human rights, weapons pro- 
liferation and trade. As usual, the US 
Congress is pressuring President George 
Bush’s administration to take strong action 
— such as revoking China's most-favoured- 
nation (MFN) trading status — to retaliate 
against what are seen as Peking’s transgres- 
sions. 

What is new, however, is that this time 
the administration also feels betrayed, not 
only by China's domestic policies but by its 
international behaviour as well, and is less 
inclined to protect Peking from its detrac- 
tors. The clearest signal that the administra- 
tion was unhappy with China's recent con- 
duct came when Bush — much criticised 
previously for being too sensitive to 
Chinese feelings — became the first US pre- 
sident to meet the exiled Tibetan leader, the 
Dalai Lama, on 16 April. 

The US acknowledges that Tibet is a 
part of China and does not recognise it as 
an independent entity. White House offi- 
cials stressed that US policy has not 
changed and that the Dalai Lama was re- 
ceived as a spiritual leader, not a political 
one, But Bush knew only too well how the 
Chinese would interpret his move. 

Long before the Dalai Lama set out on 
his speaking tour of the US in late March, 
Chinese missions in the US had sent letters 
to universities cautioning against his plan- 
ned engagements. The letters called the 
Tibetan leader “an exile who engages in 
political activities aimed at splitting the 
motherland.” 

During his appearance on Capitol Hill 
— his speech to a joint meeting of the two 
houses of Congress did not materialise — 
the Dalai Lama told US legislators: “The 
new Chinese apartheid . . . threatens finally 
to overwhelm and absorb us.” He said that 
if the world hopes to see “a reduction of 
tyranny in China,” it must not appease 
China’s leaders. He made several appeals 
for American help, requesting that Wash- 
ington let the Chinese know it is serious 
about Tibet. If the Chinese do not respond, 
he argued, the US should take further 
steps, including the withdrawal of MFN 
privileges. 
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While the Dalai Lama was making head- 
lines, news that China is systematically 
using prisoners in forced labour camps to 
produce cheap goods for export was re- 
leased on 19 April by the human-rights 
group, Asia Watch. China's use of “slave 
labour” has been an issue for some time. 
As happened last year, those on Capitol 
Hill and elsewhere who would call atten- 
tion to it are intensifying preparations for 
the coming MFN debate. Bush has until 
3 June to decide whether to extend China’s 
MEN status. 

Asia Watch’s report is made up of trans- 
lations of neibu (restricted circulation) arti- 
cles concerning the use of prison labour to 
manufacture export goods. The semi-scho- 
larly articles make it clear that the use of 
forced labour is central government policy. 
Asia Watch says that Peking was lying 
when it denied, on earlier occasions, that 
its labour reform departments engaged in 
trade activities and 
products made in 
prison were being ex- 
ported. 

Peking repeated its 
denials after the Asia 
Watch report was re- 
leased. The human- 
rights group wants 
Washington to imple- 
ment an existing US 
law barring imports of 
prison-made goods. 
Furthermore, Asia 
Watch cites the use of 
forced labour as one 
more reason for dis- 
qualifying China from 
MEN status. 

What will distin- 
guish this year’s MFN 
debate from last year’s 


— and work to China’s 
disadvantage — is 
Washington's irrita- 


tion at China’s inter- 
national behaviour, 
especially in wea- 
pons sales and trade. 
US intelligence agencies have deter- 
mined that China is helping Algeria build a 
nuclear reactor that may eventually pro- 
duce fuel for nuclear weapons, the Wash- 
ington Post reported on 20 April. The paper 
quoted intelligence officials as saying the 
reactor under construction — it is several 
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The Dalai Lama: spiritual not political. 
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years from completion — is larger than re- 
quired for routine nuclear research and that 
the construction site shows no provision for 
transmitting electric power from the reac- 
tor. 

In its 22 April issue, Time magazine re- 
ported that China has sent Pakistan — 
for its M11 missile system, capable of pro- 
pelling a 500-kg warhead a distance of 290 
km, and is negotiating the sale to Syria of 
its M9 missile, with a range of 600 km. With 
Chinese missiles, Pakistan could target 
major cities and mili installations in 
India, and Syria could put all of Israel 
under threat. 

“If China covertly delivers nuclear fuel 
to Algeria or transfers M9 missiles to Syria, 
it is violating specific, public commit- 
ments,” Time says. Apparently, this kind of 
information is being leaked actively, not 
just by Capitol Hill staffers with axes to 
grind, but id members of the Bush admin- 
istration in order to 
create an unfriendly 
climate of opinion 
about China. 

Along with wea- 
pons sales, trade has 
become a major ir- 
ritant in the bilateral 
relationship. This is 
in sharp contrast to 
last year, when trade 
was considered among 
the few bright as- 
pects of the strained 
Sino-US relationship 
and China's reten- 
tion of MFN status 
was advocated on the 
grounds that trade was 
a liberalising influ- 
ence. 

The mood in Wash- 
ington has changed, 
with the trade deficit 
with China jumping 
from US$6.2 billion in 
1989 to US$10.4 billion 
last year, according to 
US statistics. This is 
the third-largest deficit after those with 
Japan and Taiwan. 

Also, the Bush administration has ac- 
cused Peking of various unfair trade prac- 
tices, including import controls, dumping, 
falsifying origin information in order to 
cheat on quotas and violation of intellectual 
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: property rights. US trade officials, as well as 
aggrieved parties, are in a hostile mood to- 
wards China. 

‘Last year, after Bush decided to extend 
MEN status for China, the House of Repre- 
sentatives voted overwhelmingly against 
his decision. But the Senate failed to act in 
time, making it unnecessary for Bush to use 
his veto powers. The feeling then was that, 
as the Senate would not have a veto-proof 

-majority against the MFN extension, House 
‘members could register a protest against 
< Bush without facing the consequences of 
their action. 
The situation seems somewhat more 
is this year, both in Washington and 
Peking. US experts feel Bush may not ex- 
himself by proposing MFN extension 
to China if the Chinese react negatively to 
~-some criticisms. For their part, the Chinese 
«are clearly worried and have warned the 
US against dropping MEN status, saying it 
could threaten Chinese purchases of US 
products, such as grain. 

Premier Li Peng said in early April that 
US-China relations would be seriously 
damaged if MFN was dropped. Chinese For- 
eign Minister Qian Qichen warmed after 
Bush's MFN treatment to China, “It would 
benefit neither side.” 

Analysts feel that the remarkable conflu- 

~ ence of bilateral tensions may result in seri- 
ous friction, particularly if the Chinese react 
strongly on the weapons issues. 

There is general agreement that the 
bulging trade deficit with China has made 
trade a major issue and Peking’s sale of 
weapons is causing genuine concern in 
Washington, though the US could be ac- 
cused of similar pursuits. 

But some analysts feel that attacks on 
China’s human-rights record are a little 
harsh, given that US pressure has forced 
Peking to acknowledge them as an issue 
and sentences meted out to Tiananmen ac- 
tivists were, in their opinion, lenient by 
Chinese standards. These analysts think 

“that domestic US factors — protectionists 
using human rights to justify their argu- 
ments and Congressional Democrats look- 
ing for an issue to hit Bush with — are at 
play. 

Another explanation is that with the col- 
lapse of the Soviet Union as a coherent mi- 
litary power, US-China relations have en- 
‘tered a new post-Cold War era. The 

“Chinese do not realise this and are “still 
looking for contradictions to exploit,” as 
one US official puts it. 

~ But- the days when China's “minor 

mischiefs” were overlooked in the inter- 
est of the overall relationship against 
the Soviets are over. There is no going 
back to the “normal relationship” obtained 

-in the pre-Tiananmen days, and the US is 
searching for a new framework for US- 
China relations, one analyst says. In this 
respect, he adds, China is not being mI 

` helpful. 
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Japan-Soviet summit fails to agree on islands 


No deal, no money 





By Robert Delfs and Anthony Rowley _ 
in Tokyo 


Sx President Mikhail Gorbachov 





left Tokyo on 19 April at the end of 

the first visit to Japan by a top Soviet 
leader in the same way he arrived: empty- 
handed. 

When he and Japanese Prime Minister 
Toshiki Kaifu emerged exhausted from 
their final marathon negotiating session late 
on the previous night, they had agreed 
only that the two governments should con- 
tinue talks on all four of the Soviet-occupied 
islands claimed by Japan as its Northern 
Territories. 

Kaifu’s response to the Soviet leader's 
unyielding position on the territorial issue 
was to dismiss a call by Gorbachov for 
Tokyo to consider a new multilateral sec- 
urity forum embracing Japan, the Soviet 
Union, China, India and the US. Japan also 
stuck rigidly to its position that no major 
aid can be extended to Moscow until the 
territorial issue is resolved. 

A dozen minor economic and political 
accords were signed at the end of the talks, 
but Kaifu made no mention even of the 
expected aid of some US$450 million to fi- 
nance repayment of overdue Soviet debts 
to Japanese trading firms. 

Equally, Gorbachov responded tersely 
to Kaifu’s concern over redeployment of 
Soviet arms from the European theatre to 
east of the Urals. And, though Gorbachov 
offered to reduce the number of troops in 
the Northern Territories, he did not agree 
to eliminate them as some Japanese leaders 
had hoped. 
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The Soviet leader's reluctant agreeme 


was significantly less than Japan's ofiginal 
minimal objective for the summit, which 
was that Gorbachov at least reaffirm a 1956 
offer to hand over the two smaller south 
ernmost islands of Shikotan and Habomai 
after the conclusion of a peace treaty. t was 
far short of some of the more optimistic 
scenarios floated in the weeks before the’ 
summit. According to these, Gorbachov 
would acknowledge Tokyo's ultimat 
sovereignty over all four islands in return: 
for an agreement to demilitarise the region 
and stagger the actual return over a period 
of years. 

In the end, the joint communique did 
little more than agree to a formula whichal- 
lowed both sides to claim modest success 
but which went little beyond a mutual rec- 
ognition of the territorial dispute. This. 
marks the beginning of a further negotiat- 
ing process which a Gorbachov aide sug- 
gested is likely to last for “years, though 
hopefully not decades.” The joint state- 
ment commits the two sides to work to- 
wards signing a peace treaty based orn “all. 
positive developments” made since the | 
1956 joint declaration. This was the furthest 
Gorbachov would go towards meeting __ 
Tokyo’s demand that it must revert to the = 
1956 offer as a minimum basis on which _ 
agreement could. be reached. a 

Japan’s Foreign Ministry guardedly _ 
termed the accord a “significant step fore 
ward towards a breakthrough on the ter: 
ritorial issue.” This caution was echoed bya 
Soviet expert on Japan, who called the ac 
cord a step toward a formal peace treaty 
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whilst warning that the “psychological” dif- 
ficulties of getting the Soviet public to cede 
territory were still formidable. 
Had the summit taken place a year ago 
before the Soviet crackdown in 
Lithuania and the resignation of former 
foreign minister Eduard Shevardnadze — 
Gorbachov might well have been able to 
make Japan a real offer. But his present 
weakness vis-a-vis the military and resur- 
gent rightist forces — as well as his vulnera- 
bilty to new critics on his Left — ruled out 
the possibility of any major change now. 
That the military intended to veto a 
handover was signalled clearly and early 
on. In an interview with the Mainichi Shim- 
bun newspaper published a week before 
Gorbachov’s arrival, Soviet Defence Minis- 
ter Dmitri Yazov forcefully insisted that all 
four islands are vital to Soviet national sec- 
urity and could not be exchanged for Japan- 
ese economic aid. “The people who fought 
in the 1945 war oppose the return of the is- 
lands to Japan,” Yazov said. “Gorbachov 
certainly cannot decide on this issue alone.” 
The collapse of the Warsaw Pact and 
easing of Cold War tensions in Central 
Europe has led Soviet military planners to 
attach more, not less, importance to pro- 
tecting their submarine-based strategic mis- 
sile forces in the Sea of Okhotsk, according 
to Lieut-Col Shigeki Nishimura, a senior re- 
search fellow at the Tokyo-based Interna- 






tional Institute for Global Peace. This di- 
rectly affects the Soviet position on the ter- 
ritorial issue, as the disputed islands lie at 
the southern end of the Kurile chain 
separating the Sea of Okhotsk from the 
Pacific. 

Although passages by Soviet naval ves- 
sels through the southern Tsushima Strait 
(between Japan and Korea) declined from 
165 per year over 1982-84 to only 120 last 
year, movements through the Soya Strait 
between the Sea of Okhotsk and the Sea of 
Japan have more than doubled since 1982 
to reach 445 last year. 


nderlying this changing pattern, 

Nishimura explains, is the shift in 

Soviet naval strategy from force pro- 
jection into the Pacific and the South China 
Sea during the early 1980s to a new “bas- 
tion” approach focused on protecting 
strategic submarines deployed in the Sea of 
Okhotsk. 

Some Western experts believe recent ad- 
vances in anti-submarine warfare techno- 
logy, as well as the overall reduction in 
East-West tensions, has made control of the 
disputed islands less urgent than it was a 
few years ago. But this point of view is not 
yet accepted by the Soviet military. 

Gorbachov’s limited room for man- 
oeuvre on the question of the islands, in 
which would-be autonomous regions as 
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In sharp contrast to his much-publicised 
but ultimately fruitless four-day visit to 
Japan, Soviet leader Mikhail Gorbachov’s 
overnight stop at South Korea's Cheju is- 
land — for two meetings with President 
Roh Tae Woo — was remarkable for its 
goodwill and optimism. 

Roh and Gorbachov were meeting for 
the third time — they had met briefly in 
San Francisco last June and again in De- 
cember during Roh’s visit to Moscow. 
This time, after more than two hours of 
talks, a smiling Gorbachov said he was 
very satisfied with his visit. 

He and Roh touched on a broad range 
of issues, including trade expansion and 
new Soviet initiatives for peace between 
the two Koreas. Gorbachov reaffirmed he 
would take up North Korean leader Kim Il 
Sung’s invitation to visit Pyongyang as 
well as making another trip to Seoul to 
help break the deadlock between the 
North and the South. 

This was seen as a significant new 
Soviet initiative on the Korean issue. 
Soviet officials accompanying Gorbachov 
said they were consulting China on pend- 
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Cheju honeymoon 





Gorbachov and Roh: optimism. 


ing problems, such as Seoul's application 
to join the UN and North Korea's re- 
ported development of nuclear weapons. 

Publicly, Gorbachov reiterated the 
Soviet position that it was up to North 
and South Korea to resolve the UN issue 
by themselves. But privately, in talks with 
Roh, he conceded that if Pyongyang con- 
tinued to oppose separate entry into the 
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well as the Soviet military have a strong 
vested interest, was known before his 
Tokyo trip. Less well appreciated was the 
pressure on Kaifu to avoid any retreat from 
Japan's rigid position. 

That pressure came not only from the 
entrenched Foreign Ministry position that 
Japan should not settle for anything less 
than the eventual return of all four islands. 
It has been strongly reinforced recently by 
insistence from the powerful Ministry of 
Finance (MOF) that Japan should not risk 
committing major financial resources to an 
unstable Soviet Union. 

Significantly, the joint statement con- 
tained no financial commitment by Japan 
beyond reconfirming already-promised hu- 
manitarian aid of US$100 million. This 
was seen not only as a victory for MOF but 
also, according to diplomatic sources, as a 
relief to Japan’s major Western allies. With 
the notable exception of Germany, all are 
now taking a much more cautious line over 
committing aid to the Gorbachov adminis- 
tration pending the restoration of political 
and economic stablility within the Soviet 
Union. 

Gorbachov himself adopted an almost 
pleading tone in addresses both to business 
leaders and the Japanese parliament when 
urging aid for the Soviet Union. He called 
for help in developing not only natural re- 
sources and a wide range of industries but 


UN by the two Koreas, Moscow would 
have no choice but to endorse Seoul's ap- 
plication at the Security Council. How- 
ever, Moscow would do this only after 
exhausting all means to persuade the 
North to change its mind. 

South Korean officials are willing to 
wait, at least until October, for the Soviets 
to discuss the matter with Pyongyang. 
The Soviets have hinted that UN member- 
ship and North Korea's acceptance of nu- 
clear inspection will be covered in talks 
with Chinese Communist Party leader 
Jiang Zemin when he visits Moscow in 
May or June. 

Pyongyang, as expected, was clearly 
upset over the Cheju meeting. The official 
Korean Central News Agency pointedly 
focused on anti-Gorbachov demonstra- 
tions by radical South Korean students. 
However, in a 19 April interview with the 
Japanese Mainichi Shimbun newspaper, 
Kim left the door open for the resumption 
of talks with Seoul at the prime ministerial 
level, even while rejecting the possibility 
of China recognising Seoul in exchange 
for Japan's recognition of Pyongyang. 

But Kim’s options are fast running out, 
with Soviet officials in Tokyo publicly stat- 
ing that unless he accepts inspection 
by the International Agency for Atomic 

of the North’s nuclear develop- 
ment facility, Moscow will stop providing 
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O BRIEFING 


Martial law in Thailand 
to be lifted soon 
* Thailand’s interim Prime Minister 
Anand Panyarachun announced on 23 
April that martial law, which has been in 
force since the February coup, would be 
lifted in early May. One effect of this, he 
“said, would be the scrapping of a ban on 
political gatherings of five or more people. 
Although Anand denied the move was 
timed to come after 1 May, both the 
~~ military junta and the government warned 
the labour movement not to carry out 
political activities on May Day. Some 
labour leaders said they will boycott the 
celebration to protest against recent 
legislation to dissolve the powerful state 
enterprise unions. 


Majority of Philippine Senate 
said to oppose US base treaty 
Senate president and Liberal Party 
leader Jovito Salonga says a survey he took 
after an exhaustive briefing by Foreign 
Secretary Raul Manglapus showed that H 
senators are opposed to a new US bases 
treaty “without condition or reservation,” 
while another five lean towards rejection 
unless there are substantial changes. 
Among the possible features of a new 
treaty, as outlined by Manglapus, were a 
seven-year lease for the Clark air and Subic 
naval bases and a US$825 million 
compensation package. Under the 
constitution, two-thirds of the 23-member 
Senate is required to ratify the treaty, 
which officials from both sides say could 
now be finalised in early May. 


Chinese observers to join 

UN Gulf peace force 

> China has agreed to send 20 military 
observers to join the UN peacekeeping 
force along the Iraq-Kuwait border, the 
first time Peking has agreed to send 
personnel to participate in front-line 
supervision duties. Although a permanent 
member of the UN Security Council, China 
has been reluctant to participate in UN 
peacekeeping activities. 


` Officers appointed to Thai 
state enterprise boards 

> The Thai cabinet on 23 April approved 
the appointment of several high-ranking 
military and police officers to the boards of 
state enterprises. They replace directors 
appointed by the former government of 
Chatichai Choonhavan, which was 
overthrown in the February coup. Some 
of the officers are graduates of 
Chulachomklao Military Academy's Class 
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The Peninsula Group and 
the American Express® Card. 





Respected the world over 
for brilliant service. 


From the legendary Peninsula 
in Hong Kong to the equally famous 
Peninsula in New York, each 
Peninsula hotel offers flawless 
service in a spectacular setting. 

This tradition of exceptional 
service is shared by American 
Express. In recognition of this, the 
Peninsula Group has a very special 
offer exclusively for Cardmembers. 

When you next use the Card 
at the Palace Hotel, Beijing, you 
will be upgraded to a room on the 
executive floor, and at the Manila 
Peninsula you will be upgraded to 
the next level of accommodation. * 

The Peninsula Group and 
American Express. Together, we 


make sure that every facet of your 





business trip is absolute perfection. 
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THAILAND 


_ Former army chief wants elections on the double 


Junta hurried 





f By Rodney Tasker in Bangkok 


“Yormer Thai army commander 
-Chaovalit Yongchaiyut wants the 
< Taling military junta to speed up its 
pr of restoring democracy in Thai- 
land. ‘Another two or three months should 
"be long enough, he says. There are good 
“reasons for his sense of urgency, for 
Chaovalit is now widely regarded as the 
man most likely to succeed in a new elec- 
tion. 

However, he told the REVIEW, it was “in- 
evitable” that a new political party would 
be formed around the National Peacekeep- 
ing Council (NPC) formed by the military 
junta after the 23 February coup. “They 
[the military leaders] must have it. If they 
don’t, I will tell them to do it.” 

Chaovalit has been a controversial politi- 
cal figure since he first became army com- 
mander in 1986. At the time he said there 
would be no more military coups in Thai- 
land so long as he was army chief. He kept 
his word and went into premature retire- 
ment in March 1990, following which he 
had a bumpy 10-week ride as deputy prime 
minister and defence minister in the gov- 
ernment of former prime minister Chatichai 
Choonhavan. Chatichai’s government was 
overthrown in February by Chaovalit’s 
successor, army commander Gen. Suchinda 
Kraprayoon. 

Since then Chaovalit has been building 
up his New Aspiration Party (NAP), which 
has looked particularly good since the coup 
as. the one party untainted by any experi- 
ence in power, while surrounded by parties 
which have and are crumbling as a result. 
But Chaovalit apparently does not want 
his party to enjoy any unfair advantage 
over the others, particularly through its 
perceived support from his “younger 
brothers” in the military leadership. If 
he is going to win an election and become 

prime minister, he wants to do it fair and 
square. 
Looking confident and relaxed at the 
0 NAP’s sprawling new Bangkok headquar- 
ters, Chaovalit said he was watching the 
_ NPC's activities closely, but sympathetically, 
and has urged them not to hold power for 
too long. He thought it should have taken 
only three months for the junta to return 
_ power to an elected government, after they 
"had eliminated those elements of the pre- 
vious government to which they objected. 
Chief among these was “parliamentary dic- 
tatorship.” Also, he said, the military was 
aware that the Chatichai government was 











trying to control all the state mechanisms, 
including the army, and therefore had to be 
stopped. 

Chaovalit was circumspect in criticis- 
ing his former colleagues in the military 
leadership, but he said he had warned the 
generals about perpetuating Thailand’s “vi- 
cious cycle” of bouts of democracy, in- 
terspersed with military rule. He disagreed 
with the NPC’s announcement that a new 
constitution should be drawn up before 
elections, because “building up an elected 
government depends on policy, not a con- 
stitution.” An election “must be [held] 
fast,” he said. “I have heard the National 
Peacekeeping Council say they want demo- 
cracy, but I haven't heard them say they 
want it fast.” 

He said the military leadership should 
be given the benefit of 
the doubt for wanting to 
get rid of the unwanted 
instruments of the pre- 
vious government. He 
agreed with the NPC's 
move against state enter- 
prise unions because 
“politicians have tried to 
jump in and use [the 
unions] for their own 
purposes,” and the 
unions were blocking the 
government's _ privatisa- 
tion programme. 

At the NPC's urging, 
the NPC-appointed in- 
terim national legislative 
assembly passed two bills 
on 15 April dissolving the 
state enterprise unions 
and replacing them with 
associations which have no right to collec- 
tive bargaining or to initiate industrial ac- 
tion. The more than 60 state enterprise 
unions, representing some 250,000 work- 
ers, had hitherto posed a political threat be- 
cause they were open to manipulation by 
political forces. 

Their demise under the new legislation 
was bemoaned by few Thais, most of 
whom thought the unions to be over- 
privileged, over-paid and over-aggressive 
in the knowledge that they controlled 
water, electricity and other essentials. But 
their departure has left the main trade 
union umbrella groups reduced in power, 
because the state enterprise unionists were 
more cohesive than their private-sector 
counterparts, and were effectively the lead- 
ers of Thailand’s labour movement. 





Chaovalit 
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generals warned. 


Another reason Chaovalit thought the : 
military leadership launched its coup was 
because the country’s security situation was 
not as comfortable as widely thought. 
“Thailand now is in a very dangerous situ 
ation as regards security,” he said. “Please 
don’t think there are no more communists 
They are still there. They are using the lib- 
eral economic situation to promote har 
Marxist thinking.” oe | 

Chaovalit said that some, presumably i in 
the military, felt there were communists “at 
the heart of [the previous] government.” 
He did not elaborate, but he appeared to 
refer to the controversial group of young — 
advisers who were dose to Chatichai _ 
throughout his tenure. “If you look very _ 
carefully, you can see they [the communists] 
are waiting for the best conditions to set up 
communism. as ‘a a dictatorship,” he main- 
tained. z 
The warning about the communists: 
may well be put down to the traditional _ 
Thai military officer’s knee-jerk thinking: 
that any political trouble in the county 
must have a communist source. The out 
lawed Communist Party of Thailand hi 
for many years been emasculated through 
military pressure com- 
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government. 

Apart from explaining oS 
— and almost apologis- 
ing for — the military _ 
takeover, Chaovalit is ob- 
viously looking ahead 
to the next election, _ 
He claims his party has _ 
300,000 members and _ 
aims at having 800,000 by 
the end of the year, with 
branch offices through- | 
out the country. Invhis _ 
view, the election will be 
a tussle between three 
major party groupings: — 
his NAP and certain: like- 
minded parties, a party 
formed under NPC patronage, and the rest. 

A party formed to support the NPC 
leadership — most of whom are from the - 
Chulachomklao Military Academy's Class 
which dominates the military hierarchy. 
would be a formidable political force in 
next election. The military now holds t 
reins of power and presumably will inth 
ence the outcome of an election, with: ¢ 
without martial law. a 

The old political parties have their grass- o 
roots support and many have a great deal | 
of money. But they will have to contend. 
with Chaovalit’s political juggernaut, as 
well as the military's party, if it is formed. 
And there is the added imponderable, if 
Chaovalit’s fears are justified, that the mili- 
tary junta now enjoying power may find _ 
reasons to stay in place indefinitely. E 
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PHILIPPINES 


Aquino; Cojuangco: setback for PCGG and administration. 


SMC court ruling boosts Cojuangco’s influence 


Trouble brewing 





By John McBeth and Rigoberto 
Tiglao in Manila 


ore than five years after fleeing 

into exile with the late president 

Ferdinand Marcos, businessman 
and apparent presidential contender Ed- 
uardo “Danding” Cojuangco has scored a 
stunning victory over President Corazon 
Aquino’s administration in his battle to 
seize back control of the giant San Miguel 
Corp. (SMC) and restore much of his politi- 
cal and economic influence. 

By ruling that Cojuangco and his two 
brothers, Manuel and Enrique, can vote 
their sequestered 17.3% stake in SMC, the 
Supreme Court set the stage for his re-elec- 
tion to the board of the giant beer and food 
conglomerate — a move which is widely 
expected to lead Aquino’s estranged cousin 
back to the chairman’s seat that he held be- 
fore the 1986 “people’s power” uprising. 

The court, however, has not ordered the 
lifting of the sequestration of the Cojuangco 
group’s shares. The authority to sanction 
such a move rests with the special San- 
diganbayan anti-corruption court which 
has to dismiss a series of cases filed by the 
Presidential Commission on Good Govern- 
ment (PCGG), which alleges that Cojuangco 
took control of the shares illegally. 

A Sandiganbayan decision in November 
1990 that lifted the sequestration of shares 
in the name of coconut farmers in United 
Coconut Planters Bank (UCPB), though still 
under appeal by the PCGG in the Supreme 
Court, is widely seen in Manila as indicat- 
ing the Sandiganbayan’s drift in deciding 
on Cojuangco’s cases — both with regard 
to his shares in SMC and the UCPB. 





Stockmarket records indicate Cojuangco 
had purchased the shares in 1983 from 
former Ayala Corp. head Enrique Zobel, 
which Zobel himself confirmed in an inter- 
view last February. Cojuangco told the 
REVIEW that funds for the purchase of his 
shares were raised through loans from the 
UcPB, with the stocks put up as collateral. 

The Supreme Court ordered former 
presidential spokesman Adolfo Azcuna, 
Edison Costeng and Patricio Pineda to im- 
mediately quit the 15-member sMc board, 
saying the three had become directors only 
because the PCGG had voted the Cojuang- 
cos’ shares. “The PCGG cannot perform acts 
of strict ownership of sequestered prop- 
erty,” the judgment ruled. “It may not vote 
the shares in a corporation and elect mem- 
bers of the board of directors.” 

Although the sMC’s annual meeting 
went ahead as scheduled three days later 
on 19 April, the court ordered a delay in the 
election of officers until after its decision 
becomes final and executory on 1 May. 
Cojuangco’s lawyers are confident that 
given the unanimity of opinion — 12 of the 
judges concurred and three took no part in 
the deliberations — the tribunal will turn 
down the PCGG's appeal for it to reconsider 
the consequences of the ruling. 

It has only been in cases that clearly 
threaten the stability of the government, for 
example its decision to deny passports to 
the Marcoses in late 1989, that the Supreme 
Court has shown a measure of accommo- 
dation with the presidential Malacanang 
Palace. Even then, the court was split in 
its opinion after hearing closed-door tes- 
timony from military intelligence officers — 
and was clearly unhappy over making a 
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political decision that it felt should properly 
rest with the government. 

A “very disappointed” Aquino is said to 
have personally ordered the filing of the 
motion for reconsideration, which lawyers 
expect will set back the election of a new 
SMC board even further. Although the PCGG 
now has a minority of five seats it is allied 
with five members of a group headed by 
board chairman Andres Soriano III, whose 
family founded the SMC. 

Like Aquino, many Filipinos see Co- 
juangco’s resurgence as an almost unthink- 
able development. Writing in the Philippine 
Star newspaper, columnist and former 
press secretary Teodoro Benigno told his 
readers: “When I see his counsel, former 
solicitor-general Estelito Mendoza, split 
legal hairs and invoke justice, equity and 
fairness, I have a feeling I have been spun 
back in a time warp that assails my sanity.” 

PCGG chairman David Castro acknow- 
ledged that the commission had suffered a 
severe setback in its efforts to recover the al- 
leged ill-gotten wealth of Marcos and his 
cronies. But many legal experts believe the 
PCGG has only itself to blame. They say in 
demonstrating its independence from the 
political process, the Supreme Court was 
also highlighting a sense of profound frus- 
tration over what has been perceived to be 
consistent PCGG foot-dragging. 

The San Miguel decision, one well- 
placed administration source said, “is a 
consequence of [PCGG] incompetence. It is 
not enough for the government to say that 
funds have been illegally acquired. The 
burden of evidence rests with the govern- 
ment. It’s now five years since these prop- 
erties were sequestered, and up to now no 
evidence has been presented showing that 
they were illegally obtained.” The court's 
ruling made this abundantly clear. 

“The constitutional right against depri- 
vation of life, liberty and property without 
due process of law is so well known and 
too precious so that the hand of the pccc 
must be stayed in its indiscriminate take- 
over of and voting of shares allegedly ill- 
gotten in these cases,” the ruling said. “It is 
only after appropriate judicial proceedings 
when a clear determination is made that 
said shares are truly ill-gotten when such a 
takeover and exercise of acts of strict own- 
ership by the PCGG are justified.” 

Cojuangco is still facing a slew of crimi- 
nal and civil cases, most of which were filed 
with the Sandiganbayan — a court Marcos 
created for handling official graft cases — 
after his secretive return from exile in Nov- 
ember 1989. The charges are all linked to 
the coconut levy the businessman adminis- 
tered between 1974-78, and which the 
present government claims he used to 
finance his takeover of SMC and other com- 


ies. 
Cojuangco insists the struggle for SMC 


and any plans he has for the 1992 presiden- 
tial elections are two separate issues. But 
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~ the two are clearly linked. While it could be 
months or even longer before he is in a po- 
sition to win back his former controlling 
“interest in SMC, merely the expectation that 
he will assume the chairmanship could be 
enough’ tò strengthen his political influence 
among companies whose well-being de- 
pends on supply or distribution contracts 
_ they have with San Miguel. 
_ Ominously for the government, the real 
impact of the court ruling will not simply be 
_ the three seats Cojuangco stands to assume 
on the smc board. A much choicer prize is 
the other five seats, currently filled by Daily 
Globe newspaper editor and former Aqui- 
no speechwriter Teodoro Locsin and four 
other PCGG appointees, which together rep- 
resent the UCPB’s 31% stake in San Miguel. 
The Supreme Court has not yet ruled on 
the PCGG appeal to reverse the Sandigan- 
bayan’s decision to lift the sequestration of 
the majority 51.6% shares in UCPB regis- 
tered in the name of coconut farmers 
and enterprises. Paradoxically, Cojuangco’s 
lawyers argue the farmers were made the 
real shareholders of the UCPB through the 
very levy scheme which forms the basis of 
the charges that Cojuangco enriched him- 
self at their expense. 
Although it is unclear where the major- 
ity of the farmers stand on the issue, it ap- 
pears from the general reaction at the 





5 March ucr annual meeting that 
Cojuangco has managed to bring a signi- 
ficant number on to his side. All belong to 
the Philippine Coconut Producers Federa- 
tion headed by Zamboanga congresswo- 
man Maria Clara Lobregat, an ally of 
Cojuangco who is also facing levy-related 
charges before the Sandiganbayan. 

Ripples from the growing tug-of-war 
over SMC are already affecting the corpora- 
tion’s expansion plans. Acting against the 
advice of Soriano, shareholders decided to 
delay the vote on a proposed P3 billion 
(US$107 million) debt conversion issue after 
Cojuangco’s lawyers warned the move 
would dilute the value of the sequestered 
shares and suggested a deferment until 
after a final court ruling on the company’s 
ownership. 

Cojuangco is not expected to make a for- 
mal announcement on his intention to run 
in the 1992 elections until later this year, but 
in contrast to the generally low-key manner 
in which he has conducted himself since 
his return, he is now becoming notice- 
ably more outspoken and assertive. When 
Aquino held out hopes of an eventual re- 
conciliation with him and Imelda Marcos, 
the businessman responded by issuing a 
statement saying the 21 April overture was 
“nothing but thoughts motivated by ee 


crisy and opportunism.” 





VIETNAM 


Call for discussion on ideological issues rebounds 


at criticism 


jetnam’s communist leaders are fac- 
; \ j ing a greater challenge than they 
© Y bargained for when they invited 
public debate on several key documents 
prepared for the seventh party congress 
scheduled for June. The leadership appears 
to have been shocked when the party's 
theoretical journal Communist Review, long 
the mouthpiece of communist orthodoxy, 
for the first time published the views of 
leading intellectuals challenging the validity 
of socialism itself. 
Vietnamese officials say party leaders 
were so angered by this article — along 
with two petitions from Vietnamese intel- 
Jectuals published in Europe — that they 
-ordered increased surveillance of dissidents 
and requested other state-controlled media 
to launch a campaign slamming the party’s 
critics. At least one well-known writer was 
arrested in mid-April for allegedly trying to 
send documents criticising the party out of 
the country. 
Apparently accepting at face value the 
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party’s call for criticism and comments, the 
March issue of Communist Review published 
the views of six well-known intellectuals 
who had been invited to participate in a 
seminar organised by the magazine in Jan- 
uary. According to the magazine, the par- 
ticipants strongly criticised two draft docu- 
ments prepared for the up-coming con- 
gress — a political platform and an eco- 
nomic blueprint — and questioned 
whether Marxism-Leninism was appro- 
priate for resolving Vietnam's current eco- 
nomic and political problems. 


The strongest criticisms were voiced by | 
Hong Ha, a veteran economist at the Minis- | 


try of Labour, War Invalids and Social Af- 
fairs, and Phan Dinh Dieu, a Soviet-trained 
mathematician, computer scientist and 
former member of the national assembly. 
They blamed Vietnam’s continuing crisis 
on the unimaginative application of out- 
dated Marxist-Leninist principles. 

“I do not agree with the draft platform 
which says that we enjoyed a correct policy 
and only made mistakes in leadership and 
specific policies,” Ha said. “The reason for 


FAR EASTERN ECONOMIC REVIEW 


Your Name 


can be among 


the World’s 
Best Kept — 
SECRETS... 








When any Foreigner or Non-Resident 
Sri Lankan opens a NUMBERED 
Demand., Savings or Time Deposit 
Account with Sri Lanka's Premier 
Bank - the Bank of Ceylon, the 
Account holder's identity is, under Sri 
Lankan Law. kept a closely guarded 

| | secret. 


You are assured of market related 
interest on your Savings and Time 
Deposits plus guaranteed secrecy. 


Get full particulars. Call Sri Lanka 
UPALI WEERASINGHE - Assistant 


General Manager - Treasury 


on 545790 


FREDDIE JAYRAJAH - Assistant B| 
General Manager International Bay 


on 545782 





Office conveniently located at 
New Head Office Building, 
Bank of Ceylon Mawatha, 
Fort, Colombo. 











| Bankers to the Nation 





| REGIONAL AFFA 


_ „our existing shortcomings stems from our 
_ dogmatic application of socialism . . . over 

the past 15 years. Our economic policy was 
_ wrong and even our foreign policy did not 
-| follow the correct line.” 

Several of the participants said the prin- 
ciples. of Marx and Lenin need to be “re- 
- studied and re-assessed” before they are 
_ applied to Vietnam. “If someone carries out 
_ the original doctrine of Marxism-Leninism, 
they will fail,” Ha said. 

The economist was particularly critical of 
the party's refusal to allow private land 
ownership. “Marx was wrong when he 
considered state and cooperative owner- 
_ ship as the target for building a new so- 
< dety,” Ha said. “Our target should be that 
all the people enjoy happiness, develop- 
ment and social equality.” 

Several of the seminar participants also 
called on the party to study political 
philosophies other than those of Marx and 

‘Lenin. “In order to find the best way for 
_ Vietnam to develop, we have to study 
- many doctrines which we have not studied 
: 80 far,” Dieu said, 
< Party leaders reacted sharply to the 
_ Communist Review's article, even though 
seminar participants say their strongest 
_ qtiticisms were not reported. The central 
committee’s culture and ideology depart- 
ment called a meeting of print media 
editors, during which they were warned 
against going too far in reporting the views 
_ of party critics. “The meeting was really 
_ aimed at Ha Xuan Truong,” one official 
said, referring to Communist Review's editor. 
-o Shortly after the editors’ meeting, other 
_ party-controlled media mounted a counter- 
_ offensive. Nhan Dan, the party daily, has 
_ published at least 16 articles charging the 
critics with “arrogance” because they had 
been exposed to foreign ideas. The news- 
paper also said that “coping [with Viet- 
nam’s current difficulties] does not mean 
changing the colour of our flag, as has been 
Suggested by some people who have lost 
_ their identity.” 

_ Hanoi Radio said socialism was Viet- 
‘s “inevitable path” and warned: “If we 




























nams 
do not build socialism, our country would 
face even greater difficulties.” The army 
daily said “reactionaries” abroad were mak- 
ing contact with people inside Vietnam to 
‘struggle against our course of renovation” 
and called on the party “to take active mea- 
; sures to attack all schemes and lies by our 
- enemy.” 

- On 16 April, Duong Hu Huong, one 
~~ of Vietnam’s best-known writers, was ar- 
rested for allegedly trying to send docu- 

ments criticising the party out of the coun- 
-> try with an overseas Vietnamese from the 
US. Huong quit the party last year and has 
-. become one of its sharpest critics in recent 
_ months. The overseas Vietnamese who 
Was carrying her documents is reportedly 

also still being detained. 
Communist Review appears to have fallen 
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back into line in face of the criticism. Its 
April issue contains an article by its editorial 
board entitled Some Things Need to be Dis- 
cussed Again which challenged the views of 
Ha and Dieu as “not quite right.” The arti- 
cle said that Marxism-Leninism was still the 
party's “sole ideological system,” but in- 
sisted that it had “historical limitations” and 
needed to be “adjusted” to fit the current 
situation in Vietnam. 

Officials say the party’s heavy-handed 
response to criticism — particularly from 
intellectuals and technocrats who have 
long served the communist cause — has 
prompted calls for an explanation from 
some local and district congresses, which 
have been meeting in recent weeks to elect 
delegates to provincial congresses sche- 
duled to be held in early May in prepara- 
tion for June’s national congress. “The 
party’s reaction has been very contradic- 
tory,” one official said. “The party asked 
people to make suggestions and proposals, 
but then it counter-attacked from a very 







conservative postion” 

The party’s sharp response appears to 
have stemmed any groundswell of support 
for its critics, most of whom are either older 
technocrats or well-known intellectuals. Al- 
though some district party congresses in 
the south reportedly have called for private 
land ownership, most criticism about the 
documents for the party congress has been 
cautious. 

“Party members are k their most 
daring ideas to themselves,” one well- 
placed party member said. “People are 
afraid of being offside if they run ahead of 
the ball, so their opinions focus only on 
things which are acceptable.” 

Nevertheless, party officials say the criti- 
cism from Vietnamese inside and outside 
the country has thrown party leaders into 
confusion. “Vietnamese communist theore- 
ticians are facing difficulty: they want 
to advocate Marxism, but it includes ideas 
that cannot be proven,” one party s source 
said. n 





DEFENCE 


US general sounds Gulf warning to North Korea 


Deadly demonstration 


Te punishing response to Saddam 








Hussein’s invasion of Kuwait was a 

demonstration to North Korea’s Kim 
Il Sung of what an attack on South Korea 
would bring, says Gen. Robert RisCassi, 
commander of the 43,000-strong US forces 
in South Korea. 

RisCassi told the REviEW that the swift- 
ness with which the US reacted in the Mid- 
dle East, the speed with which a multina- 
tional coalition was formed and the ability 
of the US and South Korea to conduct the 
large Team Spirit military exercise in South 
Korea during the Gulf War were object les- 
sons for the Korean peninsula. “I don’t 
think those three aspects were lost on Kim 
Il Sung,” he said. 

The military threat from North Korea re- 
mains high, said RisCassi, noting that an 
ambitious force modernisation programme 
has given the North far greater offensive 
capabilities today than it had in the mid- 
1980s. According to the US military, North 
Korea has about 1.1 million men under 
arms, including almost 100,000 special war- 
fare troops, and an impressive arsenal of 
submarines, fighter aircraft and missiles. 

The US commander said the North Ko- 
rean threat “is still formidable in terms of 
the armaments efforts, in terms of the or- 
ganisation and equipment and posturing.” 
RisCassi recently testifed to the US Con- 
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gress that since 1984 the North has added 
about 1,000 tanks, more than 2,500 infantry 
fighting vehicles and 6,000 artillery pieces 
and rocket launchers. More units have 
been shifted into forward positions and the 
North continues to maintain an offensive 
fighting doctrine, according to the four-star 
general. “The North also presents a signi- 
ficant chemical and biological threat,” he 
said in his testimony. 

The improved political situation in 
Northeast Asia, however, makes it less 
likely that those forces would be used. 
South Korea’s new diplomatic ties with the 
Soviet Union and a more even-handed at- 
titude by the Chinese mean that North 
Korea cannot rely on military assistance 
from its traditional allies in the event of a 
conflict. 

RisCassi underscored to the REVIEW the 
US worry about the nuclear activities at 
North Korea’s Yong Byon research reactor. 
Analysts in Seoul say the North could have 
a nuclear weapon by the mid-1990s. How- 
ever, the general refused to comment on 
whether the US would consider launching 
or supporting an attack on the facility if 
North Korea.does not allow inspections by 
the International Atomic Energy Agency. 
South Korean Defence Minister Lee Jong 
Ku sparked-a furore on 12 April when te 
said South Korea might have to attack the 
facility if North Korea did not agree to inter- 


national: inspection. 


2 MAY, 1991) 











S- — Ye 


n troops in joint exerci. 





South Korea 

In spite of the continuing military stand- 
off, RisCassi said that prospects for rap- 
prochement may be improving. The three 
rounds of prime ministerial talks that 
have been held since September between 
the Korean premiers are witness to this 
more relaxed environment, RisCassi said. 
The fact that “people from the North and 
South are sitting down at the table and 
discussing issues of major importance 
goes a long way in saying that maybe the 
winds of change that took place in Europe 
are drifting down across the Korean penin- 
sula.” 

The general said that the US must main- 
tain a military presence in the region, even 
if there is a dramatic reduction in tension 
between the Koreas during the 1990s. “The 
economic vitality of the region identified as 
Japan, Korea, Taiwan and China is so pow- 
erful that major powers such as the US and 
the Soviet Union can ill afford not to have 
some sort of presence in the region,” he 
said. “Does economic vitality equal a vital 
interest [for the US], like oil is in Southwest 
Asia, economic vitality being defined as 
cash that they can dump that can affect the 
market? I would say yes.” 

In testimony before the US Senate 
Armed Services Committee in March Ris- 
Cassi said that “every nation in the region 
has a central interest in the geostrategic 
position of Korea. None would be content 
to see it fall under the domination of any 
one of the others. Almost every nation in 
Asia feels comfortable with America’s sec- 
urity presence in Korea.” 

The Gulf War also holds military lessons 
for the allied forces on the Korean penin- 
sula, RisCassi said. These include the im- 
portance of air and naval strategic airlift 
to sustain ground forces; the need to have 
effective intelligence resources, including 
satellites; unified goals to ensure coherence 
of a multinational force; and command and 
control arrangements that ensure the ability 
of forces from different nations to work 
together toward a common military objec- 
tive. 
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ses: maintaining US presence. 





The issue of integrating military forces 
from different nations is important in 
Korea; RisCassi not only heads the US con- 
tingent in South Korea but also has war- 
time operational control over most of South 
Korea's 600,000-strong armed forces. He 
has been pressing the US Congress for 
additional money for intelligence, larger 
stockpiles of munitions and spare parts in 
South Korea and a better resupply capabil- 
ity. 

J Complicating these requests for more 
money is a debate about the role of the US 





3 military in South Korea. The US is commit- 


ted to moving from a leading to a support- 
ing role during the 1990s as South Korean 
military forces take over most functions. 
The US is in the midst of pulling out 7,000 
troops as part of the first phase of the 
Nunn-Warner bill, named after two US 
senators. When that is completed by the 
end of 1992 there will be about 36,000 US 
military personnel remaining in South 
Korea. 

More cuts will follow. By the end of the 
decade many of the 28,000-strong 2nd In- 
fantry Division and its support troops will 
probably be gone. The US air force in South 
Korea, which now consists of six squad- 
rons, will probably be cut less severely. 

The US and the South Koreans have 
agreed in principle that the US will move 
out of the sprawling Yongsan military base 
in central Seoul by 1996. RisCassi said the 
US can meet that timetable, but only if the 
South Korean Government makes a deci- 
sion soon about where the US military 
should go. The US has provided a list of 
several possible sites. 

North Korea has repeatedly used the 
annual Team Spirit military exercises as a 
reason to break off talks with the US and 
South Korea. South Korean and US officials 
have said that the exercises could be scaled 
down in recognition of the political thaw on 
the peninsula. a 
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PAKISTAN 


Sharif battles critics over Islamic code 


Shariah strains 





By Salamat Ali in Islamabad 
B= to pressure from the clergy, 





Prime Minister Nawaz Sharif has in- 

troduced a Shariah bill under which 

the Islamic religious code would be given 

status. Ostensibly religious in its aims, 

the law is so general that it seems unlikely 
to please any one. 

By introducing the bill in the national as- 
sembly on 13 April, the premier had hoped 
to put off indefinitely a widely anticipated 
confrontation between secular and Islamic 
factions. But the bill's critics argue that the 
steps it envisages are vague exhortations 
that will lead to confusion. They see the bill 
as a mere declaration of intent whose pro- 
gress would be watched apprehensively by 
secularists as well as Islamists. 

The secularists see the bill as laying the 
basis for the state’s abdication of constitu- 
tional authority and obligations, because it 
provides no specific guidelines for the im- 
plementation of the moral precepts it out- 
lines. This, they say, could only create op- 
portunities for arbitrary decisions and even 
corruption. On the other hand, the Is- 
lamists have already attacked the bill as 
being totally inadequate. 

In his speech to a joint session of parlia- 
ment on the eve of the introduction of the 





Sharif: pleasing no one. 


bill, Sharif claimed for himself a historic 
success in ushering in an Islamic way of life 
through the Shariah bill, coupled with a bill 
to amend the constitution. The Shariah bill 
was tabled the next day but the constitu- 
tional bill is still not in sight. 

The constitutional bill had been ex- 
pected to declare Shariah — Islamic laws 


based on the Koran and the traditions of 
the Prophet Muhammad — the supreme 
law of the land. But it was held back at the 
last moment, presumably because critics 
had pointed out that, in certain areas, it 
duplicated provisions already existing in 
the constitution, and also clashed with spe- 
cific articles in the constitution prescribing 
methods of Islamising the law. 

The premier justified the absence of spe- 
cifics in the bill by declaring in his speech 
that he was not a fundamentalist “who can- 
not move with the changes of modern 
times.” This remark was cautiously wel- 
comed by opposition leader Benazir Bhutto 
— Sharif’s predecessor as premier — who 
had hoped that the bill would be non-fun- 
damentalist. In the event, Sharif did not 
disappoint Bhutto. The Islamists, however, 
reacted sharply, arguing that there was no 
fundamentalism in Islam but only belief 
in Islam as a comprehensive all-embracing 
code of conduct. 

Instead of attempting to apply the 
Islamic code in detail to everyday life, 
the bill features a series of sweeping pro- 
visions, including Islamisation of the educa- 
tion system, promotion of Islamic values 
through the mass media and the elimina- 
tion of obscenity, vulgarity and other social 
evils. Other clauses call for the elimination 
of bribery and protecting the integrity 
of Pakistan through the prevention of ter- 
rorism and sabotage. 

On economic matters, the bill has been 
extremely cautious, for it gives protection to 
all contracts — whether individual or cor- 
porate — between Pakistanis and foreign- 
ers until the development of an alternative 
economic system at an unspecified date. 





TAIWAN 


Despite staging the largest and most 
peaceful protest march in recent memory, 
Taiwan's opposition movement is frus- 
trated by its inability to put the brakes 
on the ruling party juggernaut pushing 
ahead with its agenda for constitutional 
change. The frustration is compounded 
by a news media which remains under 
the influence of the Kuomintang (KMT) 
and by disarray in opposition ranks over 
tactics for keeping up the political pres- 
sure. 

The opposition Democratic Progressive 
Party (DPP) gained some public credibility 
for its march on 17-18 April that mobilised 
10-20,000 supporters to protest against 
senior parliamentarians changing the con- 
stitution. The march ended in a modest 
concession from the KMT, while moder- 
ates in both parties daimed success in 





Hungry for change 


bringing the ambitious — if poorly plan- 
ned — protest to a non-violent end. 
Some political observers say the out- 
come strengthened President Lee Teng- 
hui’s influence over those in his party 
who reportedly wanted no compromise 
with the ppp, and who were clearly pre- 
pared to use the police to break up the 
demonstration. 

In return for abandoning the protest, 
the KMT agreed to place a time limit on 
amendments which incorporate into the 
constitution certain extra-legal agencies set 
up during four decades of emergency 
rule. 

These agencies include the National 
Security Council, a super-ministry that 
gives the president a say in cabinet affairs, 
and the National Security Bureau, an 
intelligence organisation orginally form- 
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ed to suppress communism but which op- 
positionists claim spied on political dissi- 
dents of all kinds during the martial-law 
years. 

The KMT agreed that amendments 
which had grouped these agencies under 
the presidential office would terminate at 
the end of 1993, by which time it expects 
lawmakers to have passed a bill making 
them accountable to the legislature. 

The opposition’s modest demands 
made negotiation possible, but the party's 
leadership is not satisfied they accom- 
plished much. Some members believe 
that by disbanding the protest without 
adequate explanation they may have 
made it difficult to rally support for future 
demonstrations. 

ppp deputies are still refusing to 
lend legitimacy to the national assembly 
amending the constitution and have con- 
tinued their boycott of the final sessions. 
The opposition’s 19 lawmakers have also 
opted to stay out of the legislature for an 
indefinite time, but their KMT colleagues 
have responded by saying that they were 
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‘The bill also seeks the creation of a perma- 

~ nent commission to study all laws concer- 
ing the economy and to report regularly to 
parliament. 

The only near-specific provision in the 
bill is the abolition of riba, or usury, in three 
years unless parliament extends the period. 
The first job'of the commission would be to 

< define usury and to decide if bank interest 
and all forms of predetermined fixed return 
‘on capital fell under the definition. 
ight religious parties, including some 
nifs own Islamic Democratic Alliance 
coalition, have demanded that earlier 
riah legislation passed by the upper 
_ house ‘of parliament towards the end of 
- Bhutto's premiership be adopted instead of 
the new legislation. The upper house then, 
as now, was dominated by the IDA and it 
passed the bill primarily to embarrass the 
Bhutto government. But the bill never be- 
came law because it was not passed by the 
directly elected. lower house, which was 
prematurely dissolved. 

One provision of that bill was the associ- 
ation of the clergy with an alternative judi- 
cial system either as judges or consultants 
of the courts. That provision is missing 
from Sharif’s Shariah bill. 

Some lawyers believe that Sharif’s bill 
makes Shariah courts created by the late 
president Gen. Zia-ul Haq redundant, since 
the bill proposes to give every court the 
power to interpret Shariah. They therefore 
welcome the bill on the ground that allow- 
ing every judge to decide issues of Shariah 
would prevent the consolidation of a theo- 
cracy. 
Sharif’s bill has been referred to a select 
committee in which the Islamists are out- 










numbered one to 10. The basic issue before 
the committee would be how to ensure that 
the bill does not interfere with the constitu- 
tion, which is based on secular precepts. 

The bill has skirted the issue of whether 
parliament should interpret Islam. The par- 
liament in its present form cannot do this, 
because most of its members are not 
Koranic scholars. The law minister, how- 
ever, has issued a statement asserting that 
the bill does not dilute the authority of par- | 
liament and the constitution. 

The roots of the present controversy on 
Shariah go back to the birth of Pakistan — 
a state carved out of British India as a sepa- 
rate homeland for Indian Muslims. But the 
founding fathers of Pakistan were Western- 
ised Muslims, and the foremost among 
them, Mohammad Ali Jinnah, had declared 
that Pakistan would not be a theocracy and 
that its citizens would be equal, irrespective | 
of their religion. 

Since then advocates of Islamic theo- 
cracy have found a powerful example in 
post-Shah Iran, where the upper house of 
parliament, comprising entirely of theolo- 
gians, ensures enforcement of the Shariah. 
Its approval is needed for every bill passed | 
by the lower house, to which both clerics | 
and others are elected. | 

One reason why Zia courted the derics 
in Pakistan was to pre-empt the spread of | 
the radical brand of Islam practised next 
door in Iran under the ayatollahs. Zia be- 
lieved that, given the Muslim sectarian dif- 
ferences, Pakistan's clerics would not stand 
for the infusion of Iranian radicalism. In the 
process, he unleashed forces that have 
been a constant cause of concern to his suc- 
cessors — first Bhutto and now Sharif. m 








elected to serve as parliamentarians — not 
as professional protesters. A group of uni- 
versity students and teachers opposing 
the KMTs constitutional changes were par- 
ticularly disappointed with the DPP’s quick 
settlement. Students from a half-dozen 
universities began a hunger strike on 18 
April to continue the protest. “We hope 
our actions will isolate the KMT and 
weaken the legitimacy of the so-called 
constitutional reforms,” one student lead- 
er said. 

~The students want a new constitution 
that. effectively renounces the govern- 
ments sovereignty over all of China ex- 
cept Taiwan. From the KMTs point of 
view, the students’ demands are impossi- 
ble to accept and the party has officially ig- 
nored them. 

KMT-affiliated television stations have 
not broadcast any reports on the students’ 
actions, while the leading daily news- 
papers have buried the news on inside 
pages. 

The hunger strikers were joined on 21 
April by former Taiwan provincial. as- 


" 


semblyman Lin Yi-hsiung and Presby- 
terian minister and independence activist 
Kao Chun-ming. Although not a DPP 
member, Lin is a prominent dissident 
whose moral influence exceeds that 
of most of the party’s leaders. While 
awaiting trial for participation in anti-KMT 
riots a decade ago, his twin daughters 
and mother were mysteriously murder- 
ed and police have never found the cul- 
prits. 

Opposition leaders hope the hunger 
strikers will fuel public opposition to the | | 
first stage of the KMTs constitutional | | 
changes. But despite their determination, 
the students face the same problem as the | | 
DPP in trying to sustain a protest which | | 
is doomed to failure. The constitutional 
changes in the national assembly are a fait | | 
accompli. 

The DPP and its sympathisers see few 
opportunities for an effective opposition | | 
to the KMTs preponderance of votes in 
either the assembly or the legislature until | | 
senior members retire later this year and. | | 
new elections are held. @ Julian Baum 
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Traveller’s Tales 


takeaway Chinese smorgasbord: 


‘m sorry if I seem to be going on at in- 

ordinate length about the delights 

of Vancouver and Sydney, but they 

seemed, as they never have before on 
previous visits, to encapsulate much of the 
energy and growth, actual and potential, of 
the Pacific. 

Plenty of Asian capital is flowing into 
Canada, mainly from Japan, Taiwan and, 
of course, from Hongkong in the wake of Li 
Ka-shing’s plunges into Husky Oil and 
Vancouver's Expo site and the Hongkong 
and Shanghai Bank's rescue of the troubled 
Bank of British Colombia, now subsumed 
into the Hongkong Bank of Canada (the 
only Schedule A bank not based in Toronto), 
In fact the Royal Bank of Canada estimates 
between US$1.7-3.5 billion a year leaves 
Hongkong for investment in Canada. 

Toronto is still the main beneficiary, 
being the favoured destination of the 
younger Hongkong immigrants and which 
now is home to perhaps one-third of a 
million Chinese, active 
mostly in industry and 
the service sector, Van- 
couver, now housing 
one-quarter of a million 
Chinese — about 20% 
of the population — at- 
tracted the more elder- 
ly and wealthy. They 
bought retirement 
homes and largely in- 
vested in real estate — 
as did the Japanese (11 
of 15 downtown hotels 
are owned by Asians, 
boasting the third-high- 
est occupancy rates in 
North America). Some 
resentment about the 
impact this had had on 
real estate values is fad- 
ing. The younger gen- 
erations are now 
branching out into 
more active areas of investment — food, 
bottling, tobacco, garments, electronics, 
appliances and toys. 


The Chinese contingent is making itself felt 
politically and socially. Examples: David 
Lam, had arrived in Canada as an immi- 
grant in the 1970s, was in 1988 appoint- 
ed Lieut-Governor of British Columbia; 
Daniel Caw heads up the Vancouver 
branch of the Hongkong-Canada Business 
Association which I went to Canada to talk 
to. With nearly 1,000 members (about 50% 
foreign devil), it is British Columbia's sec- 





Vancouver's Ming garden. 


ond-largest business organisation — sec- 
ond only to the Vancouver Board of Trade 
(Caw was born in Burma and ran success- 
ful businesses in Singapore, Bangkok and 
Hongkong); Andrea Eng, Canadian-born, 
who was Miss China Town in 1977 and 
Miss Canada the following year broke into 
a male-dominated field (Vancouver is still 
rather old fashioned in some areas) and in 
1989 sold over C$230 million (US$192 mil- 
lion) worth of real estate. 


Alongside some of the two cities’ successful 
restorations of historic buildings there is 
little in the Asian style. The presence of 
the large Asian communities, despite their 
ownership of large chunks of real estate 
and their investment in a lot of new central 
buildings, has not had much impact in 
architectural terms. However, hidden 
away, bang in the middle of Vancouver's 
Chinatown is a Chinese garden which is 
the most charming I have seen outside 
China. It seems to offer 
endless vistas, of lakes, 
rocks, trees, walkways, 
bridges, halls and pavil- 
ions, and yet occupies a 
very modest site. 

The Sun Yat Sen 
Classical Chinese Gar- 
den, a perfect version 
of a Ming dynasty Su- 
zhou scholar’s retreat is 
the result of a joint ven- 
ture between Canada 
and China, the latter 
providing plans, 52 
craftsmen and 70 con- 
tainers of material, 
ranging from traditional 
tiles to masses of lime- 
stone rocks, eroded 
into crags and minia- 
ture mountains by the 
waters of Lake Tai, near 
Suzhou. The garden 
provides an amazing, calm oasis in 
the centre of Vancouver. Sydney too boasts 
a Chinese garden within the Darling 
Harbour complex close to the city cen- 
tre; not so exquisite as Vancouver's 
but the largest such garden outside 
China. 


Multi-culturalism is alive and well in Aus- 
tralia, well illustrated by this photograph 
taken by O. W. Powell on a couple of 
eating establishments in the Brisbane 
suburb of Moorooka (an Aboriginal name), 
one offering French bread and the other 
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Our trip to Australia was in the footsteps of 
Ludovic Kennedy, a hero of mine for the 
struggle he has waged since the 1950s 
against capital punishment and the injus- 
tice of a string of verdicts in the British 
courts which took years of wrongful impri- 
sonments to overturn. He wrote about his 
visit testily in the London Spectator. He did 
manage to see the Great Barrier Reef, but 
another cyclone, Joy, had stirred up the 
sand and rendered ev g beige. As for 
Sydney, this pillar of the liberal establish- 
ment wrote: “Yet my most abiding impres- 
sion of Sydney was the overpowering pre- 
sence of thousands and thousands of Ja- 
panese — Japs in caps; Japs with maps; 
Jap taking snaps. I had nothing against 
them personally and they all seemed to be- 
have impeccably, but in such bulk they 
seemed very slightly to change Sydney's 
character.” 

So much for the liberal hero. The pre- 
sence of thousands of European tourists 
subtly alters London, just as American vi- 
sitors slightly change Tokyo's character. 
Presumably Ludo would have preferred 
a couple of hundred British football sup- 
porters. 


Australia’s hooligans still write the odd 
racist slogan on city walls. Most of them 
reveal the level of literacy possessed by the 
writer of this notice of auction, photo- 
graphed by Simon Hoey: 
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Traditional hierarchies at stake in next elections 


Casting aside history 





By Hamish McDonald in New Delhi 


Pae: 





Across the densely 
populated plains of 
northern India, a social 
revolt gathering over 
several decades is get- 
ting close to fruition and may be reflected in 
the results of general elections scheduled 
for late May. If so, this will be the moment 
when the hitherto elitist and Anglicised 
character of the country’s political and so- 
cial institutions will get the shock of 
populistic change. 

The revolt has been growing within the 
caste system of the Hindu majority, some 
80% of India’s 844 million people. More 
specifically, it is taking place in the northern 
Hindi-speaking states, of which Uttar 
Pradesh and Bihar alone hold 225 
million people and respectively 
send 84 and 55 members to the 
544-seat lower house of parlia- 
ment. 

Notorious for the worst literacy 
rates in India — lower than 30% 
— and politically corrupt, this north- 
em region remains socially conser- 
vative, locked in age-old patronage 
systems linked to caste. If social 
transformation occurs here and is 
reflected in political change, India 
can be said to have moved into a 





new era. 
The revolt is also the result of the 
“Green Revolution” — the use of 


high-yielding seeds, chemical fer- 
tilisers and extended irrigation that 
transformed the famine-prone India 
of the 1950s and 1960s into a grain- 
surplus producer. Another factor 
was the impact of land redistribution 
schemes. Although delayed by the 
fierce opposition of upper caste 
landlords and some administrative 
failures, these schemes eventually 
succeeded in building economic in- 
dependence among small farmers 
and freed them from debt bondage 
to landlords and rural money lenders. This 
allowed the farmers to make use of previ- 
ously inaccessible political freedoms and 
opportunities. 

The bulk of these small farmers were 
from the myriad castes within the lowest of 
the four great varna or major categories in 
the traditional Hindu hierarchy: the priestly 
Brahmins, the Kshatriya kings and war- 
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riors, the Vaishya merchants and farmers, 
and the Shudra servants and tradesmen 
who carried out manual tasks. Beneath 
these castes are the class of untouchables, 
now known as Harijans (Children of God), 
who carried out tasks related to death and 
excreta, and worked as field labourers. 
Designated for some decades as “back- 
ward” castes, the Shudra groups in the 
Gangetic plains have increasingly shaken 
free of the patrimonial bonds subjecting 
them to the three upper castes. Their inde- 


V. P. Singh: selling the Mandal report on caste. 


pendence and numbers — they represent 
around half the population — have been 
showing up in elections since the mid- 
1960s, with the rise of Shudra political lead- 
ers in several northern states. This political 
movement has mainly expressed itself 
through the agrarian socialist parties that 
have since devolved into the Janata Dal. 
The leader now seeking to gather this 
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lower-caste power into a coherent move- 
ment is V. P. Singh, himself a member of 
the Rajput caste of Kshatriyas. Formerly fi- 
nance and defence minister in Rajiv Gan- 
dhi’s 1984-89 Congress party government, 
Singh left the Congress in protest against 
pay-off scandals to join the agrarian-based 
Janata Dal. An alliance of mutual conveni- 
ence with the rightwing Hindu nationalists, 
the Bharatiya Janata Party (BP), enabled 
Janata Dal and various leftist and regional 
parties to form a government in November 
1989. 

This government, after only 11 months 
in power, fell last November over two great 
issues. Directly, it fell because the BP with- 
drew support after the Singh government 
and Janata Dal state governments in Bihar 
and Uttar Pradesh blocked the Bjp’s cam- 

paign to remove a mosque built by 
i Muslim invaders on the proclaimed 

birth place of the Hindu deity Ram 
: at Ayodhya. 

Secondly, Singh decided last Au- 
gust to implement the long-shelved 
recommendations of the Mandal 
Commission that 27% of central gov- 
ernment jobs be reserved for certain 
backward castes in addition to the 
22.5% already reserved since inde- 
pendence for untouchables and tri- 
bal people. This decision led to 
widespread protests by upper 
castes in northern India. 

With both the BP's Ayodhya 
campaign and Singh’s Mandal po- 
licy, it had been a question of who 
would strike first. In different ways, 
both aimed at the Hindu vote — the 
BJP by stirring Hindu fervour, Singh 
by appealing to the most numerous 
Hindu classes. Singh’s move ap- 
pears to have been provoked by the 
BJP's announcement of its intentions. 
With a split inevitable, Singh could 
only look to new elections for politi- 
cal survival. By going out on a vote 
of confidence on the Mandal policy, 
he nailed his colours to Janata Dal 

and plunged into reshaping it. 

To a stunned Janata Dal leadership he 
proposed a “Mandalised” structure within 
the party itself, with 60% of party posts re- 
served for backward castes, Harijans, Mus- 
lims, other minorities and women. Launch- 
ing his election campaign in Patna, the 
Bihar state capital, on 18 March, Singh de- 
clared a fight “against the thousands of 
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years of injustice” towards the back- 
ward and untouchable castes. 

In doing so, Singh staked out his 
constituency as the Shudras and un- 
touchables of the north. In addition, 
he is hoping to add the states domi- 
nated by the Communist Party of 
India~-Marxist — West Bengal and 
Kerala — and the two big southern 
states of Andhra Pradesh and Tamil 
Nadu, through regional allies. In 
Andhra Pradesh, the Telugu Desam 
Party led by N. T. Rama Rao hopes 
the pendulum will swing back after 
the party’s rout at the hands of Con- 
gress in 1989. In Tamil Nadu, the 
Dravida Munnetra Kazhagam (DMK) 
government — allied to Janata Dal 
— was deposed recently by a con- 
troversial imposition of president's 
rule clearly at Congress instigation. 
DMK leader M. Karunanidhi is seek- 
ing vindication through the polls. 

To a great extent, the Indian 
south is a precursor of a Mandalised 
north. The south carried out its own 
anti-Brahmin revolt decades ago. 
Not only will many southerners get 
a vicarious satisfaction from see- 
ing northern Brahmins taken down 
a peg, there is also a self-interest in the 
Mandal report. With their high educa- 
tion levels, southern backward castes could 
do well out of New Delhi's job reserva- 
tions. 

In practice, Singh's experiment is still 
just that. For a start, the exact caste break- 
down of the population is not known, nor 
is the status ranking at all clear even to 
Hindu scholars. At the extremes stand the 
Brahmins and untouchables. In between, 
several thousand castes are arranged in 
local hierarchies in which economic and so- 
cial power contradicts ritual authority. 

The last census to ask about caste was 


Villagers in Bihar state: growing revolt. 
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under British rule in 1931, and estimates of 
the country’s caste composition are pro- 
jected from that. In Bihar, the three upper 
castes are thought to make up some 13-14% 
of the 86 million people. Within this group- 
ing, Brahmins account for a little under 5% 
and the Rajputs (Kshatriya) a little over 4%. 
The various Shudra castes form 51-52%, 
with the Yadav peasant caste the most 
numerous with 11% of Bihar’s people. The 
scheduled castes make up about 14% and 
tribespeople 9%. Muslims are around 12%. 
In Uttar Pradesh, the projections would 
give more weighting to the extremes 
among the 139 million population: upper 





i castes and untouchables would ea 
' 2 have about 20%, the Shudra cast 
a $ about 44%, and the Muslims abo 
"= 15%, 

3 By presenting the Mandal repor 
Singh is putting theory to the tes 
Shudra voters have a dear class i 
terest in voting for his party. Neithı 
the Congress nor the BJP have co: 
demned outright the idea of mo: 
job reservations, but both espou: 
an economic criterion that wou 
give a preference to the impoveris! 
ed of all castes. Both parties are als 
associated with constitutional cha 
lenges to the Mandal recommend: 
tions, which attack caste categoris: 
tion as a means of implementing th 
constitution’s section empowerin 
the government to reserve jobs an 
university places for backwar 
classes. 

In theory, Singh’s electoral arith 
metic gives him a good chance c 
sweeping the northern Hindi-speak 
ing belt. To the 50% or so backwarı 
castes, add a fair percentage of th 
untouchables and tribals, and nearh 
all the Muslims by virtue of Janat 
Dal’s defence of the Ayodhya mos 
que. In addition, Singh personally is ex 
pected to pull in some votes from his fellow 
Rajputs. 


he Congress and BJP, on the othe; 
f | hand, are in a bind as to how they 
respond to Singh’s strategy. Re 
placing their existing upper caste- 
dominated line-up of candidates with back 
ward caste people would not reap a large 
crop of backward votes in the absence o; 
full endorsement of the Mandal report. Ai 
the same time, they could compromise 
their appeal to upper caste voters. 
In practice, several things could gc 





Harvest of death 


With the harvest gathered and summer ap- 
proaching, the land around Tiskhora village 
south of here is already bare and dusty. 
There is a two-room pri school next to 
a big tree in the village, a small Hindu 
shrine and a huddle of sagging mud-brick houses and hay- 
stacks. 


See 
EELE 





There are various versions as to what happened at Tiskhora 
on 19 February, but everyone is agreed on one thing: at the end 
of the day, 14 people were dead of gunshot wounds. Many of 
the victims were from the Harijan castes — formerly called “un- 
touchables” — who form the bulk of Tiskhora’s 1,500 in- 
habitants. Harijan villagers in Tiskhora, including relatives 
of the victims, said the attack came as organisers of a Maoist- 
style leftist party, the Indian People’s Front (IPF), rallied local 
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people to attend a protest in the neighbouring town of 
Masaurhi against New Delhi's replacement of the Bihar state 
governor. 

Hundreds of armed men, members of a landlords’ army call- 
ed the Kisan Sangh (Peasant’s Union), ambushed the IPF group 
and cornered them in Tiskhora. IPF organiser Rajeshwar Prasad 
Verma, several other activists and some villagers — 13 in all — 
were pulled out of their homes and shot. 

It was not the first such raid. In mid-January the Kisar 
Sangh had similarly attacked and killed four people. “It is done 
to create terror,” said one villager. “The landlords are afraid oi 
us getting united under the IPF and putting up our wages.” 

Right next to one victim's home is a bricked courtyard with 
animal-feed bins and a hand pump, surrounded by four or five 
more substantial one and houses. An elderly man 
with a white beard, clean white clothes, an orange cloth around 
his head and a cane sits on his stoop. He is pointed out as a 
Kisan Sangh member and a landlord. He and others in this bet- 
ter part of Tiskhora refuse to talk about the killings. 

A kilometre back along the track is Hasanpura village. Its 


badly wrong for Janata Dal. The suc- 
cesses of Janata Dal and its precur- 
sors at state level have shown the 
rising assertiveness of the lower 
castes, particularly the Yadavs of 
Bihar and the Jats of Haryana. But 
their brief spells in federal power 
have not conclusively proven a 
broad class interest. Rather they 
have resulted from reaction against 
Congress excesses: Indira Gandhi's 
emergency rule in the mid-1970s 
and the pay-off scandals under Rajiv 
Gandhi 


The solidarity of castes within the 
backward category may be fraying 
in the states where Janata Dal is in 
power and dominant castes are de- 
veloping their own exclusive patron- 
age. In Bihar, for example, Chief 
Minister Lalloo Prasad Yadav has 
been packing his fellow Yadavs into 
government jobs, right down to the 
police intake, since ousting Con- 
gress a year ago. Congress and the 
BJP are wasting no time in pointing 
this out to other big backward 
castes, such as the Kurmis and 
Koeris. “Lalloo has a historic oppor- 
tunity,” admitted one senior Janata 
Dal figure in Patna, “but he is missing it. 
He is not behaving maturely.” 

Most observers think the backward 
castes will hold together through this elec- 
tion campaign. The Mandal system is 
something for them to defend jointly, as 
nebulous as its benefits yet may be. The 
reaction against it from the upper castes last 
year — in Bihar armed clashes took place 
between caste gangs, and wealthy land- 
lords had Patna blockaded for some time — 
was taken as an attack on all. In addition, 
the backward castes are pulling together to 
defend their interests as rural land-owners 
against radical leftists trying to organise 





Hindu holy men at BJP rally. 


landless labour. 

A second question is the degree of 
shared interests between the backward and 
the scheduled castes. In economic terms, 
the two categories overlap. There are some 
prosperous and well-educated Harijans in 
the north, just as there are landless and de- 
pendent Shudras. 

Janata Dal, however, is not necessarily 
em g as the champion of the Harijans, 
the role traditionally taken by Congress. 
The Indian People’s Front (IPF) — a radical 
movement formed in 1982 from Naxalite 
communists and alienated Janata support- 
ers — has built substantial support among 


Bihar’s landless, reflected in a grow- 
ing vote and a mounting spate of vio- 
lent clashes with armed groups of 
backward caste landowners. “There 
is real conflict between these ‘kulaks’ 
and the agricultural labourers and 
poor peasantry,” said IPF official Di- 
pankar Bhattacharya, who sees a 
convergence of caste and class in- 
terests. 

To the extent Janata Dal is iden- 
tified with violence from the back- 
ward castes, potential Harijan sup- 
port will be lost. But in Bihar, at 
least, the Congress is tarred with the 
same brush: the deputy leader of 
Congress in the state assembly is 
widely regarded as the top patron of 
the Kisan Sangh (Peasants’ Union), 
the kulaks’ private army into which 
several backward caste vigilante 
groups have been merged. The IPF 
will take Harijan votes from all sides, 
and if it wins seats it is unlikely to 
support any other government than 
one formed by the Janata Dal. 

Moreover, votes may not be free- 
ly cast at the next elections. So-called 
“booth-capturing” is anormal feature 
of polling in rural India; local pa- 
trons and their muscle-men seize control of 
voting stations and mark ballots on behalf 
of helpless local clients. “In Bihar, violence 
is one of the languages in which politicians 
speak, even the Gandhians,” said IPFs 
Bhattacharya. For his part, the Bihar chief 
minister has transferred dozens of election 
officials in recent weeks, which opponents 
believe is a prelude to ballot-rigging. 

Finally, there is the sincerity of Singh's 
conversion to the Mandal report. Can 
this member of the caste of kings convince 
the hundreds of millions of Indian Shudras 
and untouchables that he is really one of 
them? a 
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brick and mud houses are not much better than those of Tis- 
khora. But most of its people are Yadavs. In the Hindu scheme, 
the members of this caste of small farmers constitute the lowly 
Shudras but they are not beyond the pale like the Harijan. 

to the Yadavs, the IPF has been active in the area 
for about three years and instigated Harijan labourers to boycott 
a certain tract of land during that time. “Several village head- 
men have been murdered,” one Yadav said. “To save ourselves 
we formed the Kisan Sangh. It is not based on caste: we have 
everyone from Brahmin to Harijans.” 

When the Kisan Sangh worked the boycotted field, the IPF 
attacked, killing one Kisan Sangh member. On 19 February, the 
IPF group abused police at a nearby camp and fired on them, 
sara debater This led to the confrontation with the 

Kisan Sangh, according to the Yadav version. 

According to a police officer in Masauhri, the IPF has been or- 

ce boycotts of certain fields and extorting money from 

labour. The police claim that on 19 February — 
Bs ere Faas Sct raster wos xed rot ceed 
— a police detachment was fired on by a larger IPF group and 
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forced to retreat. The Kisan gathered and counter-at- 
tacked. Police reinforcements later found 14 bodies in Tiskhora, 
including that of a Kisan Sangh member, ee 

The police arrested some 35 suspected Kisan Sangh mem- 
bers and charged them with murder and other offences. Bihar 
Chief Minister Lalloo Prasad Yadav promised swift justice and 
allocated compensation of Rs 50,000 (US$2,600) to each victim's 
family. Congress party leader Rajiv Gandhi made a special trip 
to offer condolences. 

Tiskhora was not the scene of the first or largest Harijan mas- 
sacre in Bihar. There have been 27 com) incidents from 
1981-88, with the highest death toll recorded in Dalechak 
Bagaur in May 1987 when 54 peop! ; 

Now Shat ue e CONE S P ce 


a fraction of the chief minister’ 
been paid. The Yadavs are unrepen! 
50 km from where, some 2,500 years ago, Gautama Buddha ob- 
tained enlightenment. m Hamish McDonald 
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In 1980, a commission 
chaired by an obscure 
politician, B. P. Man- 
dal, handed in a report 
i to New Delhi that 
_ sparked off a debate that went to the very 
‘roots of Indian society. 
“Castes . . . have kept Hindu society di- 
‘vided in a hierarchical order for centuries,” 
: Mandal wrote. “This has resulted in a close 
linkage between the caste rankings of a per- 
son and his social and economic status. 
‘This manner of stratification of society gave 
the higher castes deep-rooted vested in- 
terests in the perpetuation of the system.” 
Nor was the system dying out. “It is 
-generally agreed that whereas certain caste 
taboos have weakened . . . the importance 
of casteism in Indian politics is on the in- 
crease .. . what caste has lost on the ritual 
front, it has more than gained on the poli- 
-tical front.” 
~ Mandal recommended that in addition 
to the 22.5% of government jobs long set 
aside for the so-called untouchables and 
tribespeople, a further 27% be reserved for 
embers. of the backward castes who form 
the bulk of the hundreds of servant castes 
thin the Shudra category of classic Hindu 
ety. 
ike the 1955 Kalelkar Commission re- 
on government job reservations for the 
dra castes, the Mandal report initially 


Ree Re 
men 


Class interests erode caste designations 


Ancient and modern 


looked as though it would merely gather 
dust in the bureaucracy’s files. The Janata 
Party government, which originally com- 
missioned the report, had lost power to the 
upper-caste dominated Congress party in 
1977. 


But with the return of its sponsors — re- 
named Janata Dal — in the November 1989 
elections, the Mandal report again became 
a live issue. In August 1990, then prime 
minister V. P. Singh announced he would 
implement the report’s findings. New 
Delhi and many other Indian cities erupted 
in protest — including incidents of self-im- 
molation — by upper-caste students en- 
raged at the prospect of prized government 
jobs becoming even more scarce. 

At first sight, the recommendations 
were hardly revolutionary. The 27% figure 
— the maximum Mandal could suggest 
given a Supreme Court ruling that the ceil- 
ing on total reservations should not exceed 
50% — still guaranteed the backward castes 
only half the proportion of state jobs that 
matched their weighting in India’s popula- 
tion, estimated at about 52%. The upper 
castes, numbering less than 20% of the 
population, would still have more than 
50% of jobs open to them. While the public 
sector employs only about 7% of the work- 
force, this still represents about two-thirds 
of the formal sector. 

Yet greater issues are involved. As 











the caste structure i 


ire is politicised in ; 
way that combines different castes int 
large classes. This class interest cuts acros: 
religious divides — hence the nervousnes: 
of urban professionals and rural landlords 
Other commentators describe this proces: 
more bluntly. J. D. Sethi, for example, sav 
in the protests against Singh “the death o 
a class” and a “gruesome, neurotic expres 
sion of a putrefied social and educationa 
structure.” 

The issues raised by Mandal also make 
the proponents of India as a Hindu rashin 
(Hindu nation) uneasy. Horizontal forma 
tions — such as the alliance of backwarc 
castes — make caste “the great secularise: 
in a society being pulled apart by convo 
luted religions,” Kothari said. The Hindu 
revivalist Bharatiya Janata Party, evoking 
fervour for the god Ram as the patron of < 
nationalist India, is a Brahmin-dominated 









party. 
Not all the attacks on the Mandal report 
derive from class self-interest or religious 
fervour. Many criticise its recommenda: 
tions as an inefficient and inequitable way 
of helping the socially deprived, as there 
are both poor Brahmins and rich untoucha- 
bles. Many of the castes listed as backward 
by Mandal already have substantial eco- 
nomic power, which is steadily being re- 
flected in better education and institutional 
power. 
These factors raise complex questions aś 
to how any policy intended to eradicate 
caste differences, at least along economic 
lines, may be implemented. For example, 
should a poor Brahmin take a government 
place from a moderately well-off Shudra? 
Mandal proponents argue that removal of 
thousands of years of stigma is involved, 





‘The populist prince 


A member of the Raj- 


TAn put caste of kings and 
p Æ ® B® g warriors, and one 
| who rose high in the 
pense Congress party before 
being forced out in 1987, former prime 
_ minister V. P. Singh is regarded as a class 
traitor among the Indian elite over his 
adoption of the Mandal Commission re- 
-port on the caste system. But he himself is 
_ Unapologetic about being a “red rag” to 

such people. i 
-In appearance a picture of school-mas- 
terly mildness, Singh has been an awk- 
‘ward. character. for years. As ‘finance 
minister. in Rajiv Gandhřs -cabinet, his 
-zealous pursuit of tax dodgers and black 
_ marketeers won him many enemies — 


















and pointing out a looming budgetary 
crisis earned him no points from Gandhi. 

Sidelined to the defence portfolio, he 
turned up a kickback scandal in a sub- 
marine purchase from then West Ger- 
many, and was forced to resign. Within 
months, with the even bigger Bofors artil- 
lery pay-off scandal providing him am- 
munition, his rift with Gandhi widened 
and he left Congress altogether. 

As prime minister for 11 months in 
1989-90, Singh did not manage to trans- 
cend the wranglings of a diverse, intrinsi- 
cally unstable parliamentary base. He 
failed to project his themes to the edu- 
cated urban elite whose disillusionment 
with Gandhi and Congress had helped 
put him into power. 
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Whether the wider public accepts their 
definition of Singh as a stirrer of caste 
hatred and political opportunist will be 
seen in the May general elections. While 
his Janata Dal party suffers from poor dis- 
cipline, Singh enjoys a high personal 
reputation for probity and ministerial 
expertise — especially in finance. His 
other great asset is an unrivalled gift: of 
public speaking to all levels of Indian 
ae 


On a whistle-stop tour of rural Uttar 
Pradesh, Singh switched effortlessly from 
a discussion of India’s balance-of-pay- 
ments crisis with New Delhi~based repor- 
ters to a series of relaxed speeches to 
spellbound farmers and villagers. The 
morning after one such speech in the 
small town of Bareilly, Singh talked about 
his campaign to the REVIEW. 

Singh. said no one should have been 
surprised that his government decided to 
implement job reservations for the back- 
ward castes. Reservation had: been a po- 
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that the lower castes need to see 
examples of their peers in prestigi- 
ous jobs and that the poor Brahmin 
would probably receive sympathetic 
treatment from Brahmin-dominated 
selection boards. 

There are other arguments based 
on notions of efficiency in govern- 
ment. Few outside India would see 
the existing bureaucratic order as a 
model of efficiency, and some argue 
that civil servants of humble origin 
might have more rapport with the 
people they are supposed to serve. 
There is also a legal argument that 
the constitution allows reservation to 
help backward classes rather than 
castes, though the relevant section 
concerns itself with the socially and 
2ducationally deprived — effectively 
invalidating economic criteria. 

Another question often raised re- 
ates to the necessity of caste in Hin- 
juism and India. Can Hindu society 
æ made more just according to 
nodern democratic values? Scholars 
such as Louis Dumont — in his 
200k Homo Hierarchicus — argue that 
iierarchy is part and parcel of the 
ndian social order. This suggests 
2quality between the castes is unattain- 
ible without abolishing the entire social 
system. 

Around the time of Indian indepen- 
lence in 1947, such an argument was at the 
‘entre of the great debate between 
Mahatma Gandhi and the untouchable 
eader B. R. Ambedkar. While Gandhi 
‘ought to retain the Hindu structure by giv- 
ng dignity to the untouchables and their 
raditional tasks, Ambedkar argued that 
mly by withdrawing from Hinduism could 


licy in Janata Dal’s 1989 election platform 
and had been included in the president's 
policy speech to the last parliament. 

“There is a broader concept of equity 
that is more important than one report,” 
Singh said. “We have an inequitable social 
order. It gives birth to an inequitable 
power structure, which in turn inequita- 
oly distributes the benefits of power. 
What is necessary in India is action to 
change that social order, to ise the 
interrelationship of the social, political and 
2conomic realities. A curtain is usually put 
over the social side, because it is too 
agly.” 

Apart from “political manoeuvring” by 
his opponents, Singh lays much of the 
blame for the series of self-immolations by 
upper caste youths against the Mandal re- 
port last year at the feet of the Indian 
media, which he accused of “painting 
such a dark future” for them. The reaction 
3f youths from backward castes had been 
gnored; when the Indian press talked of 
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Security forces at BJP rally: protecting Hindu revival. 


untouchables attain their rights — and later 
led a mass conversion to Buddhism. Four 
decades later untouchables are still being 
murdered for breaking taboos, and neo- 
Buddhists recently asked to be included in 
job reservations for the scheduled castes. 
Many opponents of the Mandal report 
argue it will perpetuate the caste system 
and prevent the blurring of caste distinc- 
tions that is gradually taking place. This is 
probably the chief criticism against the re- 
port by many progressive Indians, but 


Seem again be tinged by class in- 
terests as upper caste people tend to 
play down the reality of caste bar- 
riers. 

Nonetheless, many changes are 
taking place in the caste structure. 
For example, sociologist K. K. 
Verma of Patna’s A. N. Sinha Insti- 
tute said food taboos — which, 
taken to the extreme, would prevent 
a Brahmin eating food upon which 
the shadow of certain lower orders 
had fallen — were rapidly vanish- 
ing. While intra-caste marriage re- 
mained a strong institution, several 
new sub-castes are appearing 
among the upper orders alongside 
traditional labels. These new sub- 
castes include members of the med- 
ical and military professions and 
such designations as “Non-Resident 
Indians.” 

Despite these small signs that 
caste-based social stasis may be 
eroding, surveys of membership to 
Indian institutions — while gener- 
ally dated — show the Brahmins 
continue to dominate India’s top 
public-sector jobs. In the 198489 
lower house of parliament, the 
upper castes comprised 36.4% of all MPs. 
In the elite Indian Administrative Service — 
the 4,200 civil servants who head the coun- 
try’s bureaucracy — researcher Santosh 
Goyal has identified 69.8% of the 3,200 
Hindu officers in 1985 as coming from the 
upper castes, with Brahmins accounting for 
37.7% of this total. Of the remainder, some 
28% are listed as “unidentified,” but pre- 
sumably include untouchables and tribals, 
and only 2% are drawn from the Shudra 
castes. m Hamish McDonald 


disappointed youngsters, they tended to 
ignore the 75% who were not socially 
privileged, Singh said. 

Referring to clashes between backward 
castes and Harijans, Singh said vested in- 
terests were trying to put labels — such as 
kulak (Russian for rich peasant) — on 
groups that were still labourers, small pro- 
ducers and artisans. “There is a tendency 
to generalise from one event,” he said. 
“Of course the social order is heterogene- 
ous, in its concept hierarchic. An order 
which has been established for thousands 
of years is not going to change overnight 
because of pronouncements or govern- 
ment decisions.” 

He said the Mandal report had not 
been fairly discussed. Its criteria for select- 
ing the backward groups were not solely 
based on caste, but included economic 
factors. “If it were only caste, one caste 
would be declared backward throughout 
India,” Singh noted. “It is ignored that 
some upper caste groups are also recog- 
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nised as backward, such as certain Kshat- 
riyas in Gujarat and the Gosains, who are 
Brahmins. But the blitzkrieg [by the media] 
has been so strong [that] I can repeat this 
a thousand times and they will never re- 
port what I say.” 

To criticism that the Mandal report will 
entrench caste differences, Singh said 
Janata Dal did not advocate permanent 
job reservation, and favoured a 10-year 
review which would drop groups from 
the reserved list if they achieved fair rep- 
resentation. The removal of inequities 
would be a “harmonising and uniting” 
process. Not to do so would be to ignore 
that the existing caste structure “has its 
own system of occupational reservation.” 

Singh agreed that the number of gov- 
ernment jobs involved would not solve 
the problems of the hundreds of millions 
of backward caste people. “I am not giv- 
ing them jobs,” he said. “I'm giving them 
a place in the power structure.” 

m Hamish McDonald 
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Raffles Class, it’s more than just business as usual. SINGAPORE AIRLINES 








ESPIONAGE 


Fatal ‘Love Hotel’ tryst for romance or espionage? 


eath in the afternoon 





By Robert Delfs in Tokyo 
he initial report in the daily press 
was blandly factual: Xu Yuanhai, 
59, a director of the Japan-China 
Friendship Association and a 
ormer minister at the Chinese Embassy in 
apan, had died in a Tokyo hospital after 
suffering a heart attack at a Shinjuku hotel 
_in March. But now an exlusive expose in 
the Tokyo weekly Shukan Bunshun has 
“fleshed out” the case in a way that links 
-Xu’s mysterious death — and life — with 
_ the shadowy world of Chinese intelligence 
n Japan. 
-The place where Xu collapsed turns out 
o-be a seedy “love hotel” which hires 
ùt: rooms for ¥4,000 (US$30) for a “short 
tay.” Xu was there with “Liu Huaxue,” 
the Shukan Bushan’s pseudonym for a 38- 
_ year-old Chinese woman who is married to 
Japanese. She told investigators Xu was 
tricken while they were making love. 
Not- so, according to the forensic evi- 
lence. Apparently, about all Xu indulged 
1 immediately prior to his death was a 
th. Some investigators believe that the 
real purpose of the assignation may have 
been espionage rather than romance. 
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-Young Palauans show a strong affec- 
tion for drink — partly because there 
< aren't any jobs. Other favourite time-kill- 


Western and Japanese government 
sources named Xu as a senior intelligence 
agent and the top-ranking member of the 
Chinese Communist Party (CCP) in Japan, 
according to Shukan Bunshun. As for “Liu,” 
she had previously worked for Huang 
Hua, China’s one-time vice-premier and 
foreign minister. In Japan, she is believed to 
be engaged in undercover work for the 
CcP’s propaganda department. 

Japan, according to a senior Tokyo 
bureaucrat with intelligence responsibilities, 
is a “spy paradise.” Uniquely among de- 
veloped countries, it has no law against es- 
pionage as such. Even the penalties against 
government officials who leak state secrets 
are surprisingly light: a maximum fine of 
¥30,000 or one year’s imprisonment. 

As a result, Tokyo attracts a full compli- 
ment of KGB and CIA agents, as well as 
operatives from more arcane forces like the 
Israelis and the Chinese. Economic and 
technical information is the main attraction. 
But, for Peking, there is a crucial dimension 
of national “face” at stake, too. 

Japan plays host to 200-300,000 main- 
land Chinese students, the world’s second- 
largest contingent after the US. The CCP is 
desparate to prevent a recurrence here of 


letter from Palau 


village councils and_ elaborately carved 
longhouses. Like other Pacific islanders, 
they lived off the sea and. the fat of the 
land. They lived too far away from any- 
one else to go to war much. 

But the outside world eventually 
caught up with them in the form of suc- 
cessive colonisers: first the British, then 
the Spaniards, next the Germans. After 
World War I, the Japanese took over and 
became the first foreign overlords to 
make any real impact. Tokyo exported 
thousands of settlers to Palau and built a 
good sized plantation and mining eco- 
nomy before being driven out in a ghastly 
two-and-a-half month battle in 1945, 

Next came the American Way; a mili- 
tary presence, followed by aid money and 
civilian administrators. Fishing was sup- 


planted by food stamps, village mediation ei 
= by handguns, betelnut by Bud. — ee 
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the same sort of public relations disaster 
that it suffered in the US, where Chinese 
students very vocally denounced the 1989 
anti-democracy crackdown. 

Japan’s relatively non-moralistic, “busi- 
ness-as-usual” attitude provides a crucial 
counterpoise to Western human. tights 
sanctions against the Peking regime. That is 
why China specially sent here a post- 
Tiananmen “fire brigade” of operatives to 
discredit overseas dissidents and: reinforce 
control over its front organisations, accord- 
ing to a secret ccr document leaked last 
year to a Hongkong-based. Chinese maga- 
zine (REVIEW, 5 July 90). 

Yang Zhongmei, a leading Chinese dis- 
sident here, believes that Xu was “the top: 
Chinese. intelligence. officer” in Japan. He 
recalls the case of a young. Chinese ex- 
change student, widely assumed to have. 
been a CcP agent and a protege of Xu, 
who mysteriously “committed suicide” last 
November after her commitment ‘to. the 
party wavered. Yang does not rule out the 
possibility of foul play in Xu‘s death. ` 

Prior to his Tokyo posting, Xu had 
served stints at the Chinese embassies in 
North Korea and. North Vietnam and as a 
“reporter” at the Xinhua News Agency's 


These innovations have earned the US 
scant gratitude from the islanders. Abou! 
the only thing that unites Palauans any 
more seems to be anti-Americanism. One _ 
reason may be the quid pro quo Washing- 
ton implicitly demands in return for prop- 
ping up the economy with millions in aid. 

The US wants control over Palau’s de 
fence and security policies — the same _ 
deal that has been accepted over the past 
decade by such neighbouring islands as __ 
Truk, Kosrae, Pohnpei and Yap. These 
members of the Federated States of Micro- 
nesia have become US trust territories _ 
under what is known as the Compact of 
Free Association, eae 

Palau, the lone hold-out, remains the 
last of the UN’s trust territories, instead. 
The reason is Palau’s nuclear-free con- 
stitution, the world’s first, ratified in 1980. 
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Office, ing to the 
ot at a sais es oe 
by Chinese Ambassador to Japan Yang 
Zhenya. Xu’s assignments in both Pyong- 
yang and Hanoi coincided with the Korean 
and Vietnamese wars, a Japanese sinologist 
notes, suggesting that he may have been 
involved in military intelligence. 

From 1986 through mid-1990, Xu was a 
minister at the Tokyo Embassy. Then, after 
a brief trip back to China, he returned as a 
director of the Japan-China Friendship As- 
sociation, a purportedly non-governmental 
bilateral isation. There, Xu was in 
charge of Chinese students in Japan. 

Aside from his titular duties, according 
to an official of Japan’s National Police cited 
in the Sunday Mainichi newspaper, Xu has 
headed the ccP’s organisation in Japan. 
And, adds the Shukan Bunshan, he may 
have been the effective Tokyo station chief 
of China’s State Security Ministry. In that 
role, he would be responsible for coordinat- 
ing the use of Overseas Chinese students 
for intelligence-gathering purposes. 

Equally interesting is the background of 
Xu’s companion and the circumstances of 
her arrival in Japan a year ago. Back in Pe- 
king, Liu worked for an organ of the CCP’s 
propaganda department called the “3-S Re- 
search Association” — so named after the 
sumames of Agnes Smedley, Edgar Snow 
and Anna Louise Strong, three early for- 
eign CCP sympathisers. The organisation 
was established in the early 1980s to 
counter negative foreign press accounts 
about China. 

Liu’s current husband, a 59-year old Ja- 
panese travel agent from Chiba prefecture, 
met her casually on a business trip to Pe- 


few claims to fame. 
It bars nuclear fuels and warheads 





‘Still, the vote has been close enough, 
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‘Rainbow’s End’ 


king shortly after the June 
1989, Tiananmen incident, 
he told Shukan Bunshun. A 
few months later, he got a 
letter from her soliciting 
marriage. 

“Of course I was sur- 
prised,” he admits, “but 
then I realised that she 
must just want to come to 
Japan, so I didn’t imagine 
that she actually loved 
Yang Zhongmei agrees: 
“Given this woman’s back- 
ground in China and the 
fact that she worked for 
Huang Hua, it is incon- 
ceivable that she would 
ask a Japanese man she hardly knew to 
marry her. She had to be working for some- 
bod ” 


Liu’s husband adds that she received 
frequent telephone calls from China, Hong- 
kong and New York, which she explained 
by saying that Chinese people have strong 
national feelings and like to keep in touch. 
She also reportedly told her husband that, 
after a personnel shake-up at “3-S,” she 
came here to do similar work through a 
new organisation, the “International Friend- 
ship Research Association.” 

But Liu’s husband doubts her Shinjuku 
tryst was romantic. “If Xu had to meet 
someone and didn’t want them to be seen, 
then a ‘love hotel’ would be better than 
meeting at the New Otani,” he says. “[Xu] 
was a state official, so if they were discus- 
sing . . . state secrets which she absolutely 
could not mention, then I don’t think it 


in some of the seven plebiscites on the 
question since Palau’s establishment as a 
republic a decade ago, for Washington to 
deem it worthwhile to keep the aid faucet 
open. The referendum fights have some- 
times been hard and dirty, as befits a 
country whose first two presidents died 
violently (one by assassina- 
tion and the second an al- 
leged suicide). 

Geography explains 
why Palauans are more 
sensitive than other Micro- 
nesians about the nuclear 
issue. of 


than Guam to Asia, Babeldaob has only 
about 6,000 people living within its 151 m? 
— an ideal site for a massive US military 
installation, Palauans fear, unless they 
stick to their no-nukes position. 

If Washington-Manila base negotia- 
tions go sour again, Babeldaob’s transfor- 
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Xu: ambiguous facts. 


strange that she might — 
i have [told police instead 
2 that] they had a sexual re- — 
lationship.” 

The facts of the case are 
tantalisingly iguous. 
After leaving his office at 
11 am, Xu lunched in 
the Japan Press Centre 
with Liu and a Japanese 
journalist formerly based 
in Peking. Then the couple 
went straight to the Shin- 
juku “love hotel.” Two 
hours later, hotel staff 
summoned an ambulance 
and Xu was rushed to the 
Jyoshi Idai Hospital. De- 

spite an emergency opera- 
tion he was pronounced dead at 6:04 pm. 
Interviewed at the hospital through an 
interpreter, Liu reportedly told police that 
Xu was stricken while they were having 
sex 





But reporters in the “press club” of the 
Metropolitan Police Force were told that Xu 
had died of natural causes due to illness. 
Spokesmen initially attempted to conceal 
such details of the case as the name and lo- 
cation of the hotel, and urged reporters to 
gloss over the matter out of consideration 
for the sensibilities of the Chinese Embassy 
and Xu’s surviving relatives. 

Following the death, the Chinese Em- 
bassy in Tokyo imposed on its staff a strict 
“gag order” regarding the Xu affair. But the 
embassy did issue a statement dismissin 
the Shukan Bunshun story as “a naked fabri- 
cation based on groundless and irresponsi- 
ble guesses, made with political intent.” = 


have other plans for the island. ; 


of Palau’s population (then around 35,000 
people). Japan is still keen on its erstwhile 
colony. Last year, three of Palau’s state 


network on the island. pean OT 
will likely be spent, however, until s 
political status is resolved. 

And so the subject of Palau sove- 
reignty comes up anew for debate each 
year in the UN and the US Congress, not 
to mention the aig at gio 16 state 
legislatures and its government. — 
en ee ee 
have so man governed so few. 

EA m Jonathan Friedland 
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Two into one wont go 





Taiwan: China's Last Frontier by Simon Long. 
Macmillan, London. No price given. 


Like that of many small nations, Tai- 
wan’s fate has usually been determined 
elsewhere. When Dutch colonisers seized 
the island in the 17th century; when Ming 
loyalist Cheng Ch’eng-kung (Koxinga) took 
it in turn as a base for pursuing his dreams 
of imperial restoration; and when Chiang 
Kai-shek’s forces fled there upon losing 
their civil war with the Chinese Communist 
Party, no one ever thought to ask the 
people of Taiwan what they wanted. 

Simon Long says this is once again likely 








Their fate will be decided elsewhere. 


to prove the case when — perhaps in the 
next 20 years, he cautiously predicts — a 
solution to the so-called Taiwan problem is 
found. 

If history provides any guide, this solu- 
tion will more likely be concocted in Pe- 
king, Washington and Tokyo, with a nod 
to the Kuomintang (KMT) leadership in 
Taipei, than in a genuine act of self-deter- 
mination by Taiwan's 20 million people. 

Peking’s claim on Taiwan rests on the 
notion that the island has been an integral 
part of China since time immemorial. In 
fact, it was ruled with extreme benign ne- 
glect for most of the period between 1683, 
when the consolidating Qing dynasty de- 
feated Koxinga’s son, and 1887, when it 
was made a full province. 

Prior to that, the place was regarded by 
Peking as a distant frontier harbouring im- 
poverished Fujianese peasants, Japanese 
and Chinese pirates and primitive savages. 
For Chinese officials, a posting on Taiwan 
was tantamount to banishment or punish- 
ment for dereliction of duty elsewhere. For 
the most part, they responded in kind by 


34 


squeezing the place and its people as much 
as they could. 

Even Peking’s decision to make Taiwan 
a full province on its own, rather than a 
part of Fujian, came about mainly to fore- 
stall the ambitions of Japanese and Western 
would-be colonisers, who had begun to 
evince an unhealthy interest in the place. 

Long provides a competent, if cursory, 
review of Taiwan's post-1949 political 
development, particularly the accelerating 
dichotomy between Taiwan's rapid eco- 
nomic progress and its ossified political 
structure. He hits the main points, includ- 
ing the growth of the opposition through 
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the 1960s and 1970s; the Chungli incident 
of 1977, when thousands of Taiwanese in 
the northern town of Chungli rioted in pro- 
test against KMT election fraud; and the 
Kaohsiung Incident of 10 December 1979, a 
UN human-rights day rally that provided a 
pretext for the authorities to imprison lead- 
ing oppositionists. 

The best parts of the book are those 
which deal with the question of Taiwan's 
relations with China, including an interest- 
ing passage describing the evolution in 
Chinese communists’ attitudes towards Tai- 
wan. In 1936, Mao Zedong told American 
journalist Edgar Snow that Taiwan was 
regarded in the same light as Korea. After 
the recovery of China’s “lost territories” 
(particularly Manchuria), Mao said, the 
new China would “extend to them our en- 
thusiastic help in their struggle for indepen- 
dence.” 

But by early 1949, on the eve of the 
KMT's final defeat on the mainland and fol- 
lowing more than a decade of unremitting 
American support for Chiang Kai-shek’s 
forces, the communists were proclaiming 
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their intention to “liberate” Taiwan to en- 
sure that the US would not try to use the is- 
land as a base for future actions against 
China. 

In fact the US had by then already de- 
cided to abandon the KMT to its fate. For 
the victorious Chinese communists, it was 
only a matter of time before sufficient land- 
ing craft and forces could be readied to 
make the jump across the Taiwan Strait. 

In one of history’s supreme ironies, 
Chiang Kai-shek was saved from extinction 
by Kim Il Sung’s invasion of South Korea in 
June 1950. Suddenly confronted with an 
aggressively expansionist communist force 
equal to the most lurid McCarthyite imagin- 
ings, the Truman administration felt con- 
strained to order the Seventh Fleet into the 
Taiwan Strait as a protective cordon for the 
remnants of Chiang’s forces. Massive fi- 
nancial and technical aid for a revamped 
KMT followed. 

This was followed during the 1950s by 
years of intermittent hostilities between the 
old enemies. But this period of tension was 
also punctuated by peace feelers from the 
mainland side. In 1955, Chinese premier 
Zhou Enlai offered talks with “the responsi- 
ble local authorities” in Taiwan. 

Although this relatively moderate phase 
proved short-lived, ended by the convul- 
sive Great Leap Forward in 1957, it proved 
to have been an uncanny foreshadowing of 
the renewed drive towards reunification of 
the late 1970s and early 1980s. Marshal Ye 
Jianying’s famous Nine Points in Sep- 
tember 1981 spelt out the deal Peking was 
offering, including a guarantee of a “high 
degree of autonomy as a special adminis- 
trative region.” It was only later that this 
model was applied to Hongkong under the 
heading “one country, two systems.” 

m Carl Goldstein 





Lie of the 
land 


Land of Broken Promises by James B. Goodno. 
Zed Press, London. £12.95 (US$23.00). 


In 1986 People’s Power triumphed over 
Marcos and euphoria flowed in the streets 
of Manila: a new era was surely at hand. 

Five years later there is little sign of any 
new social order. Most of the idealists who 
risked their lives fighting the Marcos dic- 
tatorship have long since grown disil- 
lusioned with President Cory Aquino’s re- 
storation of the pre-martial-law system — 
the order of the oligarchs. The dreams have 
all been trampled underfoot — very often 
the same military feet that upheld the rule 
of Marcos. 

James Goodno, for four years a Manila- 
based foreign correspondent, has hit upon 
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_ -an appropriate title for his book: ironically, 

the phrase “Land of Broken Promises” 

comes from a Cory Aquino campaign 
speech directed against Marcos. 

“oo. From among the many broken pro- 
mises, Goodno singles out the failure of 
-land reform as one of the worst betrayals of 

_ the people's mandate. He writes of 

_ Aquino: “She did not find agrarian reform 

_. a compelling issue.” Her persistent refusal 

_to meet militant farmer leaders might have 

been rooted in her own landowning 

cacique mentality. She did not intervene 
hen the landlord-dominated congress 
ted the Land Reform Bill. 

cantly, land reform more than 

ny. ‘other issue rekindled the People’s 

_. Power spirit of the Edsa revolution. Liber- 
- als, social democrats, leftists and landless 
farmers forged a rare unity under the ban- 

> ner of the Congress for a People’s Agrarian 

Reform. However, both Aquino and Con- 
gress were equally unmoved by mass street 
protests. 

Aquino heeded the landowner repre- 
sentatives, elected largely by vote buying, 
rather than those who struggled to improve 
the lot of landless farmers. The author com- 
ments: “She became dependent on a nar- 
row base — the military, the elite and the 
US.” She had already lost touch with the 

“people. 

Several chapters are usefully devoted to 
looking at alternatives — the forces of 
change ranging from the communist New 
People’s Army (NPA), the legal Left, social 

_ democrat groups, and what remains of the 

grassroots action groups that did so much 
to topple the Marcos regime. 

Aquino’s movement had appealed to 
popular demands for justice and peace; yet 
peace remains elusive in the NPA-controlled 
countryside. Inside the government the 
counsels of war prevailed over the counsels 
of peace, once the initial 1986 ceasefire col- 
lapsed. 

While Aquino can be credited with sup- 
porting a free press in Manila, she can also 
be blamed for consenting to free-fire zones 
of death in the countryside. 

She had promised the delivery of basic 
services. Failing to get them, people coop- 
erate with the NPA guerillas, and so the mi- 
litary in parts of Negros and in the Marag 

<- Valley, Cagayan, deliver bombs and shrap- 

„hel instead of food and medicine. “Opera- 
tion Thunderbolt” in Negros caused mass 
` evacuations. Since Aquino took over, 

500,000 children have been displaced by 

: military operations. 

-The book, while hinting at alternative vi- 

- sions of a broad Left coalition more capable 
of realising the dreams of People’s Power, 
-fails to spell them out. But with the 1992 

_ presidential elections fast approaching, it is 
at least a timely reminder of the cycle of 
broken. promises that keeps the Philippines 

a Miedi in n poverty and foreign debt. 

: u Tom Fawthrop 













When feeling runs high 





Emotions of Culture: A Malay Perspective 
edited by Wazir Jahan Karim. Oxford University 
Press, Singapore. No price given. 


Each of the five lengthy essays collected 
in this book takes up a dimension of Malay 
culture that appears to be familiar — until 
one probes deeper. Silat (Malay martial art), 
Amok (running about in frenzy), Lateh (a 
syndrome involving uncontrollable postur- 
ing, parody and compulsive uttering of 
obscenities) and Kuda Kepang (hobby horse 
dance) are all well-known terms that turn 
out to be very difficult to pin down, with 
shifting definitions over time and little 
agreement about the part that they actually 
play in the wider Malay society. How far 
the authors succeed in pinning them down 
is somewhat open to question. 

In her introduction Wazir Jahan Karim, 
associate professor at the Universiti Sains 
Malaysia, tries to perform the difficult feat 
of compressing the history of the an- 
thropological study of emotions into 10 
pages. She runs rather breathlessly through 
now very dated debates on the nature of 
culture, the relation of psychology (which 
she somewhat naively assumes addresses 
itself to the study of the emotions when 
generally it does nothing of the kind) and 
soci personality, rationality, biological 
determinism and Malinowski (a famous 
early anthropologist) on sex. Most of this is 
over-familiar to the specialist and tedious to 
the layman. 

Where it really gets to be interesting is at 
the point where she begins to discuss some 
contemporary approaches to the study of 
emotions as part of culture. These really 
do raise fundamental questions, including 
methodological ones, such as how one 
actually studies or even conceptualises 
emotions — are they internal states, or ten- 
dencies manifested externally in such 
things as language, ritual and values? And 
how do these apply to the specific analysis 
of Malay culture? 

The individual chapters do try to answer 
some of these questions. Wazir Karim’s 
own substantive contribution is perhaps 
the most interesting in that it is clearly 
based on firsthand fieldwork in its discus- 
sion of the language of emotion in court- 
ship and during early marriage, and the 
complex interplay between biological deve- 
lopment, kinship expectations, Malay cul- 
tural understandings of the emotions, 
magic and Islam. Resulting stress, even- 
tuating not only in divorce but also in mad- 
ness, and its treatment, at least in Kedah, 
by the “public seance” of the Mek Mulang 
are fascinatingly described. 

Razha Rashid’s essay on the Malay mar- 
tial arts locates silat within its ritual context 
and within both the spiritual discipline that 
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it is supposed to express and the 

of restraint and violence character 
Malay culture. It is a valuable sum 

the subject, but in a generalised and 
abstract way. This is a pity, because iti is aj 
parent that the author is himself an adep 
but one who has allowed neither the px 
tial richness of the field data nor th 
sights of contemporary cultural theory 
deepen his treatment beyond the basicall 


and political assumptions influence | 
way a syndrome is perceived and labelled 
it is a valuable piece. But it is less convit 
ing as a piece of psycho-anthropological 
analysis, though Winzeler does succeed 
establishing both the nature of amok as 
“culture-bound syndrome” unique to t 
Malays, and in separating “true” individual 
or solitary amok from: politically and ideolo- 
gically motivated group amok. 
In the closely parallel paper by Michael 
G. Kenny on lateh we.are also treated to a 
thorough exploration of the literature and 
to the development of the argument that 








ceptible victims, and is a culturally express- _ 
ed manifestation of the psychological deve- 
lopment of post-menopausal women. Like 
amok (in men), lateh (in women) is asane- 
tioned response to stress and tension, _ 
though occurring at different stages of life.. 

The final essay by Mohammad Ghouse 
Nasuruddin on the Kudah kepang parallels _ 
that of Rashid on silat. But Nasuruddin 
goes further in developing ideas of the con- 











what he calls “animistic” forms of aesthe- 
tics, and of the role of Malay aesthetics. ji 
bringing art forms into everyday life in a 
way that makes Malay arts not opposed to _ 
ethics, but a form of ethics and a defence _ 
against the mundane. 
The trouble with this book is that, 
spite the plan laid out in the introductio 
the authors are not operating with any uni- 
fied model of psychology or even a clear 
idea of what they mean by emotions. An 
added problem is that there is simply not — 
enough data. The ideas are fascinating, 
are not rooted, except for Wazir Karim’: 
essay, in the up-to-date ethnography that 
might substantiate their arguments. Neve 
theless, in the setting of modern Malay 
studies this is a ground-breaking book, and — 
one looks forward eagerly to seeing these 
same scholars and others pursuing these 
themes to a more definitive conclusion. = 
John Clammer - 
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aiwan’s worsening labour short- 
age is jeopardising the govern- 
ments ambitious infrastructure 
o goals and could cause more 
manufacturing companies to relocate to 
China or low-cost countries in Southeast 
ja. 

< The shortage, coinciding with a marked 
lowdown in Taiwan's economic growth 
after several years of export-driven gains, 
has also begun to focus attention on the is- 
land's industrial future. So far, however, 
government policy has lacked clear direc- 
on, and business has been slow to adopt 
pital-intensive: modemisation of indus- 
ies that have traditionally relied on cheap 
labour. 

_ Taipei's ambitious six-year plan, adopt- 
ed in February, is meeting the labour short- 
ge head on by concentrating heavily on in- 
frastructure- development. An estimated 
NIS$3.9- trillion’ (U5$143 billion) is ear- 
marked for construction spending under 
e programme. Yet the construction in- 
dustry, being a captive of the domestic 
economy, has been hardest hit by the man- 
ower lem. 

_ One option, large-scale use of foreign la- 
bour, ‘has been precluded by the govern- 
ment’s half-hearted attempt earlier this year 
stamp out the widespread illegal use 
of low-paid foreign workers. The high-pro- 
file campaign. also helped to confuse The 
issue by diverting attention towards the 
symptoms of the labour shortage rather 
than its causes. 

The government's Council on Economic 
Planning and Development projects a 
orage of roughly 120,000 unskilled and 
mi-skilled workers by 1996, based on the 
targeted economic growth rate of 6.5-7%. 

Underlying the shortage is a slowdown 
in population growth. In addition, Tai- 
wan’s labour force contracted slightly in 
1990 for the first time, while the participa- 
ion rate (labour force as a share of popula- 
tion) dropped to 58.2%, its lowest level in 


economy.” The unemployment rate, mean- 
while, has stayed under 2% for the past five 
years. 

-. Economists, however, say.these issues 
obscure a. more fundamental problem, 
“Taiwan's labour force is poorly utilised,” 
~~ Jabour economist Lin Chung heng at 
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National Central University. “Management 
and technology in Taiwan [traditionally] 
rely on cheap labour, which wastes a lot of 
human effort. It’s very difficult to change 
this in a few years.” 

Besides construction, the textiles, fish- 
ing, leather-goods and electronics-assembly 
industries are among the worst-affected. 
The construction sector needs an additional 
45,000 workers -—- 10% of the sector's cur- 
rent employment — just to complete pro- 
jects already under way, according to Regis 
Chen, chairman of state-run BES Engineer- 
ing Corp. Other building-industry execu- 
tives put the shortage as high as 35%. 

Some projects are already falling be- 
hind. The most prominent is a US$18 bil- 
lion rapid-transit system for Taipei. This, 
the country’s biggest public-works project, 
is due for completion in 1999. Yet parts of 
the scheme are already up to a year behind 
schedule, according to Paul Lai, deputy di- 
rector-general of the Department of Rapid 
Transit Systems (DORTS). 

Lai says labour shortages are preventing 
local contractors from bidding for tenders, 
and DORTS could be short of up to 20,000 
workers when construction of the 88-km 
network peaks in two to three years. 





INDIAN ENERGY 


A decision by the Indian Government to 
lift a ban on Japanese firms bidding for 
lucrative oil projects is bringing to an end 
an open run in the oil sector for South Ko- 
rean engineering companies. The ban was 
imposed 17 months ago after a pay-off 
scandal involving a consortium led by 
Sumitomo Corp. 

Readmission of Japanese bidders is a 
tacit quid pro quo for the large amounts of 
emergency aid New Delhi is seeking from 
Tokyo to help tide India over its foreign 
payments crisis. During a visit to Tokyo in 
mid-April, Finance Minister Yashwant 
Sinha asked for US$500 million from 
Japan as part of a multilateral bail-out. 
Although an offer of US$350 million: has 
been reported, Japanese officials say the 
amount is still under consideration but 





would probably be fixed by the time the. 
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Reliance on unskilled workers threatens economic development 


Taiwan’s building block 


Companies hoping to resolve their dif- 
ficulties by using foreign labourers face 
strong opposition from unions. and hi 
ly restrictive rules set by the Council of 
Labour Affairs (CLA). So far, only three or 
four construction firms have been allowed 
to import a handful of outside workers, 
mostly Thais who had previously worked 
for Taiwan companies in the Middle East. 
However, the number is ex to in- 
crease rapidly in the next few months. 

During the campaign to send home il- 
legal foreign workers, about 25,000 illegals 
volunteered to leave in return for a tax am- 
nesty and the right to return legally in the 
future. But the deportation drive has since 
fizzled out, leaving many illegals — at least 
60,000 by some estimates — still in the 
coun! 

Under CLA rules, companies wishing to 
import workers must either be involved in 
certain public projects or have specific ap- 
proval from the cabinet: They must first ad- 
vertise the positions locally and pay a de- 
posit as a financial guarantee for each’ for- 
eign employee. The foreign workers: are 
paid 50% less than locals, housed in com- 
pany camps and granted seven days’ an- 
nual leave with a return ticket home. 





Oil and grease 


consortium of aid donors to India held an 
emergency meeting in Weakeeien at the 
beginning of May. 

The decision means New Delhi is likely 
to re-open bidding in those tenders that 
have closed among a host of projects re- 
lated to the expansion of oil and gas ex- 
traction from offshore fields in and around 
the Bombay High scheme in the Arabian 
Sea. The total value of these projects is put 
at Rs 90 billion (US$4.5 billion). 

During the absence of Japanese com- 
petition, two South Korean engineering 
firms, Hyundai Heavy Industries and 
Daewoo, faced little competition. Bids 
from US, European, Gulf and Indian ri- 
vals were so much higher that the Ko- 
reans were able to lift their own tender 
prices abani Indian sources say. 

Phe ee of the Indian. need to lift 









BES’ Engineering has imported about 
200 Thai workers for a highway project, 

„and more will arrive soon to work on the 
company’s NT$5.7 billion share of the 
DORTS scheme. It has also received permis- 
sion to bring in a handful of Filipino en- 
gineers. BES’ Chen hopes to bring in as 
-many as 4,000 workers by the end of the 
year, though some observers doubt it will 

allowed to do so. 

The CLA says an employment bill now 










ofore the Taiwan legislature will broaden 
__ the eligibility requirements though applica- 
tions will remain strictly controlled. The 
~ law, which is expected to pass this year, 
= will also impose penalties on employment 
brokers and companies hiring illegal aliens. 
However, labour unions continue to 
fear that importing workers will drive 
down wages, while government officials 
worry about the prospect of social problems 
and economic disruption. “If we let alien 
workers stay without any constraints, it will 
be a long-term problem and will attract 
large numbers of immigrants,” says Wu 
Chia-sheng, CLA secretary-general. 





ther opponents of importing la- 
bour blame a new-found penchant 
for stockmarket speculation and 
other money games for eroding 
the work ethic. They say the solution is a 
restoration of social discipline. “We have 
plenty of people on Taiwan, but in recent 
“years they don’t want to do such hard work,” 
says Arthur Chen, chairman of state-owned 
Ret-Ser Engineering, the island’s largest 
construction company. “This is not a pro- 
blem of supply but of cost and incentives.” 
~ Many workers quit manufacturing jobs 
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san 


ng employer 


„4 Total labour force 
ass 1990: 8.3 million 


To 
1977: 6.0 million | 


in the mid-1980s as a strong New Taiwan 
dollar cut into export growth and labour- 
intensive industries found they could 
not compete internationally. The workers 
turned instead to the then booming finance 
and service sectors for comfortable, high- 
paying employment, but they were unwill- 
ing to transfer back when services began to 
shrink last year. Many of the converts have 
since stayed out of the labour force. 
Meanwhile, wage rates have shot up 
across the board. Pay rises have averaged 
12.2% annually during the past four years, 
outstripping productivity gains of 8.3% a 
year. In 1990, when inflation was below 4% 
and the economy grew only 5.3%, wages 
rose an average of 13.5%. Construction-in- 
dustry wages have risen even faster, with 
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day rates nearly tripling from NT$650 
1988 to NT$1,800. o 
Other labour-intensive industries: hav 
escaped high labour costs by leaving T 
wan. More than 80% of the shoemakers 
that Taiwan had five years ago ha 
left the island for China. © 
The labour-dependent companies th 
remain are being squeezed tighter’ ea 
year. Taiwan's 600 or so textile -finishin; 
and dyeing factories, for example, hav 
special difficulty attracting employees’ 
cause of low pay and poor working con: 
tions. The sector is an important compor 
ent of a textile industry that, despite a de 
cline, still accounts for 15% of Taiwan's total 
exports. ae 
In response to industry appeals, 
CLA and other government. agencies h 
granted dyers and finishers an amni 
until mid-July for their 3,000 illegal foreign 
employees. The CLA has also agreed t 
allow textile firms to apply to import work 
ers from June. Without the migrants, i 
dustry officials claim, dyeing and finish 
production would be cut by up to 50% 
another acknowledgment of the labour 
problem, the Council of Agriculture has e 
panded the quotas for foreign crew mem 
bers on fishing boats. : 
Many businessmen, however, are fru 
trated by the foreign-labour restrictions an 
would like the government to cut through 
the red tape. Hsu Chin-chi, president of 
Tatung Dyeing and Finishing Co., voices a_ 
common sentiment when he says: “Th 
best solution is for Premier Hau Pei-tsun to 
give the order to legalize foreign workers 
because no one else is willing to take re- 
sponsiblity for this.” 








domestic petroleum output gave added 
bargaining power to the suppliers. 
~~ But India’s political turmoil has pre- 
vented the Koreans from capitalising on 
their advantage. According to Commerce 
Minister Subramaniam Swamy, Hyun- 
dai’s bid for the core contracts in the US$1 
billion Neelam oil-field project gained 
cabinet approval three times: first by the 
Rajiv Gandhi government in October 
1989; again by the V. P. Singh govern- 
» ment in October 1990; and last by the 
Chandra Shekhar government on 15 
March. Each time, the endorsement has 
“been promptly tossed back for review. 
== The Chandra Shekhar decision ac- 
- cepted Hyundai's price of US$472 million 
_ for a process-platform complex and US$66 
“million for four well platforms at Neelam. 
-This was despite severe reservations by 
‘the state-owned Oil and Natural Gas 
Corp: (ONGC) about the financial terms of- 
fered by Hyundai (particularly a 5.7% fi- 
nancial charge) and the high exchange 
value put upon the 30% won component 
‘of the 85% financing coming from the 








South Korean Export-Import Bank. 

The decision generated political con- 
troversy. Senior executive member Jay 
Dubashi of the opposition Bharatiya 
Janata Party (BJP) said the government ap- 
peared to be in a hurry to agree to the 
Neelam contract and other shipbuilding 
deals with Hyundai. He said the BiP 
had information the contracts contained 
huge penalties for cancellation. Commerce 
Minister Swamy said the cabinet had only 
given effect to a decision taken by the pre- 
vious government. It had come only at 
this time because “certain files moved at a 
certain pace in the government.” 

At this point, Indian President R. Ven- 
kataraman intervened around 10 April, on 
the grounds that the decision was con- 
troversial and exceeded the caretaker 
mandate given to Chandra Shekhar after 
parliament was dissolved on 13 March for 
the elections. He directed that the Neelam 
contract not to be awarded until after a 
new government was formed, which will 
not be until 5 June at the earliest. The 
Hyundai bid expired on 15 April, and it 














now appears the Neelam contracts will be ` 
reopened to allow Japanese bids to be 
submitted. 
The Japanese fell foul of Indian politi- > | 
cians in 1989 as the Gandhi government ` 
foundered. It was discovered that a con- 
sortium of Sumitomo and four other large’ 
traders (Mitsui, Mitsubishi, Marubeni and 
C. Itoh) had paid a Rs 60 million fee to an 
Indian company — Jyotsna Holdings — 
in a pipeline sale to ONGC. Authorities’ 
deemed this a breach of an agreement that 
no commissions be paid on contracts with 
state oil firms. ; 
With the lifting of the ban, the Japan- 
ese may now emerge prominently in the. 
extension work on Bombay High, though 
Hyundai had been winning contracts in 
the oil province since 1985 and will con- 
tinue to be a strong contender. The new 
schemes are intended to lift Bombay 
High's current oil output of 440,000 
barrels a day by nearly 40% in four years, 
as well as capturing huge amounts of — | 
gas now being flared off. ie 
n Hamish McDonald 
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European hi-tech firms prepare to repel Asia 


Electrified fence 





By Shada Islam in Brussels 


iven its financial woes, Europe's 
( electronics industry should be look- 
ing for allies in Asia. Instead, the 
battle between European electronics mak- 
ers and their Asian counterparts could be- 
come even fiercer, under a strategy being 
drawn up by the European Commission to 
restore the industry’s competitive edge. 
At a meeting on 21 April, European 
electronics companies — including leading 
firms like Olivetti, Siemens, Philips and 
Thomson — asked European Commission 
President Jacques Delors to take urgent ac- 
tion to fend off the Asian challenge. The 
companies have asked the commission 
for protection from Asian electronics ex- 
ports, more aggressive action from the 
commission to open markets further in 
Asia and moves to ensure that mergers and 
vertical integration do not lead to abusive 
market practices in the EC. The companies 
say these moves are necessary to help 
create what they claim will be a more open 
and competitive market, once 
the period of protection is over. 
The firms also want more 
money for pan-European R&D 
programmes. Although no pre- 
cise amounts are mentioned, 
the firms say subsidies for re- 
search cooperation should be 
encouraged and the EC should 
persuade national governments 
to be among the first buyers of 
their products. 
The commission is listening. 
Its new policy paper drawn up 
by the Research and Technol- 
ogy Commissioner, Mario Pan- 
dolfi, deplores the use of unfair 
trade practices in world mar- 
kets. “The commission will in- 
vestigate the existence of such 
practices among the [EC's] 
main competitors,” the paper 
warns. “If abuses and unfair practices can 
be shown to exist, pressure will be brought 
to bear on the relevant authorities.” 
commission appears to be focusing 
on Asia. fri sie eat reo oes, the EC has 
started at least 10 anti-dumping inquiries 
into Japanese, South Korean, Chinese and 
Hongkong products. Most of these investi- 
gations are still under way, but Japanese 
makers of memory chips agreed to raise 
prices in Europe earlier this year following 
one such inquiry. 
Consequently, Takao Negishi, director 


of the Dusseldorf-based Electronics Indus- 
tries Association of Japan, warns that the 
EC may be widening its trade feud with 
Japan to cover all Asian countries. “The EC 
is inclined to see the Asian region as a bloc 
subject to Japanese economic hegemony,” 
he says. “This is just not true.” 

The EC denies such accusations. But 
soon after it hammered out a minimum- 
price agreement on imports of Japanese 
memory chips, it began an investigation of 
similar exports from South Korea’s Sam- 
sung Electronics, Gold Star and Hyundai 
Corp. The inquiry is continuing. 

European electronics companies are also 
fighting the battle on the home front, 
where Japanese makers were initially ac- 
cused of setting up assembly plants to cir- 
cumvent EC anti-dumping fines. The EC 
responded with its so-called “screwdriver” 
anti-dumping legislation targeted at im- 
ported components used by Japanese man- 
ufacturers. Although the legislation has fal- 
len into disuse since it was condemned 
by Gatt in 1989, the anti-circumvention 


Japan, the net exporter 


— Computers 


Components 





rules may be in for a revival in some form. 

Now that Japanese and South Korean 
electronics companies are establishing 
manufacturing plants or acquiring Euro- 
pean companies, the strategy of attack by 
the European industry has changed, Euro- 
pean companies say the EC should reserve 
certain privileges for European-owned 
companies and not just those that are 
merely European-based. 

Such arguments have reinforced the im- 
pression that the European electronics sec- 
tor has a hidden agenda targeted at Asian 
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Consumer 


companies. Independent trade consultant 
John Robinson points out that while US 
computer giant IBM's longstanding pre- 
sence in the EC is taken for granted, the ar- 
rival of Japanese makers provokes tension 
and concern. 

Japanese computer firms took over 3% 
of the EC market in 1989, while EC com- 
panies’ market share dropped from 43% in 
1987 to 40% two years later. But European 
specialists are also concerned about the 
global market, where Japan’s penetration is 
growing, while that of European firms has 
remained stable. 

In November 1990, European computer 
makers were shocked when Fujitsu, now 
the world’s No. 2 computer maker behind 
IBM, acquired 80% of International Compu- 
ters Ltd, Britain’s largest computer maker 
and software house. A spokesman for 
Philips, the Dutch electronics giant, says 
the acquisition proves that a “Japanese 
takeover of parts of the EC electronics in- 
dustry is certainly not an imaginary threat.” 

France has given its full support to pleas 
for stronger EC action to bolster the floun- 
dering European electronics sector, includ- 
ing a tougher trade policy towards Japan 
and other Asian countries. Strong believers 
in government backing for strategic sectors, 
French policymakers are worried that the 
European electronics industry is in danger 
of losing control of itself. 

This view is not new, but when French 
President Francois Mitterrand 
urged his ministers in April to 
come up with a stronger policy 
to safeguard the European elec- 
tronics sector, Asian electronics 
companies began to hear alarm 
bells. Only days later, French 
Industry Minister Roger 
Fauroux planned to give 
US$1.1 billion of fresh capital to 
bail out Groupe Bull, a compu- 
ter maker, and Thomson, a de- 
fence and consumer-electronics 
group. 

Executives say the EC’s frag- 
mented market has not allowed 
electronics companies to benefit 
from the economies of scale en- 
joyed by Japanese and US ri- 
vals. But some analysts point 
out that the European industry 
is itself responsible for many of 
its problems. They especially criticise Euro- 
pean makers for being too conservative in 
their approach to new products and mar- 
kets. They also point out that the sector has 
hurt itself with artificially high prices. 

The EC's tariff structure could also use 
an overhaul, according to some analysts. 
Duties on imports of semiconductors are a 
high 14%, while they are just 6% for 
finished products such as printed circuit 
boards. EC officials say the semiconductor 
tariff could be lowered if Asian countries 
further open their markets. a 
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nwarz in Jakarta 


donesian Government is try- 
to head off growing resent- 
ent towards the nation’s small, but 
cally powerful, ethnic Chinese 
community. by renewing efforts to boost 
the standing of indigenous, or pribumi, 
businessmen. 

The latest campaign is an attempt to link 
small and medium-sized companies with 
the country’s business powerhouses. 
Large firms, many controlled by Indone- 
sian-Chinese families, are being urged to 
take on smaller pribumi-run businesses as 
suppliers, agents, distributors, sub-contrac- 
tors and retailers. The government also ex- 
pects Chinese-owned firms to slowly integ- 
rate more pribumi businessmen into the 
top ranks of their management. 

Although the authorities are so far tak- 
ing a low-key approach to the campaign, it 
has been given urgency by the perception 
that ethnic Chinese businessmen have 
done better out of the nation’s economic 
boom than native Indonesians. Ethnic 
Chinese comprise only 4% of Indonesia's 
180 million largely Malay population, yet 
they account for an estimated two-thirds of 
private economic activity. Senior govern- 
ment officials, as well as top Army officers, 
are deeply concerned that the imbalance 
could cause social unrest if not addressed. 

“We must succeed [with the linkage 
programme],” Industry Minister Hartarto 
says. “Everyone realises that a widening 
gap between rich and poor will eventually 
cause social instability.” 

Although Hartarto since February has 
been explaining the linkage concept to busi- 
nessmen aroind the country, the details re- 
main vague. The Industry Ministry has 
identified 10,000 companies that are to be- 
come “foster fathers” to small and medium- 
sized firms, with the ministry acting as 
matchmaker, according to Hartarto. More 
than 200 large firms have so far signed on 
to the programme, and several of the 
biggest Chinese companies were due to an- 
nounce around mid-April how they plan to 
implement the campaign’s goals. 

__ The precise type of linkage is left to the 
companies involved. Hartarto also says 
there will be no obligation on small firms to 
join the scheme. In the less-developed pro- 
vinces, where there are few large private 
companies, state-owned firms will be the 
“foster fathers.” 

Hartarto believes lack of capital is the 
main obstacle for small pribumi business- 
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Indonesia tries again to foster indigenous businessmen 
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Plastic properties: 40. It's been tried 
before: 41. 


men, and he sees the link with big firms as 
the most effective way to give them access 
to credit. “They can use their link with the 
foster father as collateral for loans,” the 
minister says. 

Nevertheless, the programme faces 
enormous obstacles. No one has a clear 
idea how much it will cost to implement. 
And while Hartarto says that smaller firms 
will be cost-competitive alternatives as 
suppliers, distributors and so on, the larger 
companies have their doubts. 

For one thing, uprooting longstanding 
business relationships will cause short-term 
problems with quality control, according to 
several ethnic Chinese businessmen. “The 





essence of the problem,” one adds, “is that 
there just aren’t enough capable pribumi 
businessmen. The only solution is an inten- 
sive upgrading in education and training.” 
Indeed, officials have hinted that the gov- 
ernment may offer tax incentives to large 
firms that establish training centres for 
small businessmen. 

A previous foster father programme in 
the early 1980s had essentially the same 
goals as the present campaign. But like 
similar past initiatives to support pribumi 
businessmen, it had only limited success. 
What makes the latest campaign different is 
the knowledge that inequalities in In- 
donesia have deepened sharply and that 
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the cost of failure could be steep... 

“Resentment against the Chinese is 
ing. We can feel it,” says Abdurrahman 
Wahid, leader of Indonesia’s lar: lar 
grouping, Nahdlatul Ulama.“ 
to rectify injustices, the governm 
to be impotent, the people wil take on 
into their own hands.” 

The government is partly a victim of it 
own success. Income disparities are grow: 
ing, along with the economy, precisely be 
cause of the reforms which jump-started In: 
donesia out of its mid-decade torpor. 
chief beneficiaries in many cases have 
ethnic Chinese business families, whi 
own most of Indonesia’s largest conglomer: 
ates and almost all of the biggest privat 
banks. 

With their greater access to capital, th 
were better equipped than. pribumis 
seize the opportunities created by dereg 
tion and the strengthened comritment 
the private sector. 

The resurgence of the private secto 
meant a relative decline in the economic 
role of the state, traditionally viewe 
Indonesia as the protector of the small 
pribumi merchant against big business. A 
group of young pribumi businessmen, 
acting through Kadin, the Indonesian 
Chamber of Commerce and Industry, has. 















































vocally protested against the widening in 
come gap. “Everybody's boat is rising,’ 
says one pribumi executive. “But ‘the 
Chinese boats are rising faster.” 
Deregulation, of course, has aggravated. 
and not created the imbalance. History, 
religion and cultural attitudes have played a. 
part. It was Dutch colonisers who estab- 
lished the Chinese as the merchant class 
pushing indigenous Indonesians into ad 
ministrative positions. 
Most of the leading Chinese entre- 
preneurs are Christian, while their pribumi 
counterparts are Muslim. And commerce 
occupies a different place in their cultures. : 
“The Chinese have been in business for 
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_ generations, but many pribumis still don’t 
understand what business is,” says 
Kusumo Martoredjo, vice-president of 
Kadin’s Jakarta chapter. 
co Kadin vice-chairman Imam Taufik be- 
lieves that access to capital is crucial and 
-> that the government must make sure banks 
. provide credit to small businesses. In fact, 
in January 1990 Bank Indonesia, the central 
bank, instructed all banks to channel 20% 
of their loan portfolios to small businesses, 
but many pribumi businessmen feel more 
must be done. 
Most businessmen, whether pribumi or 
_ ethnic Chinese, realise that Chinese domi- 
nation of the economy is ultimately unsus- 
tainable. But there is a pragmatic under- 
Standing that any approach which 
threatened to disrupt the country’s recent 
_ economic progress would not help either 
side. “We all have to live together,” says 
Taufik. 
_ Hartarto’s push for linkage comes just 
one year after President Suharto called on 
‘Chinese-owned conglomerates to sell up to 
-25% of their shares to cooperatives. By 
early 1991, 105 companies had complied, 
_ though in most cases they transferred less 
-than 1%. Neither ethnic Chinese nor 
-pribumis see the scheme as an effective 
answer. 
< Many government officials, too, are un- 
comfortable with the idea of compulsory 























solutions which might harden attitudes 


rather than foster partnership. Because race 
is a sensitive issue in Indonesia, the govern- 
ment is careful to describe its efforts as sup- 
port for “weak economic groups” rather 
than make an ethnic distinction. 

For the same reason, Jakarta has prefer- 
red not to follow Malaysia’s example of 
enacting a formal programme of wealth re- 
distribution, even though the 20-year-long 
New Economic Policy (NEP) succeeded in 
raising ethnic Malays’ share of national cap- 
ital to about 25% from around 3% in 1970. 

Kadin’s Kusumo, however, believes In- 
donesia may be moving towards an NEP- 
style system. “It would be better for the 
country if we had some legislative action to 
ensure opportunities for pribumis,” he 
adds. Hartarto, asked whether Indonesia 
might adopt this course, says: “We'll have 
no other choice if the linkage concept 
doesn’t take hold.” 

At the same time, the government 
knows it cannot get tough with Chinese 
businesses without damaging the national 
economy. Large, Chinese-run business 
groups annually provide many new jobs, 
bring in a big chunk of the country’s for- 
eign-exchange earnings and are instrumen- 
tal in helping a cash-strapped government 
build new infrastructure. 

At a seminar in December, top army 
officers struggled with the same di- 





lemma. There are conflicting views in th 
army as to what constitutes the greates 
threat to stability: some believe ethni 
Chinese businessmen should be left aloni 
because a healthy economy is the bes 
hedge against dissent. Others feel tha 
Chinese domination of the economy is itsel 
a potentially greater threat to stability. 

“It’s a very difficult problem, and there’: 
no simple answer. All we can do is mak 
sure the Chinese assimilate into society,’ 
says Rear Adm. Soedibyo Rahardjo, chie 
of the general staff. The armed forces ar 
said to be staunchly in support of Har 
tarto’s linkage programme. 


ome other quarters, however, favou: 

more radical steps to narrow incom 

disparities. Sri Edi Swasono, the 
firebrand chairman of the Indonesiar 
Cooperatives Council who favours a strong 
economic role for the state, fears the 
linkage programme might degenerate 
into “neo-feudalism,” under which the 
foster father companies may form monopo 
lies and prevent small firms from grow: 
ing. 

a more serious hurdle for the govern: 
ment is how willing Chinese firms arete 
participate in the foster father programme. 
“The Chinese businessmen are, after all, 
businessmen,” says one analyst. “They 
aren't going to absorb additional costs un- 





POLICIES 2 


Petrochemicals and other oil and gas-re- 
lated fields are among the areas where In- 
_ donesia’s larger pribumi- businessmen 
hope to accumulate enough capital to 
rival Indonesia’s largest business groups, 
owned mostly by ethnic Chinese families. 

But it is tough going. Several lead- 
ing pribumi businessmen complain that 
major government contracts have been re- 
peatedly snatched from: their hands 
by politically well-connected competitors, 
often ethnic Chinese. Two such examples 
occurred late last year, aggravating rela- 
tions between the two camps, according 
to business sources. 

The first involved plans to build a 
US$1.8 billion export-oriented refinery, 
Exor 4, in Dumai, Riau province. Negotia- 
tions on design and construction contracts 
were opened with several international 
firms by a pribumi consortium known as 
BBG. 

The group, backed by the approval of 
the Ministry of Mines and Energy, con- 
sisted of Bakrie, headed by Aburizal Bak- 
rie; Gunanusa Utama Fabricators, led by 
Imam Taufik; and Bukaka Teknik Utama, 














| Plastic properties 


headed by Fadel Muhammad. (All three 
men are active in Kadin, the Indonesian 
Chamber of Commerce and Industry.) In- 
itially it was envisaged that BBG would be 
the main local partner in the project, 
teamed with Fluor of the US and Mitsui of 
Japan. BBG’s role would be to procure and 
construct boilers, utilities and processing 
equipment costing about US$500 million. 

In September or October 1990, how- 
ever, those plans appeared to change. Ac- 
cording to sources familiar with the nego- 
tiations, the Ministry for Mines and 
Energy came under pressure to install 
Salim Group, headed by magnate Liem 
Sioe Liong, as Exor 4’s main local contrac- 
tor. Salim executives said in March their 
role in the project was still under consider- 
ation. 

BBG officials expect to remain involved 
as a sub-contractor, but with much-re- 
duced orders of US$100-150 million. 
Sources also report that the total value of 
the project will probably. increase to 
US$2.2 billion and that Fluor will be re- 
placed with Chiyoda of Japan. 

Meanwhile, industry sources say 
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another pribumi group seems to have suf- 
fered a similar experience in a second pet- 
rochemical project — a planned US$$1.7 
billion residual catalytic cracking (RCC) unit 
in Cilacap, Central Java, which will pro- 
duce naphtha and high-grade fuels such 
as unleaded petrol. 

In mid-1990, a three-company consor- 
tium, acting as the main local partner for 
the project, began negotiating terms with 
Mitsui and Toyo Engineering of Japan. 
The local group includes Catur Yasa, a 
company owned by Kusumo Martoredjo 
and Agus Kartasasmita, brother of the 
Minister for Mines and Energy, Ginanjar 
Kartasasmita. The other two consortium 
members are Nugra Santana, owned by 
Pontjo Sutowo, and Tripatra, controlled 
by Wiwoho Basuki. 

But late last year, according to sources 
familiar with the deal, Prajogo Pangestu, a 
major shareholder of conglomerate Barito 
Pacific, was pushed forward as the main 
local contractor. Prajogo, who is ethnic 
Chinese, made his fortune in plywood 
and logging. Barito Pacific officials de- 
clined to comment on the project. 

Like BBG in the Exor 4 deal, the three- 
company consortium — known as CNT — 
now expects to see its project share slip to 
about US$100 million from the US$400 
million initially expected. The total value 
of the project is still being discussed. The 
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‘Jess their main competitors do so also.” 
_..Many.of the more important Chinese 
businessmen in Jakarta acknowledge that 
‘ethnic tensions exist and are not opposed to 
government efforts to lower the tempera- 
ture. But many Chinese businessmen see 
the “income gap” as two somewhat sepa- 
rate issues. 

- For them, the first issue facing Indonesia 
n “equitable distribution of op- 
va national scale. The right ap- 
problem, they say, is to pro- 
ymic growth at all costs. Only in 
can jobs be created for the 2.3 mil- 
lion Indonesians entering the workforce 
every year. Any official effort, however 
well-meaning, that constrains businesses in 
the name of wealth redistribution will make 
things worse, they argue. 

“The only way to really raise living 
standards over the long run is to let the pri- 
vate sector prosper,” says a prominent 
Chinese businessman. “Unfortunately, in 
the short run that means income disparities 
are more likely to increase than decrease.” 

The second, more political issue, 
Chinese businessmen say, involves not so 
much pribumi businesses in general, but 
the larger pribumi businesses in particular. 
Several prominent pribumi businessmen 
have complained that the government, 
through contracts for infrastructure projects 
or through special facilities, has been more 









willing to help ethnic Chinese-owned busi- 
nesses than pribumi ones. The main excep- 
tions to this rule, pribumi businessmen say, 
are the businesses of Suharto’s children. 

Anthony Salim, president and chief 
executive officer of the Salim Group, In- 
donesia’s largest conglomerate, believes 
the government should go for growth. 
“There’s a lot of talk about ‘getting your fair 
share,’ but what exactly does that mean?” 
Salim asks. “Are you talking about the 10 or 
100 or 1,000 people on top that already 
have established their own businesses, or 
are you talking about the 180 million In- 
donesians down below who need jobs? 

“Our priority should be to ensure that 
high-school graduates can get a job paying 
Rps 200,000 [US$100] a month, not [to de- 
vote attention to] the people who have 
businesses worth Rps 1 billion but want to 
have Rps 100 billion,” he says. 

Astra International, Indonesia’s second- 
largest conglomerate, also believes there is 
no quick-fix solution. Astra has done more 
than most ethnic Chinese businesses to 
promote pribumi managers and use 
pribumi sub-contractors and suppliers. But 
Astra president Teddy Rachmat says: “To 
be honest, the results of our efforts have 
been mixed, often disappointing. 

“The only long-term solution is to train 
and educate more indigenous business- 
men, and that will take time.” n 





government has not made public its plans 
for the RCC unit, and it is not certain that 
Prajogo will be given a role or to what ex- 
tent CNT will be involved. 

= There is no dear explanation why 
the government should want to push 
Liem and Prajogo into the Exor 4 and RCC 
projects, as businessmen have suggested 
will happen. But it is widely believed in 
Jakarta’s business community that their 
involvement is a payback for their efforts 
to support troubled Bank Duta in Sep- 
tember. Bank Duta, which is 73%-owned 
by charity foundations chaired by Presi- 
ident Suharto, announced in September 
that it had accumulated losses of US$420 
imillion from foreign-exchange trading. 
-> Several senior business executives and 

overnment officials have told the REVIEW 
that Liem and Prajogo contributed US$200 
smillion and US$220 million, respectively, 
ito the foundations which own Bank Duta 
lin order to restore the bank to solvency. 
Bank Duta’s third-quarter 1990 financial 
éstatements, released in October, do not 
eshow foreign-exchange losses, but they 
“mention in a footnote that the bank 
ad received a grant of US$419.6 million 
mm the majority shareholders. Bank 
MDuta officials were unavailable for com- 
ment. 

Politically influenced decisions in large 

government contracts have made life dif- 






bles Ibnu Sutowo, who ruled oil and gas 


ficult for Ginanjar, a strong supporter of 
greater pribumi involvement in the coun- 
try’s economy. In that respect, he resem- 


monopoly Pertamina until being dismiss- 
ed in 1975 after the extent of Pertamina’s 
financial troubles became public. Sutowo, 
father of Nugra Santana's Pontjo Sutowo, 
steered many government contracts to 
selected pribumi businessmen. 

Industry sources believe Ginanjar op- 
posed having Liem and Projogo involved 
in Exor 4 and the RCC unit — opposition 
that lowered his standing with Suharto. 
Pribumi businessmen say a weakened 
Ginanjar would be a setback for their 
ambitions to join Indonesia’s business 
elite. 

On a broader level, pribumi business- 
men face obstacles that ethnic Chinese 
businessmen do not. No matter how large 
and powerful the latter become, they pose 
little political threat to Suharto because 
ethnic Chinese Indonesians are only a 
small proportion of the population. 

Powerful, independent pribumi busi- 
nessmen are another matter. In the short 
run, the prospect of an indigenous busi- 
ness class wielding political power may 
prove to be more of an obstacle to pribumi 
business ambitions than their access to 
capital or the quality of their entrepreneu- 
rial talents. Adam Schwarz 
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POLICIES 3 


Itsbeen  _ 
tried before 
ver since Indonesia threw: off. the 
yoke of Dutch colonialism in the 
mid-1940s, the economic dominance 
of the ethnic Chinese — who until 1955. 
were treated as aliens — has been an in 
tractable problem for the government. 

The Benteng programme, introduced in 
1950, reserved certain categories of imports: 
for indigenous businessmen as a means of 
helping them amass capital with which to 
expand in other areas. The programme, 
however, was largely a failure. Many of th 
“briefcase importers” it created simply sold 
their import licences. to genuine, often 
Chinese, importers. In 1957, the program- 
me was abandoned. pe 

A more radical approach to promoting 
indigenous control of the economy. fol- 
lowed. President Sukarno in 1957-58 or- 
dered nationalisation of Dutch assets, in- 
cluding plantations, shipping, banks and 
trading houses. In.1959, the Chinese were 
banned from retailing in rural areas. 

Under President Suharto’s New Order 
government, the chief:aim of the technocra- 
tic ministers running the economy has been 






to integrate ethnic Chinese more fully into > 


Indonesian. society. — 
In the 1960s, Chinese-character publi- 
cations were banned, Chinese-language = 
schools were closed and ethnic-Chinese — 


citizens were encouraged to adopt Indo 
nesian names. Suharto’s ministers also... 


initiated a long series of credit programmes: < 
designed to help pribumi businessmen. But 

while many small businesses were helped 
by these programmes, it is widely acknow- 


ledged that much of the money was mis- 


used. 

Anti-Chinese, anti-Japanese riots in Jar. 
karta in 1974, led to further protection ofin- 
digenous businessmen. The government ee 
required all foreign investors to form joint © 
ventures with pribumis and ordered state. 
banks to offer pribumis special credit. o 

In 1977, the government set up invest- 


ment trust P. T. Danareksa, which was 


supposed to help pribumis acquire shares 
in foreign ventures in Indonesia. 

In the early 1980s, several Presidential \ 
Instructions reserved certain categories of 
government-procurement 


precursor of the current effort to link big 
and small businesses. The programme also 
failed to cut deeply into ethnic Chinese 
domination of the economy. ; 
a Adam Schwarz 


a 


contracts. for- 

small, usually indigenous, businessmen. — 
At around the same time, the government 
began pushing the “foster father” concept, 

























siaSat’s successful launch in April 
1990 of Asia’s first privately owned 
satellite, was a major step in open- 
ing up the regional market for tele- 
communications and broadcasting. AsiaSat 
is owned by Britain’s Cable & Wireless, 
Li Ka-shing’s Hutchison Whampoa and 
_China’s foreign-investment arm, China In- 
ternational Trust & Investment Corp. But 


| just as this opportunity presents itself, the 
| door is being closed on potential com- 


‘petitors. 
In October, HutchVision, the satellite- 


| broadcasting company of Hutchison, per- 


suaded AsiaSat to grant it the sole right 


oto. broadcast English-language entertain- 
“ment, music and sports programmes to 


„Asian markets. In practice, this means all 
‘other potential broadcasters within these 
‘categories must deal with HutchVision or 
find another satellite. 

Satellite television is a risky business, 
and it is not unnatural fora company such 


| as HutchVision to want to protect its invest- 
“ment, but there is an irony involved. Last 
| year, œa- cable-television consortium in 
| Hongkong tried to prevent HutchVision 


from being granted the right to broadcast 
into the territory, all in the name of 
exclusivity. Hutchison successfully lobbied 


_ to.deny such exclusivity. 


_ While this public battle was going on, 
another was taking shape behind the 


_ scenes. AsiaSat was considering how to 


lease 24 transponders and recoup some 


_ of the US$130 million capital spent in the 


satellite project. Having withdrawn from 


¿the cable-television network the previous 


year, Hutchison was not slow to grasp the 
opportunity to monopolise the skies. 
In return for exclusivity, it offered to 


| take 12 of the transponders, six in a north- 
em beam that covers China, Hongkong, 
| Taiwan, South Korea and Japan and six in 
_ the southern beam that stretches between 
- Pakistan and Indochina. The latest news is 


that it has pared down its ambitions to 
eight transponders. 

But a private, unregulated monopoly is 
not good for the region at a time when the 
liberalisation of telecommunications is tak- 
ing place. The most compelling reason for 


“private regional satellites is that they aim to 
_ provide services not offered by state-con- 


trolled networks. But to do that, market- 
entry conditions must be right. 
Programme providers look for a return 


-on their investment, and the main problem 
‘för all broadcasters lies in building a secure 
_ | revenue base. Nowhere in Europe, North 
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By John Ure 


America or Japan has satellite television 
succeeded without a secure distribution 
network. In practice, that means coopera- 
tion with, or ownership of, cable-television 
networks, something that does not exist in 
Asia. 

In Japan, cable networks and satellites 
are closely aligned. Two state-run satellites 
are used by government-owned Japan 
Broadcasting Corp. Privately owned Japan 
Communications Satellite Corp. provides 
many local programmes, while Space Com- 
munications Corp. operates another satel- 
lite that broadcasts the US’ Cable News 
Network (CNN). 

South Korea is just beginning to set up a 
cable network, while in Taiwan, many 
small networks exist. 

In Hongkong, the saga of cable televi- 
sion drags on after six years in which no 
progress has been made. China remains a 
no-go zone depsite signs of growing in- 
terest in cable television. The 
northern beam, therefore, 
has yet to bear fruit. 

In the southern beam, 
Singapore is considering in- 
troducing cable television, 
and it has already allowed 
limited reception of CNN by 
satellite dish on a tempo: 
basis. In Thailand, cable and 
multi-point microwave dis- 
tribution systems are being 
built. 

A proliferation of unau- 
thorised cable networks is 
occurring in India as people search for an al- 
ternative to the state-run Doordarshan. But 
entry by non-Indian interests is unlikely. 

The lack of cable networks in the region 
leaves broadcasters dependent upon a 
specialised market of expatriates staying in 
hotels, apartments or houses equipped 
with satellite-reception dishes. Programmes 
directed towards this audience could be en- 
crypted and payment organised through 
credit-card subscriptions. 

HutchVision has so far stuck to its claim 
that advertising will be the main source of 
its income, at least for the first three years. 
This is a risky strategy for opening up the 
market. On 19 April, HutchVision began 
broadcasting a daily satellite-television ser- 
vice, Star TV, to 38 countries. Star TV will 
broadcast 14 hours of sports, music and 
news daily. Apart from that, it has one 
music station. The company has also an- 
nounced a deal with PrimeNet to broadcast 
sports. 
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Satellite for the stars 


A private, 
unregulated 
monopoly is 
not good for 

the region 





This underscores the problems thi 
HutchVision is encountering with i 
monopolistic ambitions. If HuchVision 
working on the principle that the first in th 
field will grab the lion's share of the marke 
it could be wrong. The company may en 
up ploughing the field for later arrival: 
especially as technology advances. Withi 
five years, satellites will become more pow 
erful and efficient in their use of banc 
widths. 

In such a rapidly changing enviror 
ment, it is unlikely that any broadcast 
using an existing technology: platform wi 
scoop the market. A better way to open u 
the demand for satellite communications | 
to open transmission: facilities to all prc 
grammers and broadcasters. Rs 

It appears that Hutch Vision's exclusivit 
approach has closed the doors on broadca: 
ters interested in using AsiaSat. Several ir 
terested parties have been sent away fror 
as far apart as New Zealan 
and Taiwan. Such. a’ polic 
may not.be wise. Taiwai 
must be considered a majo 
market, and cutting Taiwai 
interests out of the gami 
could provoke:a local politi 
cal reaction. = 

This does not seem to b 
a problem for AsiaSat, be 
cause actual or promise 
leases of the other transpon 
ders or parts of them to gov 
emments from: China anc 
Mongolia to Burma, Pakis 
tan and Thailand have been doing well 
leaving 1.625 spare on the northern bean 
and only 3.25 free on the southern. 

AsiaSat, however, is not the only facili 
available. Other C-band satellites includi 
Indonesia’s Palapa, already used by thi 
Macau Jockey Club; the Russian: satellit 
Stationar 12, now used by CNN; Intelsat 
two Chinese satellites; and Australia’s Aus 
sat. On the more powerful Ku-band, Japan 
has numerous satellites. in place. 

Additional transponder capacity coulc 
also increase competition. Today, a trans 
ponder can carry one ‘television channe 
and up to eight speech channels. Witt 
video compression, which is being tested ir 
Australia, four to eight television channel: 
can be squeezed on one. transponder 
Under these conditions, it is difficult to see 
a monopoly of the skies lasting for long. a 


John Ure is a research associate at the Centre of 
Asian Studies, Hongkong University. 
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UTILITIES 


Hongkong’s public monopolies need a dose of salts 


Ripe for sale 


By Michael Taylor in Hongkong 
ongkong’s government utilities are 
rming by comparison 
with both the arcane official targets 
and Hongkong’s privately owned utilities. 
Analysis of their performance suggests that 
the territory's finances could benefit from 
privatisation. 
ting accounts for the utilities in 
the year to the end of March 1990 show that 
of the major public utilities, only Kai Tak 
Airport is meeting its financial targets. The 
Post Office, together with the govern- 
ment’s ferry terminal, road tunnels and 
quarry operations, performed worse in ab- 
solute terms in 1990 than in the previous 
year. The Water Authority's operations im- 
proved, but they remain well below the 
government's target. 

The utilities are, nevertheless, a useful 
source of government revenue. As a 
whole, they made operating surpluses to- 
talling HK$1.7 billion (US$218 million) in 
the year to end-March 1990, out of which 
they paid a notional HK$286 million in 
taxes. The rest of the profit, though for- 
mally added to the particular utility's public 
capital, goes into the government's General 
Revenue Account. 

Accounting for public utilities is a deli- 
cate matter: if they appear to be making a 
lot of money, taxpayers might be pleased, 
but consumers might suspect a hidden tax. 
Conversely, if a utility is making an in- 
adequate return on capital, the taxpayer 
will want to know why. As a result, the 
utilities’ accounts and targets are small 
gems of obfuscation. But they are likely to 
come under increasing scrutiny, owing to 
tightening fiscal circumstances and elec- 
tions this year. 

The main yardstick against which the 
government judges a utility’s performance 
is its return on fixed assets. In principle, 
this offers a politically neutral prospect of 
judging the utility against its cost of capital. 
However, in practice, the technique is ren- 
dered almost meaningless by the govern- 
ment’s way of counting fixed assets. The 
government a never to revalue its 
utilities’ property holdings and in some 
cases does not even count land holdings. 

The Water Authority’s rmance de- 
pends as much on how it calculates its fixed 
assets as how it counts the surpluses. And 
here the problems start: dams, reservoirs, 
sewers or water mains are booked at histor- 
ical cost with depreciation of 1-2% a year. 
Revaluations are not part of the exercise: 
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once an asset is bought, it stays on the 
books at cost. The Water Authority owns 
huge tracts of Hongkong, but these are 
simply not accounted for. 

But whatever the shortcomings of the 
government's calculations in absolute 
terms, they do provide a way of comparing 
whether the utilities are becoming more or 
less efficient. And for the two major utilities, 
the Water Authority and the Post Office, the 
news is not good. 

The Water Authority has the distinction 
of having within recent memory met its fi- 
nancial targets. In 1984-85, it hit the target of 
7% average return on net fixed assets. It has 
not repeated the feat since, however, and 
in 1990, it made a return of 4.7%, despite 
booming revenue. Water consumption rose 


Hongkong’s inefficient utilities 
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5%, water charges rose 21%, and the au- 
thority’s total revenue rose 15%. 

Like other utilities, the Water Authority 
was hit by wage increases, with staff costs 
rising 13.6% during the year. General 
operating expenses fared worse, rising 
nearly 20%. On the bright side, the man- 
agement cut administrative expenses by 
15% and bulk-buying of water from China 
(which accounts for a third of all the Au- 
thority’s spending) rose only 11%. 

Although its return on assets is well 
below the market cost of capital, the Water 
Authority is bringing in a lot of money to 
the government's coffers. Out of revenue of 
HK$2.6 billion, it made an operating 
surplus of HK$518 million, HK$85 million 
of which was paid in tax. 

Despite the arbitrariness of the net-as- 
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sets figure, it is possible to compare the 
Water Authority's against 
utilities in the private-sector by looking at 
its gross margins. The private utility most 
closely resembling the Water Authority is 
the territory's gas supplier, and 
China Gas (HK&CG). The operations are 
similar both in kind and in size: HK&CG has 
a revenue of HK$2.2 billion compared with 
the Water Authority’s HK$2.6 billion. 

However, HK&CG’s pre-tax profit, as a 
margin of turnover, are a lot higher than 
those of the Water Authority: HK&CG’s 
operating profit in calendar 1990 was 
HK$712 million, a 32% margin on revenue, 
compared with the Water Authority's 20% 
margin on turnover. The story for Hong- 
kong Electric is more dramatic. It managed 
a gross margin of 45% in 1990. 

The government does not play the net- 
assets game with the Post Office, rather it 
sets a target post-tax margin on turnover of 
16.7%. It has never come close to matching 
the target. In fiscal 1990, it made a net profit 
of HK$182 million on revenue of HK$1.7 
billion, a margin of 10.5%, lower than the 
12.5% net margin on revenue it managed 
the year before. 

Worse, despite a 13.5% increase in rev- 
enue and an 8% increase in the volume of 
mail, the Post Office’s operating 
narrowed in 1990 to HK$182 million 
HK$192 million the year before. The down- 
turn directly reflects Hongkong’s persistent 
inflation rate. The biggest single factor was 
the wage bill — which swallowed 42% of 
the Post Office’s revenue in 1990, compared 
with only 40% the previous year. Adminis- 
tration and general operating expenses also 
ratcheted upwards as a proportion of turn- 
over. 

Similarly underperforming are Hong- 
kong’s two government-operated road 
tunnels, Lion Rock and Aberdeen, which 
made a return of 12.2% on net fixed assets, 
compared with a target of 15%. This was a 
worse performance than last year, with 
higher staffing and general operating ex- 
penses exceeding a 3% increase in revenue. 
Its performance also compares badly with 
the publicly listed Cross Harbour Tunnel, 
which achieved gross margins of more than 
60%, compared with the government's 
46%. 

If other government utilities are under- 

rming their private-sector counter- 
parts, the joker in the pack is Kai Tak Air- 
port. Kai Tak Airport is a profitable opera- 
tion, which last year made the government 
more money than all the rest of Hong- 
kong’s utilities put together. As a return on 
net assets, its performance was an impres- 
sive 27%, compared with a target of 15%. 
The airport's operating margins were even 
more impressive, profit of HK$904 million 
was made in fiscal 1990 on revenue of 
HK$1.5 billion, a margin of 61%. And this 
figure does not include airport tax, which 
has just been raised by 50%. a 
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Pre-war nationalistic platform wins new generation of converts 













By Rigoberto Tiglao in Manila 





For many years, “the 
governor of Cavite pro- 
vince in the Philippines 
had only to look to the 
walls of his office for 
inspiration. There, on 
framed posters, were 
uplifting quotations as- 
cribed to US presiden- 
tial titans Abraham 
Lincoln and Theodore 
Roosevelt. The posters 
have begun to fade, al- 
most as a metaphor for 
declining US influence 
in the Philippines. Now, three glass-en- 
cased Japanese traditional dolls dominate 
the room. 

Cavite is an unlikely exemplar of warm- 
:. ing Philippine-Japanese economic relations. 
A centre of anti-Japanese opposition during 
=the war, it continued to nurse deep-seated 
resentments against its former occupiers 
“long after the last remnants of the Imperial 
Army -had been swept out. As a US navy 
base until 1971, it had been unambivalent 
in its support of a more benign brand of 
cultural hegemony. 
But the old certitudes have faded. 
Cavite governor Juanito Remulla, once a 
guerilla in the wartime resistance move- 
ment, now welcomes Japanese investors 
with open arms; in turn, he is respected by 
_ the Japanese as a political boss who can de- 
liver an inexpensive, compliant labour 
force. The result is that at least four major 
industrial estates have sprouted in conjunc- 
tion with Japanese interests, one of which 
is the site of EDS Manufacturing Corp., a 
wholly owned Japanese subsidiary with a 
workforce of 3,000. The Japan International 
Cooperation Agency is promoting the pro- 
vince as a site for Japanese manufacturers. 

Many Filipinos in government and busi- 
ness circles are hoping that the Cavite ex- 
perience is a harbinger of renewed Japan- 
ese interest in the Philippines as an off- 
shore manufacturing base. Belatedly, they 
have realised that neighbouring Asian 
economies are registering rapid growth as a 
result of Japanese photosynthesis. The 
Philippines, by contrast, has been stuck 
under the US penumbra. 

The 1990s could see in vogue a 
pro-Japan thesis propounded by early 
nationalist Filipino politicians. One of the 
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most vocal pre-war advocates of Japar’s 
“Greater East Asia Co-Prosperity Sphere” 
(minus the militarism) was Benigno Aquino 
Sr, father of the current president's late 
husband. After the 1941 invasion, how- 
ever, the concept became almost univer- 
sally despised; Aquino Sr stood trial after 
the war for collaborating with the enemy. 

Post-war relations between the Asian 
countries were largely characterised by 
Philippine distrust and Japanese disdain. 
But Japanese Prime Minister Toshiki 
Kaifu’s scheduled visit to Manila on 45 
May is a symbol of changing perspectives: 
it is 22 years since a US president paid an 
official visit to the Philippines. 

The Philippines is being nudged into 
Japan’s economic embrace by a number of 
factors: the decline of the US political and 
economic role in the country, the nation’s 
frustration at being perennially bogged 
down in an economic quagmire and the 
rise of a new generation of more outward- 
looking Filipino entrepreneurs unburdened 
by historical antipathies. 

For Japanese manufacturers anxious to 
escape a domestic labour shortage, a stable 
Philippines would have undoubted attrac- 
tions as an offshore base. 

The general manager of the Manila 
branch of Mitsubishi Corp., Shinji Suzuki, 
says: “[The Philippines’] location, at 
the centre of the region and proximity 
to Japan, and its managerial and labour 


Back-seat 
drivers 


The Philippines’ two largest industrial 

rises are automobile assemblers 
Toyota Motor Philippines and Philippine 
Automotive Manufacturing Corp. (Pam- 
cor). Both are controlled by Japanese 
companies. And both illustrate the style 
of Japanese economic penetration: of the 
Philippines. 

First and foremost, it is a strategy that 
requires patience. A Japanese company 
may spend decades fostering relation- 
ships with selected members of- the 
Philippine political and business elite. 


When it enters an agreement with a- 
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Back to the future 


force are still the country’s advantages 

The Philippines was bypassed durin 
the 1980s wave of Japanese investments i 
Asia, mainly because of the perception - 
largely well founded — that political inst: 
bility could not only interrupt productio 
schedules but could be dangerous for Je 


Philippines is least favoured 









































domestic. company, ‘it is usually as i 
supplier of equipment and materials pro 
duced in Japan. A non-controlling equity 
position is taken or a technical, marketing 
and credit tie-up is agreed... 

The Philippine partner can sometime 
be left to do the rest: allowing the firm t 
run into the ground either by over-am 
bitious expansion, or by salting profit 
overseas rather than by investing to im 
prove efficiency. When the Japanese firn 
is asked to bail out the distressed com 
pany, it first consolidates its control of thi 
domestic market and then gears produc 
tion to the firm's regional requirements. 

During t the 1970s when Japanese com 
‘panies were investing in consumer 
electronics and car-assembly firms, Mit 
subishi Motors Corp. and trading com: 


: pany Nissho Iwai each Dok a 15% stake 
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panese -executives based in the country. 
The’ assassination in 1983 of Benigno 
Aquino. Jr triggered a political tumult that 
was barely checked by the elevation of 
Corazon Aquino to the presidency in Feb- 
ruary 1986. Even as late as December 1989, 
Japanese executives. found themselves 
stranded i in Makati hotels held by rebel sol- 
diers. 

Just as. injurious to the attempts to at- 
tract Japanese investments was the Novem- 
ber 1986 kidnapping of Noboyuki Wakaoji, 
an executive of the Japanese trading firm 
Mitsui & Co. After five months in captivity, 
Wakaoji was released on payment of a ran- 
som, reported to be US$2 million. 

For six months after the snatching of 
Wakaoji, Japanese executives shunned the 
Philippines. The de facto travel ban coin- 
cided with the search by Japanese com- 
panies for manufacturing bases in South- 
east Asia, prompted by the September 1985 
revaluation of the yen. It was to Thailand 
and Malaysia, not the Philippines, that Ja- 
panese businessmen took their money. 

Out of the total US$14.1 billion in Japan- 
ese foreign direct investment in Asia in 
1985-88, the Philippines received only 
US$288 million, 2% of the Asian total, and 
7% of the US$4.1 billion invested in Asean 
countries. At the end of the year to March 
1977, the Philippines had ranked fourth in 
terms of Japanese investment stock in East 
Asia, outpacing even Taiwan and Singa- 
pore. By end-1989, it ranked last. 

From the point of view of trade, Japan 
did not become the Philippines’ biggest 
source of imports until 1989, when the lat- 
ter purchased US§2 billion worth of goods. 
The US remains the biggest export destina- 
ion by a wide margin over Japan, the 
No. 2 customer. 

Initially, Filipinos were not too distress- 
ed to see Japanese capital directed else- 
where. A decade earlier, the domestic ex- 








in Chrysler Philippines (out a which 
evolved Pamcor): Under a joint-venture 
arrangement with Chrysler, Mitsubishi 
manufactured in Japan a model for ex- 
port to the Philippines. 

As the market shrank in the early 
1980s, the Yulo family of the Philippines 
and the US firm sold out their combined 
709 stake, leaving Pamcor under the com- 
plete control of the two Japanese firms. 
A subsidiary of Pamcor now exports au- 
tomobile transmission systems to other 
Mitsubishi subsidiaries in the region. 
> precursor of Toyota Philippines 
- 100%-owned Filipino company, 
Motor Corp. Ricardo Silverio, à 
Marcos crony, had set up Delta using 
goods and ‘services. paid. to the Philip- 
pines as part of Japanese war'reparations — 
n the 1960s. es Eps was oes 
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“and parts.” 


perience of Japanese investment had not 
been fruitful. Critics said the Japanese were 
reluctant to transfer technology to local 
partners, and their main objective was to 
turn the Philippines into a dumping 
ground for Japanese exports. 

Japanese investment in the Philippines 
in the mid-1970s — second only to oil-rich 
Indonesia in Southeast Asia — was aimed 
both at capitalising on the country’s re- 
sources, human and natural, and at export- 
ing smokestack industries that were becom- 
ing increasingly unpopular in Japan. 

About one-fifth of the US$339 million of 
Japanese investment in the country from 
1951-75 was in an iron-sintering plant set 
up in the Mindanao area by Kawasaki 
Steel, which was anxious to escape an anti- 
pollution lobby back home. 

A major Japanese involvement in a cop- 
per smelting plant owned by the Philippine 
Associated Smelting and Refining Corp. 
has recently been assailed by environmen- 
tal organisations for polluting the waters on 


the factory: operator and a supplier. 
Silverio, with the backing of Marcos, 
tried to expand his interests but spread 
his resources too thinly. When Delta col- 
lapsed by 1984, Toyota gained nearly 
complete control of the firm by convert- 


ing into equity the receivables it had 


amassed in shipping cars to Delta. In 
1986, it took in as partner the Metropoli- 
tan Bank and Trust Co, owned by 
George Ty, one of the new breed of 
Filipino-Chinese magnates. 

“Toyota very well represents this mar- 
ket-getting obsession of the Japanese,” 
says Marcelo Villanueva, a former man- 
ager with Delta Motors. “The present 
Toyota president was merely our vice- 
president in charge of liaison with Toyota 
Japan for the acquisition of machineries 
E Rigoberto Tiglao - 
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Leyte Island. Sumitomo Corp., Marubeni 
Corp., and C. Itoh and Co. have a com: 
bined 31% equity in the company. 

To some extent, Japanese investment 
followed the “colonial” pattern of concen. 
trating on agricultural-commodity sectors ` 
that contributed little, if anything, to mod- 
ernising the economy. According to Japan- 
ese government data, extractive industries 
accounted for 66% of the cumulative 
US$354 million investments in the Philip- 
pines at end-1976, compared with only 14% 
in equipment manufacturing. 

By 1988, the change was less than 
dramatic. Out of US$1.1 billion in Japanese 
investments, 46% was in the extractive in- 
dustries, 28% in equipment manufacturing. 
In Malaysia and Thailand, by contrast, 
there was a marked shift by Japanese in- 
vestors from vertical to horizontal integra- 
tion during the 1980s. 

To prise open a market hitherto ree | 
served for US products, Japan in the 1950s | 
began deploying its war reparations as well.” 
as the funding from the Export-Import 


Bank of Japan and the Overseas Economic. - : 


Cooperation Fund (OECF). l 

Surplus Japanese capital goods used in 
the Philippines’ sugar refining and textiles 
were imported through the OECF. From 
1971-81, 71% of OECF loans were used for 
the procurement of services, supplies and 
equipment from Japanese companies. Even 
the middlemen were Japanese. 

A study by Japanese professor 
Yokoyama Mazaki revealed that of the 
*¥103.3 billion (US$750 million) loans repre- 
senting the first of the 16 OECF program- 
mes, one Japanese firm, Toyo Trading Co. 
(renamed Toyo Technica) accounted for 
30% of the contracts by value. 

Many of the biggest Japanese enter- 
prises in the Philippines have linked up 
with powerful political figures or with the 
business aristocracy. Jose Laurel II, ambas- 
sador to Japan in the early 1970s, sits on the 


board of three Japanese-controlled firms. _ : : 


Jesus del Rosario, who became ambassador 


e 






























i Tokyo in 1986, formed his links 
with Japanese companies when his 
family firm switched from US 


r -university scholarships to at least 500 
Filipinos and of training program- 
mes held in Tokyo for Filipino em- 








suppliers to the the giant Matsushita 
Electric Industrial. Earlier this year, 
del Rosario sold his holdings in Pre- 
cision Electronics, which had been 
merged with Matsushita (Philip- 
pines). 

Other Japanese firms which were 
later arrivals on the scene have 
linked up with Chinese-Filipino 
magnates. Chinese-Filipino tycoons 
made compatible partners, being 
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masters of Manila’s informal net- 
work. Among them were Alfonso 
Yuchengco of the Pan Malayan In- 
surance Co. and Leonardo Ty of the 
-== Hitachi-Union and Ajinomoto companies. 

This pattern of Japanese entry into the 
© Philippines had several consequences, 

“negative and positive. Potential investors 
came to believe that the Philippine econ- 
omy was the exclusive preserve of the 
largest Japanese firms, which had reduced 
their investment risk by nurturing long- 
term contacts with luminaries of the Philip- 
pine business community. 

But with many of the Filipino partici- 
“pants little more than passive partners, 
there has actually been a “denationalisa- 
“tion” in key Japanese-Filipino joint ven- 
tures, most prominently in the case of 
Toyota Motor Philippines. Metropolitan 
Bank and Trust Co. is a dormant investor in 
‘the country’s other major car manufacturer, 
Philippine Automotive Manufacturing Corp. 
In other cases, the Philippine involve- 
“ment is little more than cosmetic. Sharp 
Phils.) Corp., for instance, is notionally 
owned 60% by Filipino interests, but it is 
exclusively Japanese-run. Most of the 
Filipino capital was raised through a loan 
from Rizal Commercial Banking Corp. 
which was guaranteed by Sharp of Japan. 
The loan was extended only after being ap- 
‘proved by the director of Japan’s Sanwa 
Bank, which has a 10% stake in Rizal Com- 
mercial Banking Corp. Sanwa and Sharp of 
Japan belong to the same keiretsu. 

The “social base” of Japanese capital in 
the Philippines has had its positive aspects. 
~The shield provided by political connec- 
` tions or by big business groups lowered Ja- 
panese risk perceptions of the Philippines. 
Without it, Japanese investment in the 
country after the Benigno Aquino slaying in 
1983 would have been even less. More im- 
-portantly, Japanese firms have been able to 
“garner sufficient experience of the country 
for their future expansions. 

Mitsubishi, which in 1974 purchased 
25% of the equity in conglomerate Ayala 
©. Corp., provides an example. Its president 

~ Shinroku Morohashi had two tours of duty 
in the country, the first in the early 1960s. 
The company’s directorship at Ayala has 
provided a vantage point for monitoring 
commercial and political developments. 
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An Ayala director has observed: I have 
been always amazed at his [the Mitsu- 
bishi repzesentative on the Ayala board] 
near-obsession in getting all sorts of infor- 
mation. He even knows when I'm going 
abroad for a business meeting, whom I'll be 
talking to, even the hotel I’m staying in.” 

In the past two years, the Mitsubishi 
group has invested in a Science and Light 
Industry industrial estate with Ayala and 
a sub-compact car-assembly plant with 
Honda Corp., Ayala, and Rizal Commer- 
cial Banking Corp. A new generation of 
Filipino executives and entrepreneurs has 
emerged which no longer identifies with 
the US. This is to some extent the result of 
the Tokyo government awarding Japanese 











ployees. 

More recent Japanese manufac- 
turers entering the Philippine eco- 
nomy have started to ignore the en- 
trenched Filipino business elite in 
favour of younger, innovative 
entrepreneurs, such as Alfredo 
Yniguez, the Filipino partner in 
coconut-oil processor Kao Philip- 
pines, and the Elena Lim family in 
the Sony and Sanyo assembly firms, 
and even former Marcos technocrat 
Geronimo Velasco, partner in the 
Republic Asahi Glass Corp., one of 
the biggest Japanese operations in 
the country. 

Others are not yet prepared to commit 
themselves. According to Albert Zenarosa, 
a professor teaching Japanese business 
practices at Ateneo de Manila University: 
“What [Japanese investors] are closely 
watching is whether there'll be no problem 
in political continuity after the 1992 elec- 
tions.” 

The vision of the pre-war “pro-Japan- 
ese” nationalists, once derided and ex- 
coriated, has never seemed so relevant. H 
the Philippines can hitch its wagon. to the 
Japanese economic locomotive, it may be 
able to shake off the stigma of being the sick 
man of Southeast Asia. It has hardly a 
other alternatives. 
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Japanese aid fills investment vacuum 


Lender’s largesse 





By Rigoberto Tiglao i in Manila 


hile the ‘Philippines has been left 
W trailing in terms of direct Japanese 

foreign investment, the govern- 
ment in Tokyo is filling the vacuum by 
pumping in more soft loans and grants. 
The country has remained in the “top three” 
of Japanese aid recipients, behind Indone- 
sia and China, while prospering economies 
such as Thailand and Malaysia have seen a 
shrinkage in their slice of the pie. 

At a donors’ meeting in Hongkong in 
February, the Japanese promised Manila 
the equivalent of US$1.3 billion, compared 
with a paltry US$160 million offered by the 
US. Tokyo has been outpacing Washington 
in official development assistance (ODA) 
since the 1970s, though the trend went 
largely unnoticed at the time. By 1987, 
Japan's disbursements of US$379 million 
accounted for 54% of total assistance 
allocated to the Philippines, dwarfing 
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the US Government's US$230 million. 

The choice of Tokyo as the venue for 
the 1989 launch of the Philippine Assist 
ance Programme (PAP) — previously 
known as the Multilateral Aid Initiative — 
was a belated recognition of the dominant 
Japanese role. Officials of the World Bank, 
which chairs the PaP, had other reasons fo! 
promoting Tokyo as the venue. 

“What we like about the Japanese is thai 
they are practically unconcerned about poli 
tics in deciding on their ODA,” a Worlc 
Bank official told the REviEW. “Unlike the 
Americans, whom you'll always expect tc 
have some political agenda, whether it be 
the Philippine bases or their obsession witt 
containing communism, the Japanese give 
out aid simply fo ensure that market: 
exist.” 

This has not always won admirers in the 
Philippines. During the autocratic regime ol 
the Pepek y Ferdinand Marcos, Ja 
panese ODA continued to increase as othe! 
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“To remain a leader in the world 
toy market, the LEGO® Group needs 
a complete, accurate picture of our 
business at all times. That’s why we’re 
running totally on Digital systems, 
with everything integrated from the 
top down. This provides us with 
timely, comprehensive information. 
And gives us an edge in a very 
competitive marketplace. 

“Digital’s Rdb relational database 
and software development tools, like 
the ACMS transaction processing 
monitor, let us build the critical busi- 
ness applications we need. Now we 
can analyze every aspect of our opera- 
tion and update our business plan every 
24 hours. So it’s never out of date. 

“Digital lets us distribute our 
systems to our plants around the 
world, helping people do their jobs 


Ib Lund Jensen — Sr. V.P, Logistics & Data Processing 
Niels Bonde — Director of Information Systems, LEGO Systems A/S : f= 










more productively—while still 
providing consolidated, day-to-day 
control over our business. And this 
balance between distributed functions 
and control helps us to develop, 
manufacture, and deliver the toys 
children all over the world love best.” 


The rewards of working together. 
Digital’s production systems let 
businesses both centralize their 
operations and distribute vital 
applications throughout their organi- 
zations. To get the information they 
need, when they need it, to do their 
jobs more productively. 

Today, with the products, support, 
and commitment that help you 
effectively control your business and 
respond faster to the marketplace, 
Digital gives you an elegantly simple 


digi) tla} 


“Digital helps 
the LEGO Group 
fit all the pieces 


of our business 
together.” 


way for your people to work together 
more productively, more creatively, 
more efficiently, more competitively. 

For more information, write: 
Digital Equipment Corporation, 
19-21/F Fleet House, 38 Gloucester 
Road, Wanchai, Hong Kong. 

Digital Equipment Corporation 
Japan, Sunshine 60, PO. Box 1135, 
1-1 Higashi Ikebukuro 3-chome, 
Toshima-ku, Tokyo, Japan 170. 

Digital Equipment Corporation, 
(Australia) Proprietary Limited, 410 
Concord Road, Rhodes, New South 


Wales 2138, Australia. Digi 
it 
now. 


© Digital Equipment Corporation, 1991. The DIGITAL Logo, Rdb, ACMS and Digital has it now are trademarks of Digital Equipment Corporation 
trademark 


LEGO is a registered of the LEGO Group. 
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GNP NETHERLANDS 
DM 381.9 BILLION 


GNP SPAIN 
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GNP ITALY 
DM 1,245.0 BILLION 
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GNP FRANCE 
DM 1,500.1 BILLION 





GNP PORTUGAL 
DM 56.5 BILLION 





GNP BELGIUM 
DM 246.4 BILLION 


The single European market has many 
advantages because new markets 
open up new sales opportunities. 
International experts and decision- 
makers have always found it worth 
their while to come to the Munich 
Trade Fair Centre. After all, at the 
heart of Europe, Munich is both an 
excellent forum and popular venue for 
the world of business. Its many inter- 
national trade fairs specialized in 
consumer goods, capital goods and 
high-tech are major attractions for 
visitors and exhibitors alike. Come to 
the Munich trade fairs — a visit to 
Munich always pays off. 


Worthwhile trade fairs: C-B-R, inhorgenta, ispo, IHM, 
Mode-Woche, FARBE, Analytica, IFAT, Holzbau 

und Ausbau, transport, ELTEC, INTERFORST, imega, 
Systec, electronica, Heim + Handwerk, BAU, 

bauma, SYSTEMS, Productronica, ceramitec, LASER, 
drinktec-interbrau. 

Please do not hesitate to contact us for information: 
Münchener Messe- und Ausstellungsgesellschaft mbH, 
P.O. Box. 121009, D-8000 München 12, Tel. 89/5107-0. 


MESSE MÜNCHEN PP INTERNATIONAL. FOR FIRST-CLASS BUSINESS. 






donors, including the US, tried to use aid as 
a lever to force the government to under- 
‘take democratic reforms. 

It was later claimed that the Japanese in- 

volvement could have violated Philippine 
laws: a former Marcos official claimed that 
Japanese firms securing contracts financed 
from out of Overseas Economic Coopera- 
tion Fund (OECF) loans had been paying 
bribes to Marcos. The allegation was never 
proven, and Manila played it down rather 
jeopardise further aid. 
_ Although Japanese assistance comes 
out political strings, it is adroitly used 
‘ool for its export expansion, in the 
Philippines and elsewhere. The infrastruc- 
ture the aid has financed in the Philippines 
has helped create a market for Japanese 
goods — cars, for instance — and an 
offshore site for Japanese manufacturers. 
War reparations totalling US$550 million 
were used by Philippine manufacturers to 
import Japanese-made machinery. 

The 16 OECF loan packages advanced 
since 1971 — cumulatively totalling ¥829 
billion (US$6.17 billion at current exchange 
rates) — have been mostly on a tied basis 
(that is, procurement must be from Japan- 
ese firms). According to one study, 71% of 
loan proceeds up to 1981 ended up with Ja- 
panese suppliers. 
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But these results have not always been 
appreciated. In a recent controversy, staff at 
an OECF-funded medical facility in Manila 
have complained that Japanese-made 








equipment is lying idle, because spare parts 
cannot be obtained domestically. 

In the 1980s, with Japan consolidat 
its role as economic superpower, Toky 
partially shifted the focus of its ODA to s 
porting Japanese investments in the Philip- 
pines, a factor that has persuaded Japan- 
ese-affiliated firms to remain in the country 
and expand their operations in some in- 
stances, despite political volatility. For. 
example, the Export-Import Bank of Japan 
has loaned US$50 million to a joint venture 
involving Republic Asahi Glass Corp., 
biggest Japanese investment in the country 

Exim Bank co-financing arrangemeni 
for both World Bank and IMF “programm: 
loans” marks the evolution of Japanese ODA. 
goals from export promotion to a macro- 
economic agent of stability. E 

In 1989, the Exim Bank committed | 
US$300 million to a World Bank financial- 
sector adjustment loan and another US$180 - 
million as a so-called “parallel lending” 
with an IMF standby credit facility. 

Few Filipinos believe that Tokyo is moti- 
vated by selfless altruism, but its aid pro- 
gramme appears less transparently self-in- 
terested than Washington's. The latter's. 
overriding concern, to its Filipino critics, ; 
has been to use aid blandishments to keep 
its military bases. a 
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Home for fussy investors 


For a Japanese company setting up a fac- 
tory in the Philippines, it must have 
seemed a depressing litany of problems: 
power brownouts; an irregular water 
supply; a ramshackle telephone system; 

. and an inadequate road network. But 
wiring-harness maker EDS Manufactur- 
ing was undaunted. Two years later, it 

- has been rewarded with an enviable re- 
cord of efficiency at its plant in Cavite 
province. 

At a March meeting of the Japanese 
business organisation Keidanren in 
Tokyo, EDS president Sadao Okuda de- 
dared: “Among seven similar plants we 

“have elsewhere, our factory fin the 
Philippines] had the least rate of defects 

-and even the least number of personnel 
absences and tardiness.” 

A wholly owned subsidiary of Tokyo- 
based Yazaki Corp., EDS recorded export- 
only sales of 2621 million in 1989, its first 
year of operations. The company esti- 
mates that sales more than doubled in 
1990. 

As for the initial infrastructure prob- 
lems, they became hurdles rather than 
brick walls. The provincial government 
quickly improved roads to the plant, and 


the telephone company established a 
microwave link for 22 million 
(US$71,000) under a buy-back arrange- 
ment. For its part, the company sank a 
deep well as its source of water, and built 
a power sub-station with a back-up elec- 
trical generator. 

EDS is the third Yazaki company to 
venture into the Philippines. Yazaki-Tor- 
res Manufacturing Corp., a joint venture 
making parts for vehicles, was set up in 
1974. By 1990, it had sales of P2.4 billion. 
A joint venture to assemble automotive 
wires, YTM Components, was set up in 
1987. Together, the three Yazaki com- 
panies based in Cavite province have a 
workforce of 8,000 compared with 36,000 
employees worldwide. 

Tomas Alcantara, vice-chairman of 
the Board of Investments in Manila, ar- 
gues that Yazaki’s experience demon- 
strates the viability of the Philippines for 
knowledgeable, long-term direct invest- 
ors. But, he laments, the small and 
medium-sized Japanese manufacturers 
which decamped offshore in the 1980s 
knew little about the Philippines other 
than what they read in their domestic 
newspapers. “All they would be aware of 





would be reports of kidnappings or coup: | 
attempts here,” Alcantara says. ; 

Cavite had one particular attraction as 
a site for Yazaki: a no-strike assurance by 
its powerful governor, Juanito Remulla. 
He told the Review that persuasion is the 
only weapon he uses to ensure industrial 
harmony: workers understand that the ». 
alternative is no factory, no jobs. 

The Yazaki experience is a model 
that Philippine Government officials and 
businessmen are trying to replicate. A P2 
billion industrial estate called Gateway 
Business Park opened in mid-April, de- 
veloped by Cavite-born Geronimo de los 
Reyes in a partnership with the Indone- 
sian-owned First Pacific Special Assets. It 
is geared to attracting small and medium- 
sized Japanese companies. : 

Manufacturers will not have to face - 
the problems suffered by EDs: they will 
be connected to the estate’s power and | 
water system. Gateway has also ad- 
vanced 220 million to the Philippine 
Long Distance Telephone Co. to install a 
microwave communication system. 

Cavite has no monopoly on Japanese 
investment, nor can it rest on its laurels, 
Civic leaders in Cebu have also attracted 
foreign capital by vigorously tackling in- 
frastructure problems and by offering as- | 
surances on industrial peace. Cavite and | - 
Cebu are providing a model that is im- 
pressing even the famously demanding 
Japanese investor. a Rigoberto Tiglao 














MAY 4997 










FAR EASTERN ECONOMIC REVIEW 













“Look after this 
planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh. 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they’re only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
< see the hammering the world is 
. taking from its huge and ever- 
growing human population. 









Every new case is added to the 
damage that has already been 
“done, so that we are constantly 
accelerating the process of 

destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 

support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

: The purpose of WWF - the 

< World Wide Fund for Nature - and 

all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 
WWF International, CH-1196 
Gland, Switzerland. 
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WWF 
World Wide Fund Fot Nature 










































This hammering is cumulative. 


TRADE 





By Adam Schwarz in Jakarta 


ndonesia will retain the services of a 

Swiss-based surveying firm to run the 

nation’s custom services while prepar- 
ing for the eventual return of duties into In- 
donesian hands. The decision deftly splits 
the difference between nationalists and 
private local businesses demanding im- 
mediate Indonesian control and local im- 
porters and foreign businesses eager to see 
the Swiss continue to handle the duties. 

Under slightly modified terms, In- 
donesia will extend the contract of Societe 
Generale de Surveillance (SGS) for at least 
the next 15 months and probably through 
1994. Precise details of scs’ future role are 
not available, but it appears that the return 
of import inspection responsibilities to the 
Indonesian Customs Service will be more 
gradual than many had expected. Since 
1985, sGs has inspected Indonesian import 
items worth more than US$5,000 at points 
of origin. 

Finance Minister Johannes Sumarlin has 
been under intense from well- 
connected local businesses to divide the 
government’s import inspection contract 
among several private subcontractors. 
Moreover, foreign involvement in import 
inspection has grated on nationalist sen- 
sitivities, leading some members of parlia- 
ment to lobby for the return of customs re- 





THAI! INDUSTRY 


A compromise has been reached be- 
tween Thai government planners and the 
Electricity Generating Authority of Thai- 
land (Egat) that will allow the state power 
monopoly to bring in limited private cap- 
ital without jeopardising its control of the 
industry. The agreement ends plans to 
allow full private ownership of power- 
generating capacity. 

Phaichitr Uathavikul, minister in the 
prime minister's office in charge of Egat, 
says the act granting Egat monopoly 
rights will be changed to allow it to set up 
subsidiary joint ventures with private in- 
vestors to build and operate power sta- 
tions. The act prevents Egat from having 
subsidiaries or joint ventures. 

In principle, Egat will control any new 
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Indonesia revises import-inspection contract 


Change of custom 


sponsibilities to Indonesian. hands. 

But many foreign businessmen and im- 
porters, pleased with scs’ performance to 
date, say that would be a step backward 
for Indonesia's economy. Handing over all 
customs responsibilities to Gs was the first 
major attack on corruption by Indonesian 
technocrats, who acted after repeated com- 
plaints from importers that the Customs 
Service was grossly inefficient. 

Almost 90%. of importers polled in 1989 
said that clearing imports was cheaper and 
quicker under sGs, whose original. three-: 
year contract was renewed in 1988. Further, 
in a 20 April statement. announcing the 
new customs arrangement, Sumarlin said: 
that from 1985-90 scs saved’ the govern- 
ment US$4.5 billion by re-assessing to true 
market value the imports brought in by oil 
explorers and other foreign investors. 

The existing import inspection contract 
is between the Finance Ministry and 
Sucofindo, an inspection company 95% 
owned by the government and 5% owned 
by scs. Since 1985, Sucofindo has assigned 
SGS to handle inspections abroad. This ar- 
rangement will continue until 1 August, 
after which the Finance Ministry will give 
the import inspections contract to à new 
company, PT Surveyor Indonesia (Si), 
which will be jointly owned by the Finance 
Ministry, Sucofindo and SGS. 

For one year SI will assign SGS to inspect 





Power sharing 


joint venture, either with at least a 51%. 
shareholding or: with a.49% stake along 
with. a. 2% holding by the Crown Prop- 
erty Bureau (CPs). In many industrial pro- 
jects in which both the state and private 
investors have equity holdings, the om- 
budsman-like CPB guarantees ultimate 
state control but also respect for the in- 
terests of private investors. . 

The move ends a- two-year battle to 
privatise Egat.. Before the 23 February 
coup, the National Energy Policy Com- 
mittee, which made. the new decision, 
and the National. Economic and Social 
Development Board wanted. private in- 
vestors to build and control power-gener- 
ation plants... They promoted. various 
joint-venture plans: that would have 








imports overseas, an arrangement that can 
be extended for two more years. Mean- 
while, scs is obliged to train st employees 
and to assist the Indonesian company in 
opening branches overseas. 

By 1994, st should be ready to handle 
inspections: of imports from Singapore, 
Hongkong and Taiwan, according to the 
government schedule. By the following 
year St is supposed to manage 85% of total 

“shipment inspections of imports, with 
the remainder still under scs auspices. The 
ultimate goal is to return all customs re- 
0 yilities to Indonesian entities. 

- Business sources, though, say the gov- 
emment’s schedule appears ambitious. 
One businessman believes that si would 
need at least 12 overseas offices and hun- 
dreds of inspectors to handle 85% of import 
inspections, adding that it is likely st would 
continue using private companies to help 
with inspections into the late 1990s. 

A key aspect of the new arrangement is 
that customs responsibilities gradually will 
be handed over to a new company and not 
to the former Customs Service. Sources say 
Sumarlin chose this route to ensure a prom- 
inent role for the Finance Ministry in over- 
seeing the transition of inspection duties 
back into Indonesian control. 

Sumarlin also explicitly stated that pay- 
ment of duties will continue to be process- 
ed through banks, rather than paid di- 
rectly to the Customs Service, which was 
the case before 1985. Sumarlin said this was 
to ensure that the new system does not dis- 
rupt the “existing smooth flow of goods.” 
Under the new system, however, the Cus- 
toms Service does re-assume some duties, 
among them giving final approval for in- 
spection certificates and the power to re-as- 
sess duties calculated by scs. a 








anded power plants over to the state 
fter the first 20 years of operation in pri- 
ate hands. 

With its strong political and union 
sase, Egat fought these plans, ironically 
ising in its defence the legal clauses that 
re to be changed. But knowing that 
tome form of private funding was inevit- 
ible, the agency eventually pushed for 
he new investment plan. 

Phaichitr, as head of the energy com- 
nitee, is believed to have agreed to the 
slan after a meeting with Egat governor 
*aopat Javanalikikom and Kasame 
chatikavanich, a former Egat governor, 
who still wields much power. 

For the immediate future, Egat will 
ontinue investing through newly estab- 
ished subsidiaries to up with its 
saht 100 million (US$3.9 million) annual 
evelopment plan. The agency hopes it 
mill be able to sell minority shareholdings 
® private investors or on the Thai equity 
market. m Paul Handley 
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INVISIBLE HAND 


Don't bank on it 


Take a walk through the marbled corridors of the Asian Development Bank’s tne 
new US$165 million headquarters in Manila and you will know why multilateral i 
stitutions should not be in the business of advising the private sector on how 
about its business. Although the building is a magnificent structure, the fact that its. 
hallways are bigger than the offices abutting them belies a critical absence of com: 
mercial instinct. — 
Yet the ADB, mainly at Washington's urging, is supposed to focus its efforts on 
helping Asia's private sector. The rationale is threefold: ne 
> Free enterprise has proved a success in East Asia, and the region's most pro- : 
minent government-backed lender should encourage this trend. a 
> The ADB can use its stellar triple-A rating to mobilise capital on behalf of compe: 
tent private businessmen in countries not rated highly by the international financial o 
community or who must pay unaffordable domestic interest rates. me 
> Many of the ADB's traditional East Asian government borrowers are too rich w - 





need its money. The logic is that the only way for the ADB to remain relevantin 


South Korea, Singapore and perhaps Malaysia and Thailand is to cater to the needs 
of private businesses involved in capralntercive projects such as highways or tele- = 
communications systems. a 
The aps, however, does not have much to crow about. In 1990, the fourth year 
of the bank's direct private loan and investment programme, its commitments in 
this area dropped to US$115.8 million. This was far short of the US$375 million ceil- 
ing on private-sector activities set by the bank's board. In multilateral banking, _ 
where the meeting of ceilings is the key to getting more money from donors, this _ 


ADB president Kimimasa Tarumizu says the decrease in the bank's priv: 

ing and investment “is attributable t 
: the deferment in the processing í 
several large projects... asaresultof _ 
the unpreparedness of project spon- 
sors and. the prevailing economic _ 





Equity investment 
Equity underwriting 





ber countries.” This explanation by _ 
the former Japanese ministry of f- 
nance stalwart sums up why the ADB 
will have difficulty pinning its future 
on the private sector. Re 
It is true that deal making around the region slowed last year because of uncer: 
tainties brought about by the crisis in the Gulf and recession. But questions loom _ 





about why the ADB, which has 30 or so officers employed to shovel cash to private 


borrowers, could not have spurred the projects anyway. After all, the ADB money — 
being offered — at a little more than 6% — is considerably cheaper tan that avai 
able from private banks. 

The answer to this question probably lies with the attitudes of ADB officers, 


most of whom have little private-sector experience and are more comfortable _ 
g academic theories than cutting comers to get jobs done. If an architect _ 


proposed a structure in which the hallways took up more space than lettable offices _ 
to a half-savvy Asian developer, he would be shown the door. ADB directors simply a 
nodded their heads in the case of the headquarters building. a 
Last year, the ADB's board raised the ceiling on private-sector loans and invest- 
ments to US$1 billion by 1994, an amount equal to roughly 25% of the year's total . 
lending programme. Coming even close to this level of lending and investment will 
be impossible unless several measures are taken. K 
The ADb’s private-sector department, now under its third head in four years: __ 
Cushman May, an American banker — should have almost complete bureaucratic 
autonomy. The department should be allowed to avoid the endless paperwork that 
accompanies most government-guaranteed loans. And the head of the department 
should be allowed to hire and fire employees without deference to national job. 
quotas, a prominent feature of ADB staffing patterns. a Jonathan Friedland — 
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| Japan’s jumbo economy is to con- 
| tinue a slow descent towards a 
the passengers are beginning to fear the re- 
| sult could be a stall. 

Both the pilot, Bank of Japan (BOJ) gov- 
ernor Yasushi Mieno, and first officer, Fi- 
nance Minister Ryutaro Hashimoto, remain 
more worried about the possibility of being 
blown off course by resurgent asset infla- 
tion. This is despite the fact that just about 
every indicator is showing a clear decelera- 
| tion in the economy. 
| Although land and real-estate prices (as 
well as rents) have not suffered anything 
| like the crash seen in stock prices last year, 
| asset inflation appears to have been tamed. 
| So, too, does consumer-price inflation, now 
| around 3.5%, with wholesale prices rising 





Higher Japanese inflation ahead 











at roughly a 1% annual rate. Both figures 
are way below current Japanese interest 
rates. 

| Meanwhile, annual growth of the 
| broadly defined money supply (M2 plus 
certificates of deposit) has collapsed to 
| around 5.5% from more than 13% a year 
ago. The BOJ nevertheless has held back 
from easing the official discount rate from 
its current level of 6% or cutting the main 
officially targeted market interest rate from 
just above 8%. 

| Pressed, the central-bank flight crew 
| point to their Marshallian-K meter, which 
measures the amount of money in circula- 
tion divided by GNP (the inverse of velocity 
of money). This shows, they claim, that the 
Marshallian-K is rising and that the velocity 
of money is still declining, indicating a con- 
tinued surplus of liquidity. 

Only when velocity starts rising will 
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soft landing, even though some of 





ECONOMIC MONITOR 


| ee ee 


-Rate of dissent 


he order on the flight deck of 


they ease downward pressure on the ec 
nomy. Outside analysts suggest, howeve: 
that the BOJ is preoccupied with last year 
readings, and that velocity has indee 
begun to increase in recent months. 

Looking beyond arcane difference 
about monetary trends, developments i 
Japan's “real” economy also suggest: tha 
economic activity is fast decelerating 
Growth in industrial production ha 
slowed to an annualised rate of around 4% 
roughly half the level of last Octobe: 
Domestic machinery orders are also sharp 
down. 

The Boy's quarterly economic report, o 
tankan, showing trends in sales, profits anc 
investment for the first three months. o 
1991, underlined. the weakness in the eco 
nomy and heralded more to come. 

Capital investment in the quarte 
slowed to a level which, according to somi 
economists, suggests growth of only abou 
4.5% for the fiscal year ending 31 Mard 
1992, down from nearly three times tha 
rate the previous year. Retail sales and gen 
eral household spending also weakenec 
markedly, while housing starts fell sharply 
Rises in commercial rents were the onl 
bullish indicator for the property market. 

To justify their tight monetary. policy 
BOJ officials point to the extreme overheat 
ing in Japan’s labour market last year, espe 
cially in the service sector. But here, too, the 
pressures appear to be subsiding. 

Despite the official stringency, the. con 
sensus among foreign analysts (Japanese 
economists are always wary about predic 
tions) is that the economy probably wil 
begin to recover towards the end of thi: 
year after further weakening during the 
summer. Analysts remain worried, how: 
ever, by the risks of overkill in the au 
thorities’ campaign against asset inflation. 

Recent weakness in the yen against the 
US dollar has admittedly not smoothed the 
path for an official easing of interest rates 
Japan's trade surplus has been rising fo 
several months, and is expected to continu 
doing so for most of this year. An ever 
weaker yen, brought on by lower interes 
rates, might aggravate trade frictions. 

Perhaps the greatest danger is of the 
kind of credit crunch being felt in the US 
and Britain. Levels of bank lending responc 
more to banks’ balance-sheet constraint: 
nowadays than they do to official interest 
rate policy. There are signs that the liquidity 


Japanese firms have become used to is fad 


ing: Capt. Mieno and his crew need tc 
watch their stall indicator closely. 
__@ Anthony Rowley 
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BRIEFING 


India further tightens 

controls on imports 

» The Reserve Bank of India (RBI) further 
tightened import controls on 23 April, 
lifting from 133% to 200% the cash margin 
payable before foreign exchange is 
provided for goods on the open general 
list. The 133% margin and other controls 
were imposed on 19 March and have 
already severely depressed imports. 
Singapore, for example, is reporting an 
almost complete stop to shipments of palm 
oil, timber and other items to India. The RBI 
also tightened the issue of replenishment 
licences (exporters’ foreign-exchange 
entitlements) to encourage faster 
repatriation of export proceeds. The 
payments crisis is hitting many Indian 
enterprises. Air India has been ordered by 
the government to postpone the final 
contract for four Boeing 747-400 aircraft 
until 30 June, and may slip back in the 
delivery queue as a result. 


Indonesian firm signs deal 

to mine Vietnamese coal 

> PT Vietmindo Energitama of Indonesia 
on.19 April signed a 30-year business- 
cooperation agreement to mine about 
500,000 tonnes of anthracite annually in 
Vietnam’s northeastern province of Quang 
Ninh, company officials said. The 
Indonesian firm plans to invest US$27 
million over the next five years. It will keep 
90% of the coal output, most of it for 
export, while the Vietnamese partner, 
Uong Bi Coal Co., will keep 10%. The 
contract is now awaiting final approval by 
Vietnam's state committee for cooperation 
and investment. 


Burma expands lottery 

to increase revenue 

> The Burmese Government enlarged its 
monthly state lottery to raise more 
revenue, lifting the first prize to Kyats 1 
million (US$167,000) from Kyats 300,000 
and doubling the ticket price to Kyats 10. 
Forty per cent of ticket income from the 
lottery — set up in 1938 — goes into state 
coffers. Government officials said the 
revenue would pay for 20 new bridges and 
finance the salaries of 30,000 teachers and 
10,000 local medical officers. 


Hongkong to prevent 
trademark tax dodges 

>» Hongkong’s financial secretary, Sir Piers 
lacobs, said on 19 April the government 
ntended to plug a tax loophole that 
anables companies to create tax losses by 
ntra-group transfers of trademarks. Jacobs 
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said the measures would be effective from 
the date of his speech, but would not be 
retrospective. Rupert Murdoch’s South 
China Morning Post publishing company 
had used the dodge to avoid taxes 
(REVIEW, 21 June ’90). Future deductions 
will be limited to purchases of patent rights 
and industrial information or technology 
likely to help manufacturers to process 
materials. Deductions will be denied in 
respect of transactions between associated 
parties. 


Allied Kajima to buy 
Philippine Plaza Hotel 

> Japanese-owned Allied Kajima, a 
Hongkong property developer, has agreed 
to buy Manila’s Philippine Plaza Hotel for 
P1.5 billion (US$53.6 million), its owner, a 
state agency, said on 23 April. Feliciano 
Belmonte, general manager of the 
Government Service Insurance System 
(Gsis), said Allied Kajima would pay 2500 
million up front and the balance over five 
years at an interest rate of 20% a year. 
The Gsis is also preparing to privatise 
Philippine Airlines (PAL) and the Manila 
Hotel. Belmonte said the US’ Northwest 
Airlines has expressed interest in PAL. 


__ Business indicators 
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Court decision boosts 
Ambani’s L&T hopes : 
> A decision by India’s Supreme Court 
16 April is likely to help Reliance Industrie: 
chief Dhirubhai Ambani regain the 
chairmanship of Bombay-based. Larsen. 
and Toubro (L&T). The court upheld th 
validity of a Rs 8.2 billion (US$408 million’ 
convertible-debenture issue made by L&T i 
October 1989. Reliance had earlier taken’ 





of the debentures would raise Reliance’s 
L&T stake from 24% to 31% and cut the 
institutions’ equity from 37% to about 34% 
The L&T chairmanship has been vacant ~ 
since a financial-institution nominee —. 
stepped down on 19 February at New 
Delhi's request. The board will probably 
next convene soon after India’s late May- 
general elections. 


Daewoo’s Burma venture 
starts production 

> Daewoo Electronics of South Korea 
announced it has started production at-a 
joint venture with Burma’s Myanmar 
Heavy Industries. Its total investment in. 
the factory is US$10 million. The venture 
will produce colour and black-and-white 


systems, for sale under the Daewoo name 


' in Burma and third countries. oes 


Jakarta agency stiffens 
share-issue rules 

> Jakarta Stock Exchange watchdog 
agency Bapepam on 20 April announced 
stiffer rules on share registration and 
new-issue prospectuses. Underwriters, 
accountants and legal advisers to issuers 
will be required to shoulder more 
responsibility for the accuracy of published 
information, while issuers must disclose 
more corporate and financial details. The 
agency also listed provisions for 
suspending shares of companies violating. 
the rules. 


Taiwan sets terms 

for privatisation 

> Taiwan's Commission on National 
Corporations has set out the terms for the 
privatisation of China Petrochemical i 
Development Corp. (CPDC) next month. 
About 20% of cppc’s stock will be floated 
at NT$10 (36.7 US cents) a share, with a. : 
limit of 3,000 shares‘per investor. CPDC will... 
be the first large government enterprise to 
be privatised. Four other state-run 
corporations are also being prepared for 
public auction. 
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Previous 3 months 


Last sale to 22 Apr. Latest 
Gold. London (2) 357.45 
0 Copper New York (3) 
oo Current salve (May) 410.85 
“duly delivery / 409.00 

Aluminium: London (7) 

“Gurvent delivery {Apr} 1,420.00 
Tin : Kuala Lumpur {1) 14.90 
`o Cotton New York (3) 

Currant delivery (May) 86.75 
“duly delivery 87.01 
‘Rubber Kuala Lumpur (8) 

Current delivery (May) 226.50 
2 duly delivery: o 227.50 
ute © Dhaka (11) 410.00 
Bat Oil : Kuala Lumpur {4) 
«Current delivery (May) 768.00 

duly delivery 758.00 

2) Sugar New York (3) 
< “Current delivery (May) 7.90 

duly delivery 7.84 

Pepper Singapore (9) 

Sarawak Asta blk 100% 247.50 
so Wheat Chicago (5) 
“Current delivery (May) 


Ao aduy delivery 
o Maie 
Current delivery (May) 
duly delivery : shee 
Rice ~ Bangkok (7) 
5 white fob i 
-Soyabeans: 


Chicago (6) 


Chicago 6) ; 


n Current delivery (May) 590.20 
f by delivery - : 603.60 
Cotos Pai New York {7} 
Gueent delivery (May) - > 4,048.00 
July delivery o o 1,074.00 
í a New York (3) 
Current delivery (May) 88.70 
: July delivery : 91.15 


479 
19.85 


Tokyo (10) 
London {10} 





AMEk (2 


~ (8) USe 256 lb bushel (7) US$ a tonne: (8) PSS1, Me akg (8) S$.a 100 kg (10) USS a barrel 
Source: Telerate, International Jute Organisation 


(11) BIND, Chittagong Mongia, USS atonne 
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Year USS1 Spot Previous 3 months Year 
ago ago 22 Apr. Worth ratet week} agot agot 
378.25 376.415 Australia dollar y 3001 4.2842 42806. 4.9089 

Bangladesh* taka 35.95 36.85 36.00 33.90 
109.25 112.55 Britain pound 0.5896 05577 0516 0.6129 
Brunei dollar 1.7787 1:754 4.7385 1.874 
Burma* kyat 6.25 6.28 6.00 6.65 
1,515.00 1,515.00 Canada dollar 1.1587 1:148 4,1593 1:1617 
1509 «47.31 France franc 5.9310 5.6365 5.0575 5717 
Germany mark 1.7600 1.6705 1492 1.704 
352 7401 Hongkong dollar 7.7935 ; 77% 7.7925 
i i India rupee 20.1126 48.3419 f 
Indonesia rupiah 1,937.60 7,909.00. ° 
Japan yen 139.25 432.10. 
237.00 230.00 Macau* pataca 8.05 8.05. 
Malaysia dollar 2.7595 2.719 
410.00 410.00 Nepal* rupee 38,00 i 
New Zealand dollar 1.7100 
891.00 667.00 Pakistan rupee 23.1268 23.1268 
Papua N.G. kina 0.9559 0.9469 
Philippines peso 28,035 
8.99 15.28 Singapore dollar 17787 
South Korea won 725.50 ó : 
Sri Lanka rupee 40.51 “39938 : 
300.00 337.50 Switzerland franc 1:4690 oS 1498 
i Taiwan NT dollar 27.44 2725 BRB BAB 
253.40 370.60 Thailand baht 25675 BRAG o Bb. 
Communist countries: China US$=Amb 5.2626 HKG=Amib 0.66995 ; 
Soviet Union US$=Rouble 0.5835 Laos USS=Kip 700.00. = 
240.20 27720 Vietnam US$=Dong 7,900.00 Cambodia US$=Riet 600.00. -~ 
Other: SDR1=-US$1.93537 ECU<US$ 1707 SS-MS1, S817 
29500 30000 *Official rate. tMiddie rate Source: Telerate for spot rates, Dao Heng Bank Lid fot official rates ay 
57220 604.60 Currency deposit and bond yields 
Eurocurrency and Asian een deposit rates (%}¢ 
í 3 12 10 year govt 
149400. 1,315.00 22 Apr. month months so months bonds yield 
uss 60625 6435 eas BBS 
87.75 95,61 Sterling 14.75 11,78 14.50 AB 
Yen 8.125 796875 -= 7.84375 76875 
Swiss Fr. 8.4375 8.375 825 FARIS B 
20.55 na. Dm 8.875 9.0625 EF 
21.40 16.50 AS 40.4975 1075 
cs 9.375 137 
ECU 9.125 9.125. 91875 






fOltered fate Source: Telerate, Salomon Brothers 





Australia China Hongkong india indonesia Japan 
- Economic Growth % (real) (1) f : 
4990 : D5 5 23 4{4) 6 86 
BADEA 2 6 3-4 3.5-4(4} 5 38 
Intemational Reserves (5) l : 
Latest : US$16.15b (Jari) US$29.59b (Dec) na. US$2.73b Jan} US$7.33b (Jan) US$79.08b (Jan) 
+> Year earlier ` uS$13.55b US$17:96b na. US$3.62b US$5.16b US$81.77b. 
Trade Balance (total merchandise) : : f 
Latest 3 months +U$$0,39b (Dec-Feb} +US$3.43b (Dec-Feb)  -US$0.52b (Dec-Feb)  -US$2.34b (Nov-dan} +US$1.30b(8) (Nov-Jan)-. +US$8.65b {Nov-dany:: 
Previous 3 months +US$0,09b +US$2,93b +US$0.27b -~US$1.726 +US$1.10b ~ -4US$13.63b 
“os Near earlier YS$0.31b +US$0.01b +US$0.36b -US$1.26b +US$1.68b +US$10.07b 
Exports (7) cies 
Latest 3 months US$9.99b US$17,06b US$20,64b US$4.64b US$7.88b(8} US$75.76b 
% change previous 3months 4,0 +16 412.4 +78 +74 +f:2 
`Y- change year earlier +9,2 +32.4 +22.2 +10.5 +33.2 +164 
i Imports (7) : 
/oLatest 3 months US$9.60b US$13.63b US$21.16b US$6.99b US$6.59b(8) US$67.12b 
“1% change previous 3 months 41 -46 -89 +15.9 +5,1 +96 
% change year earlier Hg = 6 +27.9 427.9 +55.2 -AREE 
Consumer Prices ; : 
Base Jul 80-Jun 84-106 Jan.1990=100 Oct 84-Sept 85=100(2) 1982=100 Apr 88-Mar 89= 106. 49852100. 
Latest 3 months index average 214.5-(Oct-Dec} -102.2(11) Wan) 150.4 (Dec-Feb) 199.7 (Nov-dan} 117.7 (Dec-Feb) 109.0 (Nov-Jan}. 
Sa change previous 3 months- 42.0 nha. 42.7 +4.0 +82 ao 
% change year earlier #68 ; 2 +11.3 +44 A 6 a. oe: 
Money Supply (3) 
Latest asaos Faj ~ Rmbt,361.28b Wul-Sept) HK$554.10b (Feb) Rs 2: st) (Feb) Fs 83: 26t (Deg 
2019 change previous month a a740) +0. 41.8 $ 
225M change: year earlier; ; 3 9: ; +29. 9 +17.5 Ne 5 i 8 
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22 Apr. lending 1 month} 3 monthst 6 monthst 
5 88 9 56 10 Australia 1500 1132813 11.105 1101563 
le oe 8g 7 658 Ee 
Ee Britain 00 LS 14.8875 
US$27.90b (Nov) US$14.48b Wan) US$72.44b (Dec) US$13.99b (Jan) ere 
US$19.75b US$13.92b : US$73.226 {J$$10.27b Hongkong 9.50 6.1875. 
-US$2.43b (Dee-Feb)  -US$4.59b (Jan-Mar) +US$1.630 (Jan-Mar) -US§2.76b (Oct-Dec) indonesia. 28.00: -= 24:00 
-US$1.85b US$1.71b +US$3.19 -US$2.25b lesan 56 
-US$1.B9b -US$1.94b +US$1.816 -US$1.76b oes 
17875 8.25 
US$14.60b US$15.25b US$16.826 US$6.44b 
3.0 “16,7 53 +44 Malaysia 7.25 6.95 
+25.4 +97 +10.3 +24.7 
New Zealand 
US$17.03b US$19.84b USS15.19b US$9,20b : 
407 9g 142 493 Philippines 
+25.8 ee Agee a +13.6 +329 Singape 269 
Sept 87-Aug 88=100 ° 1985=100 1986-100 1986=100 South Korea {+18.30 
108.8 (Deo-Fab} 138.5 Jan-Mar) 112.6 (Jan-Mar) 122.4 {Oct-Dec} es nee 
+å BBE +03 +25 Taiwan 1000. 
43.7 eerie JAF) 447 ; +85 puia 
8$62.14b (Wan) ~ Won 70.48 (Feb) NT$6:42t (Feb). 1 1,480.36 (Nov) Poe ee i 
405° ABS 427 ET ed eS GATS. BAE OAS 
I a eee Te mast eote ee _ ‘Long term “Short term. t+Monetary Stabilisation Bond (1 year) 
l} including petroleum (9) M3 {10} change over past 3 months (11) One month Source: Official statistics ©. : tOilered rate Source: Teletate and Review Data en ESE 
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hroff tends to ignore unlisted pri- 
vate companies, because informa- 
tion is usually impossible to obtain 
and just as hard to confirm. How- 


“ever, an exception has to be made for 


Hongkong International Terminals (HIT), 
Hutchison Whampoa’s 60.5%-owned un- 
listed subsidiary in which the Land Fund 
(of Hongkong’s post-1997 government) just 
bought a 6% stake for HK$795 million 
(US$102 million). 

The deal is not only an act of casual con- 
tempt for the Sino-British Joint Declaration 
(Review, 25 Apr.), but also appears to put 


| the Land Fund’s HK$20 billion reserves up 
| for grabs. So, what are the rules for this 


| new unexpected game? On what kind of 
















terms is the Land Fund to be disbursing its 
favours among Hongkong’s business 


fraternity? Who pays who for what? 


On the face of it, the Land Fund picked 


“up a bargain from Li Ka-shing — not a man 


noted for his generosity to shareholders, as 
minorities in Cavendish International can 


vattest. 


“To establish the fair market value of this 


purchase, Shroff goes back to May 1989, 
-when two companies from Japan’s Mitsui 


group paid HK$795 million for a joint 6% 


holding in HIT — exactly the same price as 


the Land Fund just paid. But one can go 
back further: China Resources bought 10% 


-of HiT in March 1989 and paid the same 
price per share. And in December 1988, 





and this passes for ancient history in 


Hongkong) Hutchison offloaded 5% of HIT 


to Hongkong & Shanghai Banking Corp. 
— at exactly the same price per share as the 


Land Fund just paid. 


In short, if this is a normal commercial 


| transaction, HIT is worth no more in April 


1991 than it was in December 1988. During 


| this. time, the share price of Hutchison 
1: Whampoa 


has risen from around HK$8.50 
‘to its current level of HK$14.20, while HIT it- 
self has built and opened the mammoth 
Terminal 7 at Hongkong’s Kwai Chung 
port. It is not remotely plausible. 
Shareholders in Hutchison Whampoa 
should ask why Li is selling their assets to 
the Land Fund at such a knock-down price. 


| They should ask what he hopes to get from 
| the deal and what he feared might happen 


if he did not sell. 
Similarly, it would be interesting to 
know how Hit’s two rivals, Modern Termi- 


Į nals (mainly owned by the Swire and 


Wharf groups), and Asia Terminals (mainly 


| owned by Jardines) view this. transaction. 


What chance will they now have in bidding 


| for port contracts after 1997? 
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Hutchison is not without possible de- 
fences for the HIT share price offered to the 
Land Fund. First, the previous sales were 
all at a substantial premium. Second, HIT 
has already paid out its 1990 dividend, so 
the Land Fund’s price per share must be 
considered ex-dividend. Third, the profit 
boom for HIT is over for the time being, 
since interest payments on the first HK$8.4 
billion tranche of a HK$10.5 billion loan to 
build Terminal 7 begin to fall due this 
year. 

Finally, there is one other curiosity of 
the deal worthy of note: Shroff under- 
stands that the Land Fund was offered 
a seat on the HIT board, but declined. 
Ramifications from the HIT stake are 
expected to continue. 

a Michael Taylor 


The share price of San Miguel Corp. 
slumped after the Supreme Court on 16 
April restored voting rights to the 17% of 
San Mig shares held by former Marcos as- 
sociate Eduardo Cojuangco. This was taken 
as a sign of the stockmarket’s uncertainty 
about the future of the Philippines’ biggest 
company, but Shroff reckons that investors 
are mesmerised by the wrong tussle. 
What has transfixed investors is the pos- 


- Manila follows San Mig | 





San Miguel 
“B” shares. 





sibility that Cojuangco could use his sway 
over San Mig’s resources to further his po- 
litical ambitions. He has the largest single 
block of shares, and the court decision re- 
stores to him three seats on the brewery’s 
15-member board of directors. He has 
made little secret of his desire to be king or 
kingmaker in the presidential election due 
in May 1992 — and that will cost a lot of 
money. 

While Shroff believes that Cojuangco 
sees San Mig as a springboard to Malaca- 
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Docking the price 


nang Palace, it is less likely that the com- 
pany’s assets will be depleted to finance 
his ambitions. From a business perspec- 
tive, it would make more sense to pre- 
serve the value of his holding in the 
beer company. If the stockmarket disco- 
vered that Cojuangco was plundering the 
company for his own ends, his shares 
would be quickly worth a fraction of 
today’s value. 

The same is true from a_ political 
standpoint. Acting as a responsible share- 
holder in the country’s largest private em- 
ployer would stand Cojuangco in good 
stead in the eyes of the voters. 

Cojuangco’s first move, at San Mig’s an- 
nual general meeting on 19 April, was to 
object to a plan by the management to issue 
bonds convertible into common stock equi- 
valent to 7.5% of the firm’s. outstanding 
shares. His acolytes did not propose an al- 
ternative means of financing the firm’s P3 
billion (US$106.8 million) expansion plans. 
But the point was that he wanted the issue 
discussed first by a board containing him- 
self and two allies, which will not come into 
being until the beginning of May. 

No, the more pressing question is not 
Cojuangco’s plans for San Mig, but his 
bitter rivalry with the current chairman, 
Andres Soriano IM. The enmity originates 
in a promise Cojuangco made to Soriano’s 
father before he died in 1984, that Cojuang- 
co would look after the old man’s three 
sons. As Cojuangco’s aides tell it, their boss 
was a mite peeved when he discovered that 
the three Sorianos were working on a 
scheme to buy the 31.3% stake in San Mig 
held by Cojuangco’s own United Coconut 
Planters Bank with a loan collateralised by 
an SMC subsidiary. 

Understandable really, when it is re 
membered that the Sorianos control only 
2.9% of the equity. But not something tha 
would endear them to their supposed men 
tor. 

If Cojuangco were to settle this score by 
attempting to drive Soriano from the board 
the struggle would inevitably affect Sar 
Mig’s share price. The Sorianos have per 
suaded the investing public that they are t 
be entrusted: with running SMC, evel 
though there is a corps of professional man 
agers taking the day-to-day decisions. 

And if the share price were to collapse 
there are'several businessmen who wouk 
not be averse to a raid on the firm. Amon, 
them are John Gokongwei, who tried to di 
so in 1982, and Enrique Zobel, who sold hi 
17% stake to Cojuangco in 1983. 

-W Rigoberto Tiglai 
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Trade and Commodity Finance: 
We’re ready when you are. 





International trading would be a great 
deal less flexible if it could not rely on 
banks to meet the individual needs of 
buyers and suppliers: deferred payment 
in one case, cash in another, advance pay- 
ment in a third case. 

For an answer to your trade and com- 
modity financing questions you need to 
talk to a bank that specializes in creative 
new ideas. 


UBS is such a bank. We will seek a solu- 


UBS. The bank of experts. 





tion to your problems by applying our 
knowledge of sophisticated hedging pro- 
ducts, tailor-made pre-export financing, 


collateralized loans, financing under 
government risk guarantees and World 
Bank programs. That’s why you should talk 
to UBS, Switzerland’s leading financial 
institution and one of the few AAA-rated 
banks worldwide. 


Gy 


The Port of 
Hong Kong, 

a major trade link 
between Europe 
and the Far East. 


Union Bank 
of Switzerland 


UBS in Asia, Australia and India: Tokyo, Hong Kong, Singapore, Sydney, Taipei, Beijing, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 
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BOR SALE BY PRIVATE TREATY 
West Tower 

Waterside Office Park 


GOLD COAST AUSTRALIA 


<: West Tower Waterside Office Park, one of the finest 
‘commercial developments in Australia today, includes some of 
¿the finest government related tenancies, Telecom Australia, 
‘Australian Securities Commission and Qld Lands Department — 
hus assuring security of income. An outstanding opportunity. 


“FEATURES © Prime central location in the heart of the Gold 
Coast CBD, within Australia’s growth region * Unique waterfront 
setting with direct ocean access © Award winning architectural 
design * Six level tower. of advanced design, high-quality 
construction and finish, yielding appx’ 7,000 square metres of 
| lettable area ù Fully leased with security of long term leases 
«A total net income (AUD) $1,846,000. 


FOR FURTHER INFORMATION CONTACT: 
a GOLD COAST + AUSTRALIA 
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FAX: 61 75 31 2203 
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MALAYSIA: C M Boyd PH: {3} 241 3522 FAX: (3) 242 1649 
INDONESIA: S K Tan PM: (21) 58 3220 FAX: (21) 56 4616 
TOKYO: Mitsuru Saito PH: (3) 3578 9071 FAX: (3) 3578 9076 
TAIWAN: Mr Calvin Wang PH: (2) 503 6226 FAX: {2} 501 4753 


Dedicawa io Service 
{GOLD COAST + AUSTRALIA 
Brad Johnston 
-Jim Keys 
Up PH: 64.75 88 6088 
Jp FAX: 64 75 92 1632 
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cept an invitation contained in any advertisement 
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A sia, the world’s most 
dynamic market place, 
is home to more than half of 
mankind, Every day events occur 
here which not only shape the 
‘destinies of its more than 4 billion 
< people but affect the entire world 
-As well, 
< The Asia 1991 Yearbook does 
“more than just cover these events 
< — it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 





SOME OF THE FEATURES 
YOU'LL FIND... 


<. The Asia 1991 Yearbook covers the 


year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 

ranging from Afghanistan to 
"Vietnam, from the vastness of China 


Mail or fax to: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hong Kong. 
Tel: (852) 832 8338 Fax: (852) 572 2436. 


Please rush me copy/copies of the Asia 1991 Yearbook. 


and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 
Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It's a 
book for everyone who needs to 

know about Asia. Now in its 32nd 


thorough and comprehensive than 
ever. 


COUNTRY-BY-COUNTRY 
ANALYSIS... 


_ date reviews of its Politics and Social 
_ Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a _ 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 

and population trends to foreign 
investment and social and cultural 
developments. Each country chapter 
has a Databox full of essential vital 
statistics. 


HOWITISDONE... 

Published by the Far Eastern 
Economic Review, the Asia 1991 
Yearbook is the result of thousands 
of hours of work during the year. 
Every week, the Review’s corre- 
spondents file on-the-spot reports 
from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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year, the Asia 1991 Yearbook is more 


Each country is discussed with up-to-.. 
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-recently begun trials in several Asian 


: “marketing the contraceptive in 
| Europe this year, while US and 
-| Canadian rights have been bought 


2 | care company. 


| US$7 million to develop the Real- 
|. ity Female Condom and is now 


merican biologist Paul Ehrlich, in 
his 1968 book The Population Bomb, 
warned that uncontrolled popula- 
tion growth would cause chaos 


a : and famine on a global scale by the 1990s. 


That his worst fears have not been 


"| realised is partly due, perhaps, to Ehrlich 


having underestimated the human ability 
to endure squalid, subsistence living. But it 
is also true that disaster has been averted 
because governments took the threat seri- 
ously and adopted birth-control program- 
mes. By 1979, population growth had 
slowed dramatically. 

_ Despite this, the world population at 5.3 


| billion is more than double what it was in 


1950, and it could grow by another 2 billion 


| in the next 30 years. Most of this growth 


will be in the developing world, where the 
search for cheap, effective methods of birth 
trol remains an urgent prerequisite of 
attempts to raise living standards. 
Three areas of research and innovation 
are showing promise: a condom 
for females; a hormonal contracep- 
tive implant, a version of which has 


‘countries; and a new surgical 
technique developed in China called 
the “no-scalpel vasectomy.” 

The female condom was 
patented in 1988 by a Danish physi- 
cian, Lasse Hessel. British-based 
Chartex International will begin 


‘by Wisconsin Pharmacal, a health- 


Pharmacal is spending about 


submitting it to the US Food and 

Drug Administration (FDA) for approval. 
The US$2 Reality is a polyurethane bag 
with a flexible plastic ring at each end. A 
“small one holds the closed end in place 
after insertion, and the larger ring hangs 
outside the vagina, preventing the device 
from slipping inside. 

Although it sounds cumbersome, the 
female condom was acceptable to over 51% 
of women who tested it in an independent 
US study. In another test involving prosti- 
tutes in Thailand, the condom proved po- 
pular because it gave the women a means 
to avoid ADS and other sexually transmit- 
ted diseases without having to rely on men 
to use a male condom. 





But female condoms may be hard to 


| market in some parts of Asia. Dr Margaret 


58 


RESEARCH AND 


Defusing the birth bomb 





Kwan, executive director of the Hongkong 
Family Planning Association, says: “Chi- 
nese women don't like putting things in- 
side their vaginas.” 

The second device, the contraceptive 
implant, consists of a set of six slim silicone 
tubes filled with the hormone levonorge- 
strel. These are injected under the skin of a 
woman's upper arm and begin to release 
the hormone at a slow rate, preventing con- 
ception for up to five years. 

Known as Norplant, the implant is the 
result of a US$25 million, 25-year-long R&D 
effort by the New York-based Population 
Council, a non-profit organisation, which 
received additional funding from Canada’s 
International Development Research Cen- 
tre and several UN agencies. The implant is 
already being used by 250,000 women in 12 
countries, and has just been approved by 
the FDA for use in the US. 

A similar device, called Implanon, has 
also been developed recently by the Dutch 


INNOVATION 





A standard vasectomy is a simple proce- 
dure performed under local anaesthetic. 
The surgeon makes a 1-cm incision in the 
scrotum to gain access to the two sperm 
tubes. These are either cut and then tied 
up, or cauterised with an electric needle; 
then the wound is stitched up. 

Among the drawbacks of a standard 
vasectomy are that many men suffer 
psychological “scalpel-trauma” before and 
during the 30-minute operation. In addi- 
tion, blood that clots under the skin can be 
painful and secondary infections of the 
wound are common. 

In 1974, Dr Li Shungiang, director of the 
Chongqing Family Planning Scientific Re- 
search Institute in China’s Sichuan: pro- 
vince, developed two simple medical in- 
struments and a new method of perform- 
ing a vasectomy without making an inci- 
sion in the scrotum. The technique is fast 
(five minutes), eliminates scalpel-trauma, 
and significantly reduces the incidence of 
blood clots and infection. 

Li designed a pair of dissecting. 
forceps, which resemble curved 
fingernail scissors, and a ring damp. 
The surgeon locates a sperm tube by 
feel, pinches it in a fold of skin with 
the clamp and then simply pokes a 
small hole in the skin with the for- 
ceps. The sperm tube is pulled out 
through the hole and cut or 
cauterised as before. 

Two thousand. Chinese doctors 
have been trained in Li's: technique 
and 8 million Chinese men have un- 
dergone the no-scalpel vasectomy.. 
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`TExeludes Japan: Excludes Australia and New Zealand 
4 Married women of childbearing age 
Note: Extrapolated front 1983 estimates 


firm Organon. This comprises a single plas- 
tic rod, 4cm long and only 2-mm thick, 
containing 3-ketodesogestrel, a hormone 
patented by Organon which prevents ovu- 
lation. Implanon is being tested on female 
volunteers in China, Hongkong, Thailand 
and Indonesia. 

Meanwhile, sterilisation among males is 
slowly gaining ground as a method of pre- 
venting unwanted pregnancies. UN figures 
show that out of 255 million Asian con- 
traceptive users, 14% are males who choose 
vasectomy, an operation that disconnects 
the sperm tubes but allows a normal sexual 
function. In the future, this percentage 
could increase rapidly due to the fast-grow- 
ing popularity of a new Chinese technique 
— the “no-scalpel vasectomy.” 
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Source UN 


The technique gained international 
acceptance after a 1985 study tour to 
China, sponsored by the New York- 
based Association for Voluntary Sur- 
gical Contraception (Avsc), during 
which doctors from Egypt, Singapore, 
Thailand and the US saw Li's simple instru- 
ments and technique for the first time. 
Since then an AVSC training drive has re- 
sulted in surgeons from 13 countries, in- 
duding Thailand, Indonesia, Sri Lanka, 
Nepal, Pakistan and the Philippines, learn- 
ing the technique. In Thailand alone, 20C 
government surgeons have been trained, 
and 8,000 men have had the operation. 
With such advances and growing recog- 
nition by governments of the importance of 
birth control, the future for the human race 
looks a little less bleak. But Ehrlich’s 1968 
caveat remains true: “If humanity fails to 
act, nature may end the population ex- 
plosion for us — in very unpleasant ways.” 
E Gregor Hodgson 
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“INVESTING IN DUISBURG MEANS 
PROFIT ALL THE WAY.” 


Wys Friedel Neuber, Chairman of the Board of Westdeutsche Landesbank (WestLB) 


The new Duisburg is a highly attractive 
ssiness location. The level of investment 
wice the North Rhine-Westphalian aver- 
2, and the highest in this state of the 
ieral Republic of Germany. 
A clear sign of the prevailing mood, of a 
w pioneering spirit. And even more ob- 
susly a sign of Duisburg's growing appeal 
an international transport intersection. 
an important bridgehead for opening up 
wkets not far away in Eastern Europe 


And asa central location in a Europe engaged 
in a rapid process of unification. 

Investors in Duisburg stand to gain 
already today, because they benefit from the 
highest investment promotion levels in 
North Rhine-Westphalia. 

Additional assistance for commerce and 
industry comes from the “Gesellschaft für 
WirtschaftsfOrderung” - a company set up as 
a cooperational model between Duisburg's 
city authorities and its business community - 


the only ofits kind in West Germany. WestLB 
actively supports these activities with 
funding and with expert advice. As befits a 
competent partner for the city’s business, 
both old-established and new. 

For more information on what Duisburg 
can offer your company, please contact our 
Agency for Business Promotion: Gesellschaft 
für Wirtschaftsforderung, Königstraße 63-65, 
D-4100 Duisburg |, West Germany. 

Phone (-203) 2832992, Fax (-203) 339099 
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DUISBURG ON THE RHINE. 
IN THE HEART OF EUROPE. 
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Staying Westin. 
The personal touch of ihe Westin Chésun, 


a more intimate hotel 
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The Golden Gate Bridge, 


photographed by Michael Kenna. 


At Bank of America, we recognize 
that the whole is only as strong as the 
linkage among the parts. Which is why 


we believe so strongly in relationship 


banking: people who understand your 
business delivering the services you 


p 


needinan integrated manner. Resulting 


‘in greater financial strength. 
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Bank of America 











The art 





of being local p ~à 


A hundred years of expertise in Power Generation, 
Transmission and Distribution, Industrial Automation, Transpor- 
orld ide tation, and Environmental Systems makes ABB a world 
W W ° leader in electrical engineering. 

That leadership calls for global resource — and local knowl- 
edge. Our 215,000 employees serve customers and communities 
in 140 countries. 

If your interests are international, you'll find ABB companies, 
products and services wherever you do business. If your interests 
are local, you'll find us right there with you — as insiders. 


That’s the art of being local worldwide. 


ABB Asea Brown Boveri Ltd 
Reader Services Center 
PO. Box 822 


CH-8021 Zurich, Switzerland ASEA BROWN BOVERI 
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LETTERS 


Peace clause is Japanese 
The Gulf War bred a strange brood of prag- 
matic bloodthirstiness. Why do so many 
foreigners want to conscript the Japanese 
into the ranks of the world’s self-appointed 
policemen? 

In his letter [25 Apr.], G. Walker of 
Tokyo makes the facile claim that everyone 
under 50 is ignorant and anyone over is re- 
calcitrant on the subject of Japan's history. I 
don’t know how old Walker is, or who he’s 
really talking about, but he’s made a few 
mistakes himself. 

He pushes the hackneyed line that the 
anti-war clause Article 9 was “imposed on 
Japan from without,” that it’s a “millstone” 
and the cause of Japan’s “inertia” in the 
Gulf. 

However righteous and determined the 
US occupation was, constitutional reform 
was, as one of its participating lawyer, 
Charles Kades has said, an “eclectic” pro- 
cess and “a joint enterprise of the Govern- 
ment Section and the various Japanese 
groups.” 

Just as the occupation called on the Ja- 
panese to come up with a plan to restruc- 
ture the zaibatsu, they also called for ideas 
on constitutional reform. The “tentative” 
solution offered by the conservatives wasn’t 
much more than a facelift of the Meiji Con- 
stitution, and it wasn’t until that fact was 
widely recognised and criticised as such by 
the Japanese press that Gen. MacArthur 
pulled in scap’s Government Section to 
come up with a more realistic draft based 
on the principles laid down in the Potsdam 
Declaration. 

Kades claims that the origin of Article 9 
which renounced war cannot be clearly 
identified. It could even be that it was the 
emperor's idea, after all, in his surrender 
speech he called for a “new Japan” that was 
to be “thoroughly . . . Pacific.” 

It's worth quoting Kades a little more 
deeply: 

“It is sometimes forgotten that the Ja- 
panese, though homogeneous in their 
physical characteristics, have heterogene- 
ous ideas; and it was the Japanese intellec- 
tual successors to their democratically in- 
clined leaders of the 19th century who con- 
tributed many of the concepts which . . . 
became principles embodied in the new 
constitution . . . the constitution accurately 
caught the spirit and aspirations of the Ja- 
panese people.” 

Kades asserts that the Government Sec- 
tion used drafts from every part of the Ja- 
panese political spectrum including all poli- 
tical parties, private research bodies and 
individuals. What was constructed was 
“consistent with Japanese liberal traditions” 
as pioneered by the Reform Party estab- 
lished in 1881. 

Japan’s only post-war socialist premier, 


FAR EASTERN ECONOMIC REVIEW 





Katayama, said at the time the constitution: 
has “by no means been given or dictated 
from outside but is an expression of a 
strong current of thought which has been 
running in the hearts of the Japanese 
people.” 

The newly elected 1946 Diet put thirty- 
two amendments into it, some of which 
were more radical than the American draft. 
Peerages were abolished altogether; (the 
Americans had suggested life-peers). 

The socialists insisted that Article 1d 
fine “the people” as holding the sovereign 
power in Japan. The same process amend: 
ed both Article 9 itself and the preamble 
allow for the limited right of self-defence 
forces. nee 

Japan's constitution may be unique in. 
the world for its inclusion of guaranteed 
rights against discrimination through re- 
ligion, sex or status. oe 

The mischievous subversion of Article 9 
by regressive elements within Japan and. 
foolish “friends” outside should be seen as 
serving only two ends: the inflated pride of 
shallow politicians and bigger profits: for 
Japan’s ambitious military industrial com- 
plex. 
















TONY BARRELL: 


Respect before business 5 
It may be helpful to stop thinking of the 
Soviet-Japanese territorial dispute as a busi- 
ness transaction. Even if the Kuriles are for = 
sale, the Japanese are not about to buy. 
Artem Tarasov's January report of a start- 
ling US$200 billion secret deal for the is-: 
lands and Ichiro Ozawa’s reputed US$28 
billion offer [Cash for Kuriles, 11 Apr.} 
both seem far off the mark in the wake of 

the recent Tokyo summit meetings. . 

Prior to conducting business, a minie 
mum level of respect is needed in the re- | 
lationship betwen the two countries. The 
Soviets unilaterally abrogated the Soviet- 
Japanese neutrality pact in August 1945, 
and took the islands by force. The Japan- 
ese have never reconciled themselves to 
this. 4 
The islands were not, as Stalin assured 
Roosevelt at Yalta, territories that Japan. 
had “taken from my country.” They had, in. 
fact, clearly been Japanese since the 1855: 
Treaty of Shimoda, and arguably Japanese. 
before that, since this treaty is the earliest | 
diplomatic document related to the dispo” 
sition of the islands. 

In principle, the Japanese appear to 
have decided that they will not buy what. 
is rightfully theirs. Self-respect demands 
that they seek return of at least the islands: 
that were theirs by the mid~19th century. 
treaty. 

This is the basic requirement for respect 
to be returned to the relationship. The Ja- 
panese made their point at the summit: first - 
respect, then business. 
Brookline, Massachusetts 
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South Korea is 
= successfully 
exploiting 
superpower 
= detente and its 

= own economic 
= Strength to launch 
= a diplomatic 
: initiative which 
could end its 
neutered 
ternational status. The South is likely to 
become a member of the UN before the 
end of 1991, a move which may ironically 
help to lay the groundwork for eventual 
ification of the Korean peninsula. 
elations with the Soviets have 
_ progressed rapidly, and China also 
. - appears interested in normalising its ties 
-o with Seoul: In an interview with editor 
-Philip Bowring, Seoul bureau chief Shim 
- Jae Hoon and correspondent Mark 
Clifford, President Roh Tae Woo stresses 
that South Korea hopes for gradual, 

- rather than dramatic, change in North 
Korea. Washington bureau: chief Susumu 
Awanohara reports US support for South 
_ Korea’s Northern Diplomacy, but stresses 
American concern that the North may be 
developing nuclear weapons. From 
Peking, Tai Ming Cheung explains why 
- China-would prefer to avoid vetoing 
South Korea's UN application. The 
nuclear issue could cut both ways since 
‘North Korea is demanding removal of US 
tuclear weapons from the South 14 
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French Lesson 

French efforts to promote support for 
Vietnam at two recent international 
financial meetings indicate a split within 
the government over its Indochina policy, 
US officials believe. French officials tried 
to have Vietnam reintegrated into 
international financial institutions at the 
IMF meeting in Washington and the ADB 
meeting in Vancouver, but were opposed 
by the US and Japan. The fact that France 
was apparently pursuing a contradictory 
policy towards Vietnam — with Paris 
hosting conferences on Cambodia, which 
demand concessions from Hanoi, while 
pushing Hanoi's interests at the IMF — 
has led US analysts to suspect a split 
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Taiwan : Government 

President Lee relaxes Taiwan's policy on 
China by terminating the ‘period of 
communist rebellion’ 8 

Taiwan : Scandal 

A determined woman prosecutor, 
ignoring political pressures, is pressing 
on with investigations into a $ 

scandal which has already forced the 
resignation of a powerful government 
official 8 


Burma : Politics 

The military regime again tightened its 
grip by effectively dismantling the main 
opposition party and by ordering 

civil servants to answer a series of 
politically loaded questions 9 


Thailand : Asean 
Thailand's interim 
government, installed after 
the 23 February coup, 
mends fences with Asean 
neighbours 10 | 
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Malaysia : Canberra Ties 
Malaysia and Australia 

go out of their way to 
confirm that defence 
arrangements will not be 
affected by current tensions 6 
in the bilateral z 
relationship 10 
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between the French Foreign Ministry and 
the French presidency. Some analysts 
attribute Paris’ seemingly contradictory 
policy to the division stemming from a 
growing coolness within the Foreign 
Ministry to the terms of the Cambodian 
settlement, coupled with pressure on the 
presidency from domestic business 
interests to lift sanctions against Vietnam. 


Complex Problem 


Taiwanese plastics magnate Wang 
Yung-ching’s proposal to build a US$7 
billion petrochemical complex in Xiamen 
appears to have foundered after city and 
provincial authorities refused his demand 
that they put up two-thirds of the 
project's capital investment. China 
Petrochemical Corp. officials in Peking 
pointedly excluded the venture from their 
list of 14 approved ethylene plants to be 
constructed in 1991-95. Wang originally 
described the plan as the centrepiece of a 
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Hongkong s judiciary ‘lose jobs (15). 


Hongkong : Siskiery: nea 
The Hongkong Government has been 
forced to appeal a: a district court 
ruling that Pi but one of the territory's 
magistrates were improperly 

appointed 13 


Foreign Relations : JapenvAesen 
Japanese Prime Minister Kaifu’s Asean 
tour is intended to gauge reaction 
towards Tokyo's more activist foreign 
policy 19° 

Japan : Defence 

Despite objeaons from pacifist 
opposition parties, Tokyo decides to send 
minesweepers to the Gulf 13, 


Indonesia : Development ; : 
A major dam project in Central Java has 
focused attention on how the government- 
deals with its citizens while seeking to 
implement development policies 24 
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huge industrial park for Taiwanese- 
invested factories in the Xiamen Special 
Economic Zone. But the project has been 
dogged from the start by widespread 
suspicions that Wang's primary 
motivation was to pressure the Taiwan 
Government into approving his 
long-stalled efforts to build a new 
ethylene plant in northern Taiwan. 


Sign of Movement 

President Corazon Aquino’s 
administration has apparently accepted a 
US condition that the Philippines will 
only be added to the itinerary of 
Vice-President Dan Quayle’s Asian tour 
late this month if he is able to sign a new 
treaty governing the future of US military 
bases in the country. An advance team 
arrived in Manila on 1 May after the 
Philippine ‘Government was informed of 
the condition and told the US to go ahead 
with preparations anyway. 
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Zealand : Labour 
e stage is set for a drastic reform of 

_ century-old labour laws seen as the major 

obstacle to curing an ailing economy 22 


Sri Lanka : Elections 
Despite the raging insurgency in the 
-Tamil-dominated northeast, the 
‘Premadasa government is pushing ahead 
with local elections 28 
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Malaysia : Salvage 

A shipwreck off Port Kelang dating from 
World War N raises hopes of buried | i 
treasure 29 ; 


Thailand : Contraband 
< Illegal trafficking of protected flora ad 
fauna flourishes in the teeth of 
ee pressure 30 
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Thailand : industry 
_ The nation’s gem and jewellery industry is 
- booming, leaving it a prime candidate for 
<- US retaliation over alleged Thai violations 
of intellectual-property rights 38 


Taiwan : Economic Relations. 
7 joling local companies to 
eir investments in China with 
-the government while trumpeting 
-Singapore as a base for China-related 
business 38 

























Yasu’s Back 
Former Japanese 
prime minister 
Yasuhiro Nakasone, 
who was reinstated 
as a member of the 
ruling Liberal 
Democratic Party 
(LDP) in late April two 
years after resigning 
from the party during 
the Recruit financial 
scandal, is visiting China in what may be 
a bid to reassert his position among the 
party leadership. Nakasone’s return to 
active politics promises to further 
complicate internal LDP politics, 
particularly the leadership over his own 
former faction which has been headed by 
Michio Watanabe since 1990. Plans to 
reinstate Nakasone and send him to 
China were apparently a surprise both to 
Prime Minister Toshiki Kaifu and Toshio 


Nakasone. 








-A model dairy cooperative fails, with the 
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India’: Trade 
New Delhi's export boom to the Soviet 
Union is more the result of currency 
legerdemain than product 
competitiveness 40 

China : Finance 

Peking’s decision to syndicate rather than 
force-feed new government bonds to its 
citizens may be a prelude to bolder 
market-oriented reforms 42 


Japan : Retailing 


_ Once high-flying Marui department store 
-iş losing business to competition, but 
plans to target niche markets 44 


‘South Korea : industry 
The nation’s arms industry is suffering 
-from a slowdown in 


and US 
reluctance to transfer hi-tech weapons to 


“indigenous firms 45 


Arms of the octopus 46 
Philippines : Markets 


< Personalities and profit are hindering 


government efforts to force the country’s 
two bourses to merge, in turn delaying 
needed multilateral bank loans 50 


Asia : Trade 

Asian nations have led the way in trade 
liberalisation, according to Gatt director- 
general Arthur Dunkel 50 


Indonesia : Policies 


blame placed on a premier local 
agribusiness and a US dairy giant 53 


Yamaguchi, a senior Watanabe faction 
leader. Even Nakasone’s own political 
office in Gumma prefecture was not 
informed. 


Just a Thought 


A Hongkong member of China’s National 
People’s Congress has suggested the 
Chinese and British governments appoint 
a consultative committee of experts to 
decide on an overall plan and timetable 
for the colony's proposed airport and port 
project. The committee would be 
responsible for deciding which portions of 
the project should be completed before 
and after 1997, and would not conflict 
with the Hongkong Government- 
appointed Airport Authority responsible 
for implementing construction. The 
suggestion, which follows other similar 
offerings from pro-Peking affiliated 
individuals, is seen as part of China's 
strategy to wield influence in the colony's 
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decision-making process ahead of the 
1997 handover. 


Fear of Christ 

Two leaders of Protestant churches in Ho 
Chi Minh City were arrested in late 
February on charges of “using religion to 
cause political unrest.” Foreign Christians 
have the names of 16 Protestant leaders 
currently being detained in Vietnam, 
including 11 minority Montagnards who 
have been sentenced to three years hard 
labour. Vietnam’s communist authorities 
have long feared that minority Christians 
support the remnants of an anti- 
government insurgent movement 
operating in the Central Highlands. The 
two recently arrested Vietnamese pastors, 
Dinh Thien Thu and. Tran Dinh Ai, both 
had extensive contacts with foreign 
Christian groups, and Thu had begun a 
social work programme without 
government approval. 













war between Taiwan and main- 
land China ended officially on 1 
May — at least as far as Taiwan 
‘concerned — when President Lee Teng- 
tui signed a decree terminating the “period 
_ of communist rebellion” on the mainland. 
“The presidential decision eases legal and 
ideological constraints on official policy to- 
ward mainland China and should enable 
Taiwan to adopt a more pragmatic ap- 
proach. But Lee emphasised that any con- 
crete change in relations across the Taiwan 
Strait will depend on Peking’s response to 
his initiatives. 

- -= Businessmen and opposition politicians 
__ expect that the official end of the civil war 
will bring a dramatic shift in relations. “This 
is a big change,” said opposition lawmaker 
_ Lin Cheng-chieh. “The new atmosphere 
will speed up the pace of interaction and 
raise people's expectations for closer rela- 
tions. With the end of this law, the govern- 
ment can’t interfere with people-to-people 
_ Telations with the mainland.” 

_ Lifting the period of rebellion also in- 
_cuded abolishing the “temporary provi- 
sions” under which Taiwan has been ruled 
since the 1940s and which have blocked the 





















TAIWAN 


President declares end of ‘communist rebellion’ 


Bridge to the mainland 


full exercise of constitutional government 
on the island. With the anti-communist 
provisions removed and the constitution 
amended by the National Assembly in 
April, Lee has completed the first phase 
of a domestic political reform programme 
which was outlined in his inaugural speech 
one year ago. 

Lee told a press conference on 30 April 
that his decision showed Taiwan was sin- 
cere in wanting to ease tensions with 
mainland China. He added, however, that 
Taiwan would not relax its military vigi- 
lance until there were “clear and responsi- 
ble reactions” from Peking. 

Lee said Taiwan should be patient and 
could wait 10 or 20 years for a positive re- 
sponse to its proposal for unification on the 
basis of liberal democratic policies. “But if 
they [Peking] insist on ‘one country, two 
systems’ and the ‘four cardinal principles,’ 
and do not respond positively, there will be 
no room left in the world for the Repub- 
lic of China,” Lee said, referring to the 
Chinese Communist Party’s policies for the 
reunification of Taiwan based on socialist 
principles. 

As chairman of the ruling Kuomin- 
tang (KMT) or Nationalist Party, Lee also 
acknowledged officially for the first time the 
existence of the communist government in 








Peking 43 years after the KMT was drive: 
into retreat on Taiwan. “We must face th 
fact that the mainland area is now control 
led by the Chinese communist regime,” h 
said. 

Lee explained that this. acceptance doe 
not mean. Taiwan has abandoned its com 
mitment tò democracy. or to `a one-Chin, 
policy. But-it should mean that relation 
across the Taiwan Strait could now develo 
on a basis of mutual trust. 

Commenting on the situation in Hong, 
kong, Lee said he disliked talk that the 
territory faces a “doomsday” in 1997. “The 
problem of a post-1997 doomsday is com 
pletely a question of how to settle politica 
matters. We are very much worried -abou' 
that.” Lee added that Taiwan had its owr 
way of doing things, implying that any fu 
ture unification with China would be or 
different terms from Hongkong’s. 


ee’s announcement coincided with 
the first visit to Peking of a dele- 
gation from the Straits Exchange 
Foundation, a mediation group re- 
cently established by Taipei to deal with 
bilateral issues on a semi-official basis. Lee 
described the group’s week-long visit as a 
courtesy call and emphasised that the foun- 
dation was not authorised to discuss any 
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| No, minister 


In a Buddhist temple a former powerful 
government minister ensnared in a stock 
scandal is meditating the turn of events 
which led to his downfall at the hands of 
a determined lady prosecutor investigat- 
ing the affair and the attendant publicity. 

The Hualon stock scandal forced the 
resignation of Minister of Communica- 
tions Clement Chang and shattered rela- 
tions between two of Taiwan's most in- 
fluential families. Although investigators 
have yet to come to a conclusion about 
any legal wrongdoing, the public is rally- 
ing behind Taipei prosecutor Hsu Ah- 
kuei, who has vowed to pursue the case 
according to the law — despite coming 
under political pressure to back off from 
calling important witnesses, including 











Chang’s wife. Chang was subpoenaed by 
the prosecutor's office in late April, the 
first such summons of a cabinet member 
since the 1950s. 

The case has opened a window on 
what political observers claim is one of 
many examples of influence peddling and 
the unethical transfer of business interests 
by Taiwan corporations to senior govern- 
ment officials. 

In his ministerial role, Chang was re- 
sponsible for tens of billions of dollars in 
public construction projects. He was ap- 
pointed to the cabinet in 1989 by President 
Lee Teng-hui and previously served on 
the Taipei City Council for 20 years, dur- 
ing which time he was also president of 
the family owned Tamkang University, a 


private college near the capital city. 

Chang first offered to resign in March 
when it was revealed that his daughter, 
Chang Chia-yi, and an associate professor 
at Tamkang University had been sold 
5 million shares in the privately held 
Kuohua Life Insurance Co. for NT$600 
million (US$22 million) or NT$120 per 
share. This was well below market price 
and offered the potential of enormous 
profits for Chia-yi and the professor if the 
stocks were resold. 

The stocks were sold by Hualon-Teij- 
ron Corp., a major textile fibre manufac- 
turer. Chang’s wife, Carrie, is a member 
of its board of supervisors which ap- 
proved the sale. Hualon had hoped to list 
Kuohua on the Taiwan Stock Exchange 
later this year. Chang: has told the press 
that until a lawsuit contesting the sale was 
publicised in March, his family knew no- 
thing of the. stock transfer which’ took 
place in December 1990, Chia-yi has twice 
refused a subpoena to return from the US 
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with all the economic appeal of the slogan 
“turning battlefields into market places,” 
was broadly at odds with the rest of Asean. 
Even the Thai Foreign Ministry found it 
hard to square some of Chatichai’s policies 
— specifically, overtures to the govern- 
ments in Hanoi and Phnom Penh — with 
the Asean consensus on finding a solution 
to the Cambodian problem before nor- 
malising economic ties with Indochina. 

Analysts point out that Bangkok's main- 
land thrust is a logical step for the pragma- 
tically minded Thais. Strong ties with main- 
land neighbours ensure the security of its 
borders and allow access to valuable pri- 
mary resources and a larger consumer mar- 
ket. Given these attractions, Thailand’s 
adherence to the Asean position on In- 
dochina — calling for a comprehensive 
solution to the Cambodia conflict — was 
weakened by the withdrawal of Vietnam's 
troops from Cambodia in September 1989. 

Thai policy itself has not changed. All 
that is new is the packaging. “I see Thai- 
land as a staging area into countries of the 
mainland, and linked to Asean as well,” 
Arsa told the REVIEW. In a keynote address 
to the foreign press on 25 April, Anand reaf- 
firmed the mainland thrust and said that 
Thailand aimed to “bridge the gap between 
Asean and the rest of Southeast Asia.” 
Asean, he said, “will remain the anchor of 
our policies.” 

Senior Asean diplomats in Bangkok 
perceive this as fence-mending, but remain 
convinced that Thailand’s attitude towards 


on the government-financed but indepen- 
dently controlled Australian Broadcasting 
Corp.’s network last year. The series is set 
to resume in May. 

Canberra was surprised by Malaysian 
objections to the series, which is set in a 
fictitious Southeast Asian country south of 
Thailand and north of Singapore. Kuala 
Lumpur's objections were cited as the 
reason for Malaysia's downgrading of its 
ties with Australia last October. 

But, more recently, there has been an 
undercurrent of irritation in the string of 
complaints and perceived grievances 
which Mahathir seems to be storing up 
against Australia. His complaints about 
the portrayal of Malaysia in the Australian 
media recall longstanding criticisms of the 
Australian media by the Indonesian Gov- 
emment. 

On 11 April, Mahathir said some Aus- 
tralians were attempting to tarnish Malay- 
sia’s image in the hope of discouraging 
new investments in the country. And on 
14 April, he accused Australia of trying to 
impose its moral values on other countries. 
As evidence he recalled Australian ac- 
cusations of “barbarism” when Malaysia 
hanged Australian drug traffickers in 1986, 
and criticism by Australian politicians 
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Son Sann and Anand: policy unchanged. 


Asean is essentially driven by the percep- 
tion of its own interests. 

Thai analyst Suchit Bunbongkarn be- 
lieves that ultimately Thailand must be- 
come an important bridge between Asean 
and the emerging mainland states. The 
problem, he believes, is Thailand’s reluc- 
tance to adopt a higher profile as a regional 
power. 

Emerging from the Chatichai period, 
some Thais are concerned that while Thai- 
land has been focusing on the mainland, it 
has not been contributing to other Asean 
initiatives. Helping to redress the balance 
will be Thailand’s partnership with the 
Philippines in hosting a seminar on region- 


over national security arrests in Malaysia 
in 1987. 

In one of his latest outbursts, Mahathir 
criticised Australian handling of an anti- 
dumping case against Malaysian and 
other Southeast Asian exporters of car bat- 
teries. Malaysian International Trade and 
Industry Minister Rafidah Aziz followed 
up Mahathir’s attack by describing the 
Australian action as tantamount to “trade 
harassment.” 

Kuala Lumpur is also unhappy at criti- 
cism of Malaysia’s logging policy by 
Australian conservationist groups. Timber 
and wood products are Malaysia's largest 
single export to Australia. 

Australia has been treading very care- 
fully on the issue in the hope of patching 
up relations. Initially, Canberra simply 
tried to play down the situation. How- 
ever, after Mahathir's recent comments, 
Hawke issued a statement expressing 
what appeared to be mild concern. 

Hawke said Australia “respected” Ma- 
laysia but continued: “I hope that Malay- 
sia respects Australia and particularly re- 
spects what is the fact of our country. We 
are a democracy in which the government 
has no control over the media.” He said 
later that he would go into the talks with 
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3 al security, the first of which will be held in 


Manila in June. 

Overall, the Foreign Ministry remains 
less enthusiastic about Asean matters and 
preoccupied with the mainland, as the re- 
cent initiative with Laos demonstrates. 
More important still was an agreement 
with Hanoi on further steps towards setting 
up a joint commission to facilitate economic 
ties between the two countries. 

The framework for the commission was 
laid down in the late 1970s and interrupted 
by Vietnam’s invasion of Cambodia. Viet- 
namese diplomatic sources in Bangkok 
hope the commission can be inaugurated 
after Arsa visits Hanoi, though no date has 
been set. 

The general feeling is that the Foreign 
Ministry is set to recover control over policy 
areas lost to Chatichai’s brash young advis- 
ers during the past two years. But dip- 
lomats in Bangkok also point out that the 
military has strengthened its hand in the 
Foreign Ministry in the wake of the 23 Feb- 
ruary coup. 

Given the Thai military's preoccupation 
with border security and protection of a 
complex web of cross-border economic net- 
works, this could further widen the dis- 
tinction between policy and policymaking, 
particularly with respect to Burma. “The 
Foreign Ministry would like to give less 
overt support to the military junta in Ran- 
goon,” said Suchit, “but the military’s mo- 
tives are different and there is not much 
consultation with the Foreign Ministry.” = 


Mahathir in London “with an attitude 
of open-mindedness and constructive 
friendship.” 

One undercurrent of tension seems to 
be the different proposals for a regional 
trading bloc put forward by the two prime 
ministers. Hawke's proposal in 1989 for a 
loose regional grouping resulted in the 
formation of the Asia Pacific Economic 
Cooperation forum. Mahathir followed 
up with his own proposal for a more 
structured East Asia Economic Grouping, 
(EAEG) which did not include Australia. 

In Canberra, there have been differing 
views on whether Australia should try to 
join the proposed EAEG. On 15 April, 
Hawke told a conference in Canberra that 
Australia’s exclusion from the EAEG would 
be seen as inappropriate by other coun- 
tries in the region. However, on a later oc- 
casion, Australian Foreign Minister 
Gareth Evans was more equivocal. 

Evans later admitted that Australia’s 
relations with Malaysia had “been through 
a slightly bumpy period, unquestion- 
ably.” He said the relationship “had 
not been as warm as we would like it 
to be,” but claimed it was “very solidly 
based” and that any problems were not 
“insuperable.” m Glenda Korporaal 








Cambodian ceasefire 
goes into effect 
> All four warring Cambodian factions 
‘Officially began a ceasefire on 1 May 
‘proposed by France, Indonesia and UN 
‘Secretary-General Javier Perez de 
‘Cuellar. The Khmer Rouge and two 
non-communist resistance factions fighting 
the Vietnamese-backed government in 
hnom Penh issued a statement 
upporting the ceasefire following a 
meeting of guerilla leaders in Bangkok on 
25 April. Phnom Penh had welcomed the 
proposal in a report by its official 
newsagency a day earlier. At the same 
time, the four factions backed calls for a 
new round of peace talks in Indonesia 
between the foreign ministers of France, 
“Indonesia and members of a Cambodian 
Supreme National Council — comprising 
three respresentatives each from the 
resistance groups and the Phnom Penh 
government. 


















South Korean minister sacked 
after protester is killed 

» President Roh Tae Woo has dismissed 
Interior Minister Ahn Eung Mo following 
the death of a student demonstrator 
during a skirmish with riot police in Seoul 
on 26 April. Lee Sahng Yeon, one of Roh’s 
senior aides, took over as new interior 
minister. Lee has promised to improve riot 
control methods following allegations that 
the student was beaten to death with iron 
pipes by riot policemen after one of their 
‘colleagues suffered severe burns from 
Molotov cocktails thrown by rioters. The 
incident led to opposition parties 
demanding criminal prosecution of several 
police officials, induding Ahn. At least four 
policemen have been detained and may 
face manslaughter charges. 


India to hold polls in Punjab, 
Assam despite unrest 
D> The caretaker Indian Government of 
Prime Minister Chandra Shekhar has 
scheduled union and state elections for 
Punjab, currently under direct rule from 
New Delhi because of secessionist 
violence, despite the obvious reluctance of 
-the Election Commission. The commission, 
however, has set the elections for 22 June, 
| or more than two weeks after the new 
parliament meets following the 20, 23 and 
26 May general elections conducted 
-elsewhere in most of India. The delay in 
the Punjab polls has given rise to fears that 
a government formed after the new 
parliament meets on 5 June will defer 
them. The Congress party is boycotting the 
-Punjab polls, and its leader Rajiv Gandhi 









has said he would review the decision to 
hold elections there if Congress wins 
power. However, the Election Commission 


has said the incoming government would ° 


not have the power to alter the election 
ordinance promulgated by President 

R. Venkarataraman. The commission has 
also scheduled union and state polls in 
Assam, another state under central rule 
because of an insurgency, for 6 and 8 June. 
No elections are planned for Jammu and 
Kashmir, where the Indian army recently 
conducted intensive operations against 
local pro-independence groups. 


Five-Power Defence Agreement 
partners in major exercises 

> Some of the largest and most 
sophisticated military exercises ever held in 
Southeast Asia were conducted by naval 
and air forces of the Five-Power Defence 
Agreement in the last week of April. A 
total of 34 ships of the Malaysian, 
Singaporean, Australian, New Zealand 
and British navies exercised in the South 
China Sea, while military aircraft from the 
same nations conducted the largest air 
exercises the region has hosted. 


Social indicators 


Many feared dead after 
cyclone hits Bangladesh 

> A powerful cyclone struck southeastern 
Bangladesh on 30 April, killing at least a 
thousand people, rendering millions 
homeless and devastating huge areas of 
farmland. The death toll is expected to rise 
far beyond initial estimates, as a number of 
offshore islands were completely 
inundated by a storm surge and many 
fishermen were believed to have been at 
sea during the cyclone’s approach. The 
storm, which registered wind speeds up to 
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225 km per hour, was slightly stronger 
than a cyclone that struck the country in 
1970 and left some 500,000 people dead in 
its wake, 


Philippine defence secretary 
prepares for presidential race 
> Philippine 
Defence 

Fidel Ramos officially 
joined the ruling 
Lakas ng 
Demokratikong. 
Pilipino (LDP) on 27 
April, setting the 
stage for what is 
expected to be a 
spirited battle with 
House of Representatives Speaker Ramon 
Mitra for the 1992 presidential nomination. 
Ramos has yet to officially declare his 
candidacy, but his latest move has led to 
renewed calls for his resignation from the 
defence portfolio he has held for the past 
four years. Although a large bloc of LDP 
congressmen appear to lean towards 
Mitra, it is the governors and the mayors 
— and perhaps President Corazon Aquino 
— who will ultimately decide the outcome. 





Ramos. 


Indonesia to end pursuit 

of East Timor guerillas 

> Indonesia’s Coordinating Minister for 
Politics and Security Sudomo told a local 
paper that the government would not 
pursue the 200 or so Fretilin guerillas still 
fighting for independence in the mountains 
of East Timor, a former Portuguese colony 
annexed by Jakarta in 1976. He said the 
government would leave the rebels alone 
as they no longer posed a military threat, 
and also because the government does not 
have the funds to launch a fresh military 
campaign against them. 


US to release US$7 million 
in aid to Cambodian rebels 


> The Bush administration announced the 
US will resume aid to the non-communist 
resistance in Cambodia and that a new US 
humanitarian assistance programme may 
also be recommended for areas controlled 
by the communist Phnom Penh 
government. Aid for the non-communist 
rebels, which was suspended in January, 
will amount to US$7 million to be drawn 
from already approved fiscal 1991 funds. 
Unlike in the past, when “non-lethal” 
material for non-communists was allowed, 
assistance this time will be provided strictly 
for humanitarian purposes, notably 
medical aid and food to help alleviate 
hunger brought on by a severe drought. 
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policy questions. 

At meetings in Peking, 
foundation secretary-general 
C. V. Chen and 13 others re- 
quested cooperation in solv- 
ing day-to-day problems 
such as piracy in the Taiwan 
Strait and the increased flow 
of illegal immigrants from 
the mainland. Peking offi- 
cials used the occasion to 
reiterate demands that 
Taiwan permit direct com- 
munications, trade and 
investment, but Chen re- 
plied that he was not au- 
thorised to discuss these 
questions. 

Lee would not be drawn 
on how Taiwan would react 
to the possibility of South 
Korea establishing diplomatic relations 
with Peking, a development which some 
observers predict could take place later this 
year. 

Lee asserted that South Korea and 
Taiwan faced similar hurdles in solving the 
problems of their divided countries and 
commented that without close relations be- 
tween Seoul and Taipei, “it would be ex- 
tremely difficult to maintain the stability of 
Northeastern Asia.” 

The decision to end the period of 
rebellion was dictated by Lee’s ambitious 
programme for constitutional and political 
reform. The next stage of his reform time- 
table includes elections for a new national 
assembly and legislature. Lee called this 
phase “even more complicated and dif- 
ficult.” He also indicated that the assembly 
could examine a broad range of constitu- 
tional changes short of rewriting the con- 


o testify in the case. In a letter to pro- 
ecutor Hsu, she claimed her name was 
ised as a “dummy” to buy the stocks 
without her knowledge. 

After his resignation and before he 
‘etreated to the temple, Chang said his 
daughter's seal had been used to buy 
he stocks without her permission. He 
suggested the seal was used by someone 
nvolved in setting up the Lanyang Bank, 
1 proposed private bank whose applica- 
ion is pending at the Ministry of Finance. 
Chia-yi is listed as a major investor in the 
sank with an estimated NT$450 million in 
‘amily funds. Chang said Hualon had in- 
vited him to invest in Lanyang, but since 
he was a government official he recom- 
mended they use his daughter’s name. 

The scandal has e connections 
setween the Chang family and the weal- 
thy Weng (Oung) family, who emigrated 
from mainland China in 1949. The family 
fortune of the Wengs, who control the 
Hualon group, was recently estimated by 





Lee calls for ‘democratic’ unification. 


stitution entirely. 

The KMT is expected to recommend to 
the new assembly the election of the city 
mayors for Taipei and Kaohsiung and pos- 
sibly the Taiwan provincial governor. Op- 
position politicians and some liberal KMT 
members also advocate direct election of 
the president, but Lee said that he person- 
ally could not decide this matter and that it 
would be up to the assembly to decide it 
“according to the popular will.” 

Constitutional scholars say that the KMT 
will not support direct election of the presi- 
dent or any other drastic changes to the 
governmental structure. The opposition 
party has warned that a deadlock in the 
next assembly is likely if neither party wins 
the three-fourths majority needed to ap- 
prove amendments. This would stall fur- 
ther reforms and allow the present con- 
stitution to continue indefinitely. e 





Wealth magazine to be the eighth largest 

in Taiwan at NT$24 billion. Family busi- 
ness interests are controlled by the eldest | 
of four brothers, Weng Da-ming, whoisa | 
member of the board of directors at Tam- 
kang University and a NT$1 million be- | 
nefactor of the Democracy Foundation set 
up last year by former Kuomintang (KMT) 
election chief John Kuan. The Weng fam- 
ily’s total contribution to the foundation is | 
believed to be many times that. 

Hsu has pursued the Hualon case 
with unexpected persistence, despite 
criticism from legislators of the ruling 
KMT. Her most controversial decision 
has been to hold Hualon chairman Weng 
You-ming, incommunicado since 3 April 
to prevent collusion during the inquiry. 
Public support for her efforts and Chang's 
resignation caused KMT lawmakers to 
drop a resolution which would have call- 
ed in the justice minister for detailed 
questioning on the conduct of local pro- 
secutors. s Juliam Baum 








9 MAY 1991 


FAR EASTERN ECONOMIC REVIEW 


YeuRmMa 


Military rulers further 
tighten their grip 


Off with 
their heads 


By Bertil Lintner in Bangkok 


hen Radio Rangoon announced 
We 23 April that Burma's main 

opposition party, the National 
League for Democracy (NLD), had formally 
dropped its chairman Tin U and general 

Aung San Suu Kyi from its leader- 
ship, few Burmese or foreign observers 
were suprised. 

In a speech the day before, deputy com- 
mander-in-chief of Burma’s armed forces 
Gen. Than Shwe had made it clear the rul- 
ing State Law and Order Restoration Coun- 
cil (SLORC) was not going to honour the out- 
come of last year’s election, which the NLD 
won in a landslide. The general said that 
“at present we cannot find any organisation 
that can govern the country in a peaceful 
and stable manner,” while branding the 
country’s political parties “subversive” and 
“unfit to rule.” 

Only three of the original 12 members of 
the NLD’s initial central executive committee 
remained at liberty by the beginning of 
1991. They were acting chairman Aung 
Shwe, acting secretary Lwin — who now 
have formally taken over the posts made 
vacant by the expulsion of the NLD’s top 
leaders — and Shwe, a former army officer 
who joined the pro-democracy movement 
in 1988. 

Aung Shwe, a former Burmese ambas- 
sador to Australia and now in his 70s, has 
been under family pressure for some time 
to relinquish politics in order to avoid hav- 
ing to face the same fate as his predeces- 
sors. This has led him to keep a low profile 
and a non-confrontational stance towards 
the military. During the past few months, 
Lwin has endured lengthy interrogations 
almost daily by Burma’s Directorate of the 
Defence Services Intelligence (DDSI), the mi- 
litary’s main public-control agency. 

This raises the question as to why the 
SLORC decided to hold last year’s election in 
the first place. Some observers speculate 
the SLORC had miscalculated and did not 
expect the NLD to win. When the results 
came in, SLORC counter-attacked by arrest- 
ing NLD activists and refusing to convene 
the assembly. Others, while acknowledg- 
ing the magnitude of the NLD’s victory may 
have surprised the SLORC, maintain that the 
ruling military — with its efficient and 
ubiquitous web of DDSI informers — could 
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not possibly have been so unaware of the 


popular mood. 

“Ws far more plausible that the SLORC, 
having arrested the main opposition lead- 
ers in 1989, a year later wanted to identify 
the most active, second-rung activists and 
silence them as well. The election cam- 
paign, though severely restricted, provided 
an opportunity to do exactly that,” a Ran- 
goon-based diplomat told the REVIEW. 

Whatever the case, the systematic way 
in which the SLORC has cracked down on 
the NLD since the election lends some cre- 
dence to the latter theory. More than a 
thousand NLD organisers and others in op- 
position have been arrested since last year’s 

and an estimated 300, including 10 
elected candidates, have fled to the Thai 
border. Having effectively dismantled the 
NLD, the SLORC and DDSI now appear intent 
on extending effective control over civil ser- 
vants and those candidates who are still at 


As part of this process, all civil servants 
were recently given a list of 33 questions to 
answer in writing and return to the au- 
thorities. The list includes such questions 
as: “Are you in favour of a CIA interven- 
tion?”; “Do you support the [outlawed] 
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Shwe; Tin U: further crackdown. 


Communist Party of Burma?”; “Do you 
want Burma to lose its sovereignty?”; and 
“Is Burma the United States of America?”; 
while others dwell on such subjects as: 
“Was it right or wrong of the military, led 

Gen. Ne Win, to assume state power in 
1962?”; “Should a person who is married to 
a foreigner become the leader of Burma?” 
Aung San Suu Kyi is married to a British 
academic. 

Initially, the list of seemingly puerile 
questions caused considerable amusement 
in Rangoon. “But there is a pattern to the 
lunacy,” one long-time observer said. “All 
these leading questions reflect the thinking 
of the sLoRC. By forcing people to put 
down — in legally binding writing — the 
same ideas, the SLORC is effectively making 
them hostages to the official policy. After 
crushing all signs of overt opposition, the 
SLORC has moved on to exercise effective 
control over the minds of its subjects as 
well.” n 
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Bangkok mends Asean fences over Cambodia 


A matter of packaging 





By Michael Vatikiotis in Bangkok 
T hailand’s new government is blunt- 





ing the horns of a foreign policy 

which, under the previous govern- 
ment, upset the fragile Asean consensus 
and threatened regional efforts to find 
peace in Cambodia. Yet, in essence, the po- 
licy itself has not changed. 

At first sight, the 28 April meeting be- 
tween Cambodian Prime Minister Hun 
Sen and Thai Interim Premier Anand 
Panyarachun may have smacked of the 
unilateral prodlivities of the Chatichai 
Choonhavan government. Other Asean 
states, specifically Indonesia, saw Thai ef- 
forts to mediate with the Cambodians out- 
side the agreed Paris International Confer- 
ence on Cambodia (PICC) as unhelpful at 
best and, at worst, as leaning towards re- 
cognition of the Hun Sen government. 

This time, the Thai Government was 
anxious to project an even-handed ap- 
proach to the Cambodia issue and support 
for the PICC process. The Hun Sen meeting 
— held at Phnom Penh’s request — was 
preceded by a hurriedly arranged meeting 





When Australian Prime Minister Bob 
Hawke and his Malaysian counterpart 
Datuk Seri Mahathir Mohamad meet at 
the Commonwealth Summit in London in 
June there will be a lot of pressure on both 
leaders to clear up the tensions between 
the two countries. 

What began as a series of privately 
voiced complaints by Mahathir about 
Australia, sparked off by objections to an 
Australian television series last year, re- 
cently escalated into more open criticism 
by the Malaysian prime minister. The re- 
sulting tensions are proving difficult for 
both sides to play down. 

Tensions have reached such a pitch 
that both countries have gone out of their 
way to confirm that the dispute will not 
affect defence cooperation under the Five- 
Power Defence Agreement, which also in- 
cludes Singapore, Britain and New Zea- 
land. After talks in Kuala Lumpur with 
Malaysian Defence Minister Najib Razak 
on 28-30 April, Australian Defence Minis- 





between Anand and the three Cambodian 
resistance factions on 26 April. Then, at the 
meeting with Hun Sen, Thailand refused tc 
be drawn into linking a ceasefire in Cam- 
bodia with a cut-off of Chinese arms sup- 
plies to Khmer Rouge guerillas. 

The way these talks were handled was 
a gesture towards the PICC process, dip- 
lomats said. Indeed, Thai Foreign Minister 
Arsa Sarasin told the REVIEW that Thailand 
has no unilateral peace initiatives up its 
sleeve. “We are sticking to the PICC and are 
in full support of our friends in Jakarta,” 
Arsa said. 

The comment is indicative of the interim 
government's efforts to mend fences with 
Asean neighbours, some of whom re- 
garded the policies of the Chatichai govern- 
ment as prising Thailand away from the 
six-nation association. Chatichai and his 
civilian advisers fashioned a policy the 
main thrust of which was to establish closer 
links with the Indochinese states. At the 
same time, the Thai military leadership 
forged ties with the military junta in 
Burma. 

This focus on Thailand's hinterland, 
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Defence as usual 


ter Robert Ray said the two countrie 
agreed to “quarantine defence issues 
from the broader bilateral dispute. 

Najib, while ruling out any adverse et 
fect on defence ties, added that “it is nov 
incumbent on the Australian side tha 
they have a clear perception of what thr 
problem is and respond to it in a positiv 
way.” 

He did not specify what Malaysia re 
quired of Australia, but said Canberri 
should “indicate in a positive way tha 
Australia is desirous of good relations.” 

There has also been speculation tha 
trade and commercial ties may suffer as 
result of the tension, though, so far, there 
is no sign of this. When the Malaysian In 
vestment Development Agency hosted < 
visit by a group of 28 Australian busines: 
leaders recently, the visitors were warmly 
welcomed and there was no mention o! 
any political problems. 

Malaysia has been critical of a televi- 
sion series Embassy, which was screened 
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but No. 1 
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your business 
in Beijing 








Conveniently located at No. 1 
Jian Guo Men Wai Avenue, the 
China World Hotel is the first 
choice for business in Beijing. 
With its prime location in the 
prestigious China World Trade 
Center, it offers a haven of 
warmth and luxury with the 
impeccable service for which 
Shangri-La is well-renowned. 
World-class conference and 
exhibition facilities ensure that 
all your business is handled 
smoothly and efficiently. 

In Beijing, where else but the 


China World Hotel. 
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HONGKONG 


Colony’s legal system rocked by new disclosures 


Law in disorder 





By Stacy Mosher in Hongkong 
He== judicial system was cast 





in an embarrassing light in late 

April when the government was 
forced to appeal against a District Court rul- 
ing that i the emergency re-ap- 
pointment of all but one of Hongkong’s 61 
magistrates. 

The fiasco over appointments makes 
both the British and Hongkong govern- 
ments look foolish at a time when Britain is 
arguing with China about the composition 
of the Final Court of Appeal (FCA) which is 
supposed to safeguard the territory's judi- 
cial independence after 1997. 

The appeal became necessary when Jus- 
tice Neil Kaplan ruled that appointments of 
magistrates made after 1974 were invalid. 
The court held that in 1974, the then gover- 
nor had delegated his powers of ap- 
pointment to the chief justice with a 
minute under Section 5 of the 
Magistrate’s Ordinance, but had 
neglected to deal with the power 
stipulated under the British Letters 
Patent, the colony’s constitution. 

The judgment resulted from a 
court challenge last month by busi- 
nessmen Deacon and David Chiu 
when a local magistrate refused to 
grant them a stay on charges of con- 
spiracy to falsify accounts. 

Adding to the controversy were 
reports that the Attorney-General’s 
Chambers had long been aware 
of the questionable status of the 
appointments. A senior lecturer in 
political science at Hong Kong Uni- 
versity, David Clark, had published 
an article in the August 1989 edition 
of the Hong Kong Law Journal, claiming that 
the appointments were invalid because of 
improper delegation under the Letters 
Patent. 

Local lawyers seem to agree that the 
basically rubber-stamp power of the gover- 
nor to appoint judges and magistrates 
is not a matter of great significance. But 
the public revelation of carelessness has 
aroused deep dismay at yet another 
humiliating incident for the territory's acci- 
dent-prone legal system. 

The case also coincides unhappily with 
continuing Sino-British disagreement about 
the status of the Hongkong judiciary after 
1997, and particularly over the question of 
appointments. 

One cause for concern came only a few 
weeks before the Kaplan verdict, when the 
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Sino-British Joint Liason Group (JLG) failed 
to agree on a date for the setting up of 
Hongkong’s FCA, which is intended to take 
over from Britain's Privy Council after 1997. 

A JLG subcommittee had been discuss- 
ing the question for more than two years, 
and full group discussions began last Au- 
gust. The British side is keen to establish 
the FCA by 1992, so as to allow it to be fully 
operational well in advance of 1997. But 
questions remain on the recruitment of 
judges, and the jurisdiction of the court be- 
fore 1997. Peking appears to be concerned 
that a strong and fully functional FCA might 
encourage an atmosphere of independence 
from China. 

The heads of both the Hongkong Bar 
Association and the Law Society have re- 
cently questioned the necessity of the FCA 
being dominated by local Chinese, given a 





Yang: tensions between local and expatriate judges. 


shortage of suitable people to fill the posts. 
A local barrister raised this point in a meet- 
ing between members of the bar and a de- 
legation from the All China Lawyers’ As- 
sociation. The leader of the Chinese delega- 
tion, Zhou Yu, reportedly berated the bar- 
rister for his racial inferiority complex. 

The slow pace of localisation in all 
branches of the administration is parti- 
cularly evident in the judiciary, with only 
three Chinese at the High Court level, apart 
from Chief Justice Sir T. L. Yang who is due 
to step down in 1994. The government has 
daimed difficulty in filling judicial posts 
with qualified local people, citing lack 
of interest due to unattractive pay and 
benefits, and qualms about the future that 
affect much of Hongkong’s professional 
class. 
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But local lawyers are beginning to ques- 
tion the government's claims. They say that 
a number of top local lawyers had applied 
for vacant posts in the judiciary last year, 
but none had been even taken as far as con- 
sideration by the Judicial Services Commis- 
sion (JSC). It was said that the posts were re- 
served for the promotion of expatriate 
magistrates. 

Tensions between local and expatriate 
judges have increased since the appoint- 
ment of Yang as chief justice over a more 
senior expatriate judge. Yang is also said to 
be seen by some, including mainland offi- 
dials, as a less enthusiastic promoter of 
localisation in the judiciary than he has 
publicly given the impression of being. One 
lawyer accused him of having a typical col- 
onial comprador mentality, as well as a 
keen instinct for promoting his personal 
ambitions. 

The generally icy atmosphere within the 
judiciary has weakened the leadership that 
Yang, considered a less than forceful per- 
sonality under the best of circumstances, 
holds over an increasingly troubled legal 
system. More and more of the real control 
is held by the Registrar of the Supreme 
Court, Julian Betts, and his deputy, Brian 
Suttill. 

The Registrars Office holds 
the main responsibility for promo- 
tions and appointments within 
the judiciary, and has become so 
powerful under Yang that the 
two officials are referred to in 
local legal circles as the “court 
eunuchs,” comparing them with 
the men who held the true power 
behind the throne during var- 
ious periods of Chinese history. 
These worries have been increas- 
ed by recent changes to the JSC. 

Formerly made up of the chief 
justice, the attorney-general, the 
chairman of the Public Services Com- 
mission, and a judge, barrister and 
solicitor, the statutory body was ob- 
liged to make its decisions on ap- 
pointments unanimously. 

But in mid-1990, the Legislative Council 
passed a bill to alter the compositon of the 
JSC, adding a judge and three lay people, all 
to be selected by the administration. Appli- 
cants are now also allowed to be passed 
with two dissenting votes. Some lawyers 
feel this removes their crucial power of veto 
in a body otherwise dominated by govern- 
ment functionaries. 

Many lawyers are now increasingly dis- 
turbed by an impression that the legal sys- 
tem is crumbling around them, with little 
help from the British, who established it in 
the first place. “I can’t understand the way 
the British operate in Hongkong,” says one 
frustrated barrister. “If they want a lasting 
legacy, they shouldn't erode the legal sys- 
tem. It’s the only thing of theirs worth 
keeping.” = 













_ By Philip Bowring and Shim Jae Hoon 
: in Seoul, Tai Ming Cheung in Peking and 
_ Susumu Awanohara in Washington 


South Korea is in the 
process of parlaying 
superpower detente 
and its own eco- 
nomic strength into 
ending its neutered 
international status. 
~ In the process it may be laying the 
groundwork for eventual, phased reunifi- 
cation. In the space of a few days in April, 
‘President Roh Tae Woo received Soviet 
President Mikhail Gorbachov on the island 
of Cheju; the South formally announced its 
intention to apply for membership of the 
UN this year; and South Korean legislators 
visited Pyongyang for the first time to at- 
‘tend a meeting of the Interparliamentary 
“Union (IPU). 
<= Meanwhile, the South Korean and US 
-press have been full of stories about the 
threat presented by the North's apparent 
“attempts to build nuclear weapons. Al- 
though these emphasise the tensions still 
existing between the Koreas, they may rep- 
resent an overture to the removal of land- 
based nuclear weapons from the peninsula. 
S For the South, the UN membership 
-. would not just be a victory for its Northern 
Diplomacy — the opening to the Soviets 
and China — but would underline its effort 
to play the role in international affairs that it 
believes its economic strength entitles it to. 
Pyongyang, meanwhile, is finding itself 
increasingly isolated diplomatically at the 
_ 9. ‘Same time that its parlous economic condi- 
tion has forced it to open negotiations with 
Japan for diplomatic links. So it may be pre- 
| paring to modify its position that the divi- 
“sion of Korea cannot be accepted through 
separate UN membership. 
Seoul's application form has already 
been filed with the UN Secretariat, officials 
say, so the decision is now irreversible. The 
link to the Gorbachov visit is dear — and 
< ironic. The South’s last application to join 
the world body was in 1948, when it was 
vetoed by the Soviets. Now, Moscow is as- 
suring South Korea that it will endorse it. 
___ But the attempt to enter the UN is still 
< ‘something of a diplomatic gamble given 
|. that. China has refused to say whether it 
«will use its veto or abstain. Seoul interprets 
-the signals through third parties as being 
positive. Last year, Peking told the South 
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Roh’s Northern Diplomacy bears fruit 





not to apply “this year,” implying that it 
should wait until 1991. But pressure from 
the North is still a factor. The matter may be 
settled during Chinese Prime Minister Li 
Peng’s early May visit to Pyongyang. 

Diplomats in Peking say it is unlikely 
that China will use its veto. Historically, 
China has not used its veto powers and 
has tried to avoid isolation in the UN. And 
in Washington, US Assistant Secretary of 
State for East Asian and Pacific Affairs 
Richard Solomon told the REVIEW that 
“China would not like to be put in a posi- 
tion of having to veto.” 

Peking is also keen to develop trade and 
investment links with the South, which im- 
plies diplomatic links sooner rather than 


later. President George Bush's support for - 


most-favoured-nation status for China has 
also probably ruled out fears that China 
might create other difficulties. 

China has leverage through the military 
and economic aid it gives to the poverty 
stricken North. With Soviet assistance hav- 
ing declined sharply, the North will be 
looking for more. China turned down the 
North’s requests in 1989 for more military 
aid. And, anyway, the North needs Soviet 
not Chinese weapons if it is not to be com- 
pletely outclassed technologically. 

But whilst China wants to push the 
North towards acceptance of the two 
Koreas formula, it is concerned not to iso- 
late Pyongyang entirely. It fears that with 
its back to the wall, the North’s leadership 
might become desperate and resort to mili- 
tary adventurism. China is also concerned 
about the domestic political consequences, 
as well as the strategic implications, of a 
Romania-style collapse of the regime after 
President Kim Il Sung’s death. 

At least officially, the North has been 
outraged by Gorbachov’s Cheju visit, say- 
ing the Soviets have been “bought.” But 
Gorbachov sees himself in an intermediary 
role, noting that when he accepted an invi- 
tation by Kim to visit the North he could 
also come to Seoul. The Soviets have been 
telling the South that, despite public de- 
nunciations, North Korean diplomats in 
Moscow have been keen to maintain prag- 
matic relations. The Soviets believe that 
there are strong indications of a shift in 
Pyongyang’s position. 

Optimists in Seoul had been hoping that 
Kim himself might announce a new line 
when he spoke to PU delegates on 29 April. 
It was not to be. But there is still an expec- 
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tation that he may revise his 1980 formul: 
for a Koryo Confederal Republic. This wa! 
a non-starter as it required removal of for 
eign troops and the creation of a Supreme 
National Confederation Committee ir 
charge of defence and foreign policy. 

But the North is believed to be consider 
ing major amendments which would allow 
both sides to have their own armed forces 
and foreign policies as well as seats at the 
UN. The confederation would consist of a 
joint council to symbolise the one-nation 
concept but with no real power. 

While that solution would resolve one of 
the knotty questions entangling the twc 
parts of Korea, Roh has shown no intention 
of modifying his own Korean Common- 
wealth proposal as the final framework fou 
a reunifed Korea. Roh’s plan is based on a 
gradual approach, with interim steps such 
as a summit meeting between the twc 
sides, a joint operation of combined North- 
South cabinets, and eventual adoption of a 
common, democratic constitution. 


im’s acceptance of separate entry 

K into the UN would go a long way 

to consolidating the status quo 

and thus, ironically, prepare the 

ground for reunification. It could expedite 

Pyongyang’s normalisation. of relations 

with Japan, opening the way for cross-rec- 

ognition by the superpowers of both sides 

in Korea. Japan’s recognition of the North 

could coincide with China’s recognition of 
Seoul. 

However, one other big issue intrudes 
here: the question of the North’s nuclear 
ambitions. Japan is concerned not only at 
the possibility of a potentially unstable 
North getting such weapons, but also at the 
dangers of accidents from do-it-yourself nu- 
clear efforts. 

Japan is pressing Pyongyang to accept 
International Atomic Energy Agency 
(IAEA) inspection of its facilities at Yong- 
byon as required by the Nuclear Non-Pro- 
liferation Treaty of which itis a signatory. 
But so far Pyongyang has been unyielding 
and the Japanese are not particularly hope- 
ful that the third round of normalisation 
talks to be held in Peking in late May will 
see a breakthrough. 

For whatever the real state of the 
North’s: nuclear. pro; e — and there 
are not a few who believe it could be at least 
partly bluff — nuclear issues involving both 
North and South are now. on the bargain- 
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-ing table. While public opinion in the South 

takes it for granted. that the US maintains 
nuclear warheads in South Korea, both the 
US and South Korea stick to the traditional 
NCND policy — no confirmation, no denial. 

The issue of US nuclear warheads in the 
South is threatening to blow up into a seri- 
ous domestic issue with both opposition 
parties and dissident groups beginning to 
clamour for their unconditional removal. 
North Korea’s position on US warheads 
has played into the hands of Seouls 
domestic dissidents who generally support 
Kim’s proposal for a nuclear-free peninsula. 

The anti-nuclear theme could in turn 
spill over into attacks on the nuclear power 
programme on which the South is heavily 
dependent for electricity. The domestic lin- 
kage of the nuclear issue has been compli- 
cated by North Korea’s position that it will 
permit IAEA inspection only when the US 
declares it will not use nuclear weapons 
against the North. 

Some important non-government fig- 
ures in Seoul are now demanding a re- 
examination. of the NCND policy. “At least, 
the policy should be made flexible enough 
for the [Seoul]. government to confirm 
whether nuclear weapons exist or have 
been removed,” says Kim Kyung Won, 
head of the Social Sciences Institute in 
Seoul and former ambassador to the US. 

Nor is this view confined to Korea. An 
article in the latest issue of Foreign Affairs by 
former chairman of the US joint chiefs of 
staff, William Crowe, and Alan Romberg, 
now attached to the Council on Foreign Re- 
lations argues that the presence of nuclear 
weapons in South Korea is not n 
for its defence and suggests that though the 
two nuclear issues should in theory be 
treated separately, the objectives should be: 
the North accepting full non-proliferation 
safeguards; the removal of US nuclear 
weapons (if any) from Korea; and the es- 
tablishment of diplomatic relations between 
Washington and Pyongyang. 

All this indicates that the US does not 
want to be left behind by Seoul’s own initia- 
tives and intends to step up its contacts 
with Pyongyang beyond the relatively low- 
level diplomatic exchanges now taking 
place in Peking. Solomon said of the nu- 
clear weapons discussion: “We assume that 
this new thinking may before too long be 
reflected in new policy initiatives. People 
are thinking about how to deal with poten- 
tial nuclear proliferation.” 

“The same kind of thinking is clearly 
going on in Tokyo as well as in Moscow 
and Peking. Protected though it is by the 
US umbrella, it is hard to believe that the 
South would not want to emulate any nu- 
clear capability that might be developed by 
the North, and it has the industrial capacity 
to do so quickly. 

Positive moves by Washington may 
help allay suspicions in the South that the 
US is unhappy with the pace of its North- 





ern Diplomacy. Solomon insists there is no 
reason for such a belief: “We have been 
fully supportive of Nordpolititk . . . We 
don’t see the South going in a direction 
which is worrisome.” 

As for the Soviets, they have expressed 
considerable concern over North Korea’s 
Yongbyon facilities while officially support- 
ing the North’s concept of a nuclear-free 
zone. Officials accompanying Gorbachov to 
Tokyo stated that unless North Korea ac- 
cepted outside inspection, the Soviet Union 
would cut supplies of fuels and technology. 
Pyongyang has been taking a tough line’ 
indicating that by establishing its links with 
Seoul, Moscow had forfeited any right to 
tell the North what to do. 

But the Soviets still retain strong lever- 
mage over the North, simply because Mos- 
cow is the only superpower that has rela- 
tions with both parts of Korea. The amount 
of Soviet military aid remains shrouded in 
secrecy, but bilateral trade alone amounted 
to Rbl 2 billion (US$1.17 billion) last year. 
Acute shortages of food as well as currency 
make the North vulnerable to economic 
pressure. 

For both South Korea and the Soviets 
there are both long- 
and short-term as- 
pects to their new re- 
lationship. For Seoul, 
the gradual reduction 
of the US military pre- 
sence — 7,000 Areri- 
can troops are to leave 
by next year — has 
underscored the need 
to speed up Northern 
Diplomacy and seek 
security in regional 
arrangements as well 
as military capability. 

The US with- 
drawal harmonised with the South’s long- 
range plan of diversifying trade, invest- 
ment and sources of materials at a time of 
increased friction with traditional partners. 
Soviet internal difficulties also presented an 
opportunity to buy friendship. 

For Gorbachov, South Korea’s northern 
policy fitted well with his policy of global 
detente, and promised to become an im- 
portant source of foreign currency and in- 
vestment. This could matter to the Soviets 
both for its own sake and as a bargaining 
chip vis-a-vis Japan. 

In the long run, both sides may see a 
symbiotic relationship. Korea needs outside 
friends to avoid being squeezed by or be- 
tween its historical enemies, Japan and 
China. And, with the gradual decline in the 
relative power of the Soviets and the US, 
both superpowers can become unthreaten- 
ing allies. 

The Soviets, meanwhile, have to con- 
sider the problems of a resource rich but 
sparsely populated Far Eastern region ad- 
joining nations with active or historic ter- 
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ritorial claims against them. They need. 
friends. Who better than a united, dynamic 
Korea? 

This long-range view helps. explain 
speed with which Moscow moved to es 
lish links with Seoul. The Soviets not only 
relay information regarding their assistank 
to the North, they have even briefed Seoul 
on their consultations with China over 
North Korea’s nuclear issue and UN. stra 
tegy. In return, both the government and 
private businesses in Korea have sho’ 
considerable willingness to risk’ their 
money in the Soviet Union, pumpin 
funds to finance consumer goods imports. 
with little idea whether it will be repaid. 

Some businessmen have pressed aheac 
with investment projects despite the confu 
sion prevailing in the Soviet Union. 

The opening to ‘China has been slower, 
but the actual volume of trade is bigger. Yet. 
China represents only part of a wider 
politico-economic strategy. This year 
is hosting a ministerial meeting of the | 
Pacific Economic Cooperation (APEC) forur 
at which the question of Chinese member 
ship is certain to be discussed. The Sout 
Korean Government hopes to use its posi- 




















tion as conference chairman to try to re- 
solve the three-Chinas problem confronting 
the group and win praise from Peking. 
APEC in a way represents the South Ki 
rean strategy of diversifying within the 
Asia-Pacific region. The South looks to 
Southeast Asia as a major growth area. But 
at the same time it is clearly worried 
Malaysia's proposals for a narrow economic 
grouping which would exclude the US, 


would serve as a stalking horse for Japan: 
ese economic dominance. 
Seoul’s awakening to these issues may: 
have sharpened its interest in joining th 
UN and in playing a wider role in o 
beyond the region. In a span of three short 
years President Roh’s Northern Diplomacy. 
has attained some resounding successes, © 
partly thanks to the coincidence with 
dramatic changes in Europe and the Soviet: 
Union. The challenge now is to develop a 
cohesive vision which can underpin its pos- 
ition in the international community. 






















President Roh Tae 
Woo has presided 
over dramatic chan- 
ges in his country: 
rapid democratisa- 
tion, continuing eco- 
nomic growth and 
opening to the communist world. In a wide- 
“ranging interview on 24 April with REVIEW 
Editor Philip Bowring, Seoul bureau chief 
Shim Jae Hoon and correspondent Mark 
Clifford, he discussed these and other is- 
sues. Excerpts: 
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At your recent meeting in Cheju with Pre- 
sident Gorbachov, how much did personal 
rapport contribute to the success of the 
talks? 


Undoubtedly very much. It was our 
_ third meeting: the first was in San Francisco 
in June 1990. President Gorbachov came 
_after a heavy itinerary in Japan, and Cheju 
Island — away from the capital — provided 
‘relaxation, adding to the informal and 
_ friendly atmosphere. We had a very inti- 
‘mate conversation on the pains of peres- 
‘troika, the situation on the Korean penin- 
‘sula, peace, the question of our UN admis- 
sion, and also North Korea’s nuclear prob- 
clem, which your publication helped to 
draw the world’s attention to two years ago 





INTERVIEW/ROH TAE Woo. 


President pins his hopes 
on Moscow and Peking 


by breaking the first story (REVIEW, 2 Feb. 
89). 


I explained to Gorbachov some of the 
experiences and achievements gained from 
our own economic development which 
must have encouraged him, and offered to 
help him cope with economic difficulties 
arising from perestroika. I praised his cour- 
age in tackling these problems. Our talks 
created a good atmosphere and gave rise to 
hope, making a great deal of contribution 
to developing our bilateral relations. I have 
developed a great personal affection for 
him. It was a valuable opportunity, indeed. 


How much influence does Gorbachov 
have in stopping North Korea’s nuclear 
development? 

So far, I am satisfied with the efforts he 
has made and with his pledge to bring 
North Korea to accept international obliga- 
tions. Of course, if North Korea accepted 
100% of what the Soviets say, then there 
should be no problem, but as you know, 
the North resists all outside pressure so I 
wouldn't rest assured until we had solid 
evidence that they are complying with in- 
ternational inspection. 


South Korea’s admission to the UN will 
improve your international status, but do 





you have any assurance that China will no 
exercise its veto at the Security Council?’ 
We don’t have any official signal fron 
high Chinese authorities over this bu 
through informal channels, they have indi 
cated that they will not exercise: a veto 
Now the two countries have exchangec 
trade offices, and may soon open up dip 
lomatic relations. In the early 1970s. Chin: 
had bitter experiences of being shut ou 
from the UN for a long time. In view of the 
universality principle of the UN, China can 
not comfortably keep us out; China doe: 
not actively oppose our admission, so I an 
not going to worry too much over this. 


In view of North Korea's deepening 
isolation because of its internal, externa 
and economic problems, do you foresec 
changes coming before the death of Kim I 
Sung? 

I can’t see any fundamental changes, 
though I feel that what looks like a prelude 
to change is already occurring, starting 
from areas that are relatively easier for therr 
to handle, such as sports. Today a joint 
South-North table-tennis team starts -play- 
ing. I don’t see any sign of the North Ko: 
rean system itself fundamentally shaking 
so long as Kim is alive but the North has 
responded to talks. We had three rounds ol 
premier-level talks last year and I 
them to resume this year. In the absence ol 
fundamental changes, we have to go or 
broadening the area of cooperation and ex 
changes, to keep accumulating small steps 
so that we can draw them to the outside 
world, showing them what the world is 
like, helping to improve their standard o! 
living, until they realise the value of eco- 





SOUTH KOREA 2 


Slow road to unity 


Koreans in both 
halves of the di- 
vided peninsula 


have seen reunifi- 
cation as their na- 
tional destiny for al- 
most half a century. 
And yet, just as that dream may be start- 
ing to come true with the global retreat of 
the Cold War, they are discovering that 
the prospects look more troubling than in- 
spiring. 

To be sure, the sudden realisation of a 
united Germany banished fears that 
Korea might remain a perpetually divided 
nation. But the obvious pain suffered by 
both Germanies sobered people’s expecta- 
tions and tempered their awareness of the 
world. On both sides of the demilitarised 
zone (DMZ) perceptions have been sharp- 





ened of the differences stemming from 
historical and political backgrounds. 

Now that Korea is the only remaining 
country partitioned under the Yalta ar- 
rangement, Koreans in the North as well 
as South realise that reconciliation rather 
than reunification is their most immediate 
task. 

President Roh Tae Woo expressed 
these mixed feelings when he met with 
Soviet leader Mikhail Gorbachov in a his- 
toric summit meeting on South Korea’s 
Cheju Island on 19 April. His message 
was that he was not looking for a replay of 
the 1989 collapse of the Berlin Wall with 
thousands of North Koreans scrambling 
across the heavily mined DMz. “We. want 
no abrupt changes in North Korea” was 
how Roh described his feelings to. the 


In a rare convergence of views with 
Seoul, North Korean. President: Kim I 
Sung has said much the same thing. His 
1991 New Year speech in Pyongyang was 
revealing, if somewhat defensive: “One 
side [of Korea] should not seek to impose 
its [political] system on the other side ir 
an attempt to swallow it.” 

While Kim's choice of words left nc 
doubt as to his fear of a West German- 
style absorption by the South, he also is 
sued a strong warning against South Ko- 
rean euphoria: “[Absorption] could only 
lead to an irreversible national calamity,’ 
meaning a new war. 

Kim could take comfort from the fact 
that few South Koreans ‘today entertair 
such ambitions. Preoccupied with the de- 
mocratic transition from decades of au- 
thoritarian rule, and basking in relative 
prosperity for the first time in history, 
they have grown conservative and in- 
ward-looking..... 

The economic cost of Germany’s inte- 
gration has not been lost on many middle 
class people to whom improved living 
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nomic development and 


We don’t want abrupt 
changes creating social 
and political instability 
in the North. What we 
want is a sort of gradual 
change so that both South 
and North can develop to- 
gether in peace and re- 
store our common national 
identity. This is the road 
we have chosen to take, 
and it’s the road dictated 


by our history. 


Internally and externally 
you have presided over 
many changes while in of- 
fice. Do you plan to con- 
tribute to the cause of unification in any 
way after you retire? 

I have been so busy in the last few years 
that there has hardly been time to think 
over what I would do in retirement. But 
while in office, I hope to put down the 
roots of democracy and place our northern 
diplomacy on the right track to reunifica- 
tion. These are historic tasks that have been 
thrust on me. I just hope to hand over to 
the next president my personal efforts and 
experiences from the pursuit of northern 
diplomacy and reunification. 


You have said that the next president 
should come neither from the army nor 
from your family circle. What qualities 
would you like in your successor? 
Qualities of leadership should reflect the 
demands of time, and it should clearly be 


standards under a measure of political sta- 
bility matter more than reunification. 
Judging by their opposition to a US$3 bil- 
lion aid package which formed part of the 
cost of opening diplomatic relations with 
the Soviet Union, such people would be 
wary of further depleting their economic 
resources in order to help a virulently 
Stalinist North Korea. 

The dilemma for the North, mean- 
while, is that any opening — whether of 
trade or people — to the outside world 
carries with it the danger of gradually un- 
dermining a brittle system. There are fears 
in the South that the disappearance or 
death of Kim Il Sung could lead to the 
emergence of an adventurist leftist group. 
Other alternatives include the inheritance 
of power by a collective leadership of rela- 
tive moderates thought to include Kim 
Jong Il — prepared for very gradual 
change. The third possibility is the sudden 
collapse of a system whose sole claim to 
legitimacy is Kim II Sung’s reputation as a 
genuine nationalist. 

Under the circumstances Roh now pre- 
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Roh: historic tasks. 


someone who is capable of 
mastering the course of 
our democratisation ef- 
forts, of satisfying the in- 
creasingly diverse aspira- 
tions of our people; it 
should be someone who 
can stand up to the task of 
our times. Our country has 
changed tremendously — 
it ranks as the 12th-largest 
trading country and the 
15th-largest GNP in the 
world. Our foreign policy 
no longer deals with just a 
half of the world, but must 
be global. The next leader 
should possess the ap- 
titude and ability to make 
some tough — and some- 
times acutely sensitive — decisions. We 
have grown through so many tribulations 
in recent history and I would expect to see 
people with these qualities stepping for- 
ward naturally in the course of time. 


Some South Koreans want a strong presi- 
dent, but others want a Japanese form of 
parliamentary government. Which do you 
think is better suited for South Korea? 
Many Koreans appear to want both. I 
would wait and see which they like more. 


Which would you prefer? 

Strong leadership is important for 
Korea. But personally, I think that leader- 
ship strength that rests on the consent of 
many people, on collective ideas marshal- 
ling the support of many people, is prefer- 
able to a single leader. a 


fers to focus on specific steps to achieve 
reconciliation rather than discussing broad 
formulae for unification, such as his own 
Commonwealth idea or Kim's Koryo 
Confederal Republic proposal. His im- 
mediate goals include lessening of political 
tensions and a reduction of military con- 
frontation. 

Helped by favourable external factors, 
Roh is closing in on Pyongyang by sug- 
gesting discussion of a specific agenda. 
This would include exchanges of visits 
by relatives; opening of communications 
(mail and telephone) and trade; and a 
series of sharply defined political and mi- 
litary confidence-building measures. 

One implication of these pro 
is the need for North Korea to abandon 
its long-held ambition of fomenting a 
“people’s democratic revolution” in the 
South, a committment enshrined in the 
charter of the North Korean Workers 
Party. At three premiers’ meetings in 
Seoul and Pyongyang last year, Seoul offi- 
cials demanded the party’s official renun- 
dation of this goal. 
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SOUTH KOREA 3 


North’s atomic plant 
worries friends, foes 


What kind of 


mushroom? 


More than two years 





f 
y after the REVIEW 
M broke the story that 

North Korea was 
Ny suspected of trying 


to create an indigen- 
ous nuclear-weapons 
capability, the issue has returned to the 
headlines with a flurry of stories in the US 
and Korean press about the threat. This 
was heightened by an undiplomatic remark 
by South Korea’s Defence Minister that 
the South might have to launch an Israeli 
style commando raid on the facility if the 
North did not open it to international in- 
spection. 

In the absence of on-the-ground in- 
spection, what is really going on in 
and around the Yongbyon plant is still 
very far from clear. But neither friends 
nor foes of the North seem to want to take 
any chances with a regime which is re- 
nowned for ruthlessness, secrecy and self- 
reliance. 

The story two years ago was that the 
North had apparently constructed a 30 MW 


reactor at Yongbyon, north of Pyongyang, 


—— 


As part of its revolutionary commit- 
ment Pyongyang insists on talking, not 
only with the Roh government, but also 
with a variety of dissident groups indlud- 
ing radical student associations vowing to 
topple the government by force. South 
Korea rightly regards this as a united-front 
tactic designed to erode its legitimacy. 

The prospects of political subversion 
have assumed a new importance as a re- 
sult of the dedining military threat from 
the North. North Korea's quantitative 
superiority in arms and men is offset by 
the fact that its 1.1-million armed forces 
are equipped with increasingly antiquated 
weapons. 

Moreover, heavy military spending, 
accounting for as much as 25% of its 
meagre US$23 billion GNP, have wreaked 
havoc with North Korea's economy, wor- 
sening food shortages and forcing it to 
seek Japanese aid through normalisation 
of relations with Tokyo. The situation is so 
acute that Pyongyang has even agreed to 
open limited barter trade with Seoul this 
year. W Shim Jae Hoon and Philip Bowring 
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where it has two small (2-4 MW) research 
reactors supplied by the Soviets and moni- 
tored by the International Atomic Energy 
Agency. It appeared to be in the process of 
building what looked like a reprocessing 
plant to make plutonium for nuclear wea- 


pons. 

Satellite surveillance shows that work is 
now under way nearby on what could be a 
much larger reactor, of up to 300 MW. US 
sources claimed two years ago that the 30 
MW reactor had been operational since 
1987 — a claim recently repeated on Voice 
of America. In that case it should by now 
have produced a significant quantity of 
material for reprocessing. 

If the reports of the reactor and con- 
struction of the reprocessing plant are to 
be believed, the North is estimated to be 
within five years of producing a nuclear de- 
vice, assuming it can master the high explo- 
sive trigger system as well as the repro- 
cessing. 

Experts generally seem to think that 
3 the North does 

have the tech- 
nological know- 
how to produce 
a crude device. 
And dearly the 
Soviets as well 
as others are 
concerned. They 
have promised to 
bring pressure to 
bear on Pyong- 
yang to open 
up to inspection 
as required by 
the Nuclear Non- 
Proliferation Tre- 
aty which North 
Korea has itself 
signed. 

But there are sceptics who think that the 
Yongbyon concrete constructions could be 
nothing but a Potemkin nuclear facility — a 
facade to deceive, a bargaining chip in the 
North’s efforts to get the US and its wea- 
pons out of the South. 

Real or imagined, the policy could back- 
fire, warns US Assistant Secretary of State 
Richard Solomon: “If the North really 
would like to see the US end its military 
presence in South Korea, the worst way to 
achieve it is to create the impression, if not 
the reality, that they are developing nuclear 
weapons.” The Soviets, Japan and China 
seem to agree. 

Solomon denies that there are ulterior 
motives in promoting discussion of the 
Yongbyon facility. He says it is getting 
more attention because there is “more acti- 
vity and more of a sense that something 
ominous is ha ing.” Bomb plant or 
concrete shell, Yongbyon is now a key fac- 
tor in Seoul-Pyongyang-Moscow-Tokyo- 
Washington-Peking relations. 

m Mark Clifford and Shim Jae Hoon 






— 
Solomon: warning. 
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SOUTH KOREA 4 


Eager hunt for new markets 


Trading places 





By Mark Clifford in Seoul 

South Korea hopes 
that good politics is 
good business. The 
political rappro- 
chement that Pre- 
sident Roh Tae Woo 
has helped engineer 
with communist and former communist 
nations opens a new world of trading and 
investment opportunities for South Korea’s 
aggressive business groups, which are 
trying to lessen their dependence on 
the US and Japan. The prospect of new 
markets is especially welcome at a time of 
slowing growth for many of South Korea's 
export mainstays in much of the developed 
world. 

South Korean trade with the Soviet 
Union and China has jumped since a dip- 
lomatic thaw began in 1988. Two-way trade 
between South Korea and its two giant 
communist neighbours will total some 
US$6 billion this year, according to official 
estimates in Seoul. That is only 4% of South 
Korea’s estimated US$147 billion total trade 
volume, but trade with the Soviet Union 
and China is only one of the areas ex- 
periencing rapid growth. 

At their Cheju meeting, Roh and Soviet 
President Mikhail Gorbachov predicted 
that two-way trade would total about 
US$10 billion by the mid-1990s. The em- 
bryonic economic relations were given a 
boost by a US$3 billion soft loan package to 
Moscow announced in late January. The 
package is the centrepiece of South Korea’s 
attempt to marry politics and commerce in 
its relations with its new trading partners. It 
includes US$800 million in credits for pur- 
chases of South Korean goods this year and 
US$1 billion in bank loans. 

The US$3 billion package is the price for 
diplomatic recognition, but will it really 
jump-start economic relations? Trade will 
ultimately depend on the Soviets coming 
up with hard currency for goods. 

Direct investment is even harder to get 
started. While dozens of projects have been 
discussed, only six South Korean ventures 
are operating in the Soviet Union, includ- 
ing a Moscow retail shop and mink coat 
factory operated by the furrier Jindo and a 
forestry project in Siberia run by Hyundai. 
Hyundai has been the most aggressive 
South Korean firm in exploring the possibi- 
lity of natural-resource development in 
Siberia, though actual business ventures 
have been slow to materialise. 
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Siberian development projects make a 
good deal of sense for South Korea, which 
has almost none of its own natural re- 
sources. Seoul is closer to Vladivostok than 
to Tokyo or Peking and, on paper at least, 
it seems natural to tap Siberia’s mineral, 
forest and fishery resources. 

At the Gorbachov-Roh meeting, the two 
sides promised to cooperate on the joint 
development of natural-gas reserves on 
Sakhalin island, but any development is a 
long way off. The reserves are in a techni- 
cally difficult formation, which will raise the 
costs of extraction and require the help of 
more technologically sophisticated com- 
panies. However, Japanese and US firms 
have looked at the deposits and decided 
not to tap them for a while. 

South Korean business is extremely 
aggressive, and their rough-and-ready “can 
do” spirit may go a long way towards 
overcoming the difficulties of developing 
Siberia. But any hopes of quick progress are 
misplaced. “Siberia has a great future — 
and it always will,” said a Western analyst 
in Seoul who monitors South Korea’s rela- 
tions with the Soviet Union and is sceptical 
about any near-term payback. 

The Chinese part of this equation is also 
uncertain. China and South Korea agreed 
last October to exchange official trade of- 
fices which can also perform consular func- 
tions. The a ent came after South 
Korea provided what officials here say was 
about US$100 million in assistance — rang- 
ing from cars to computer software — to 
the Chinese for the Asian Games. 

The lack of diplomatic relations means 
that higher tariffs are imposed on South 
Korean goods in China. Moreover, exports 
are hit hard during austerity drives. That 
happened in the early 1980s and in 1989. 

If diplomatic relations are established, 
trade should flourish. Shipping routes link- 
ing South Korea with Shanghai, Tianjin 
and the Shandong peninsula have been es- 
tablished in the past two years. 

Chinese researcher Shi Ruoha, in ê 
paper presented as part of the Yellow Sez 
study project by Hawaii's East 
West Centre, says that if official or semi- 
official relations are established within the 
next two years bilateral trade will soar tc 
US$6.5-9.4 billion by 1995. 

The Soviet Union and China have mas 


nomic star by being timid. a 
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FOREIGN RELATIONS 


Trade, security issues dominate Kaifu’s Asean tour 


Stepping carefully 





By Suhaini Aznam in Kuala Lumpur and 
Anthony Rowley in Tokyo 
J= Prime Minister Toshiki Kaifu’s 





t Asean tour is in marked con- 
trast to visits by his predecessors to the. 
‘region. Unlike earlier trips, which held out 
the promise of increased aid or investment, 
Kaifu's current visit is primarily intended to 
gauge Asean reaction to Japan’s decision to 
become more politically engaged in the 
wider world and to get a first-hand impres- 
sion of regionally inspired initiatives. 

Kaifu began his tour in Malaysia, where 
he held talks with Malaysian Prime Minis- 
ter Datuk Seri. Mahathir Mohamad that 
concentrated on Mahathir's motives in pro- 
posing the East Asia Economic Grouping 
(EAEG). Mahathir spent most of the meeting 
explaining the rationale behind the EAEG, 
and in particular emphasising that it was 
not intended as a trade bloc. 


Japan, however, has made it clear it is 
not prepared to endorse the EAEG idea, 
much less take a leadership role in it, as 
some in the region had hoped. Kaifu’s po- 
sition is that he wants Asean members to 
thrash out the proposal, after which Japan 
“looked forward to further discussions,” 
his spokesman said. Japan remains highly 
sensitive towards Asean sensibilities, and 
certainly does not want to be seen taking 
sides before the association’s other mem- 
bers had reached a consensus. 

Japan’s reluctance stems from several 
factors. Tokyo does not want to presup- 
pose the failure of the Gatt, which the 
creation. of an organisation like the EAEG 
could indicate. However, even if Asean 
were eventually to reach some vague con- 
sensus over the EAEG, Japan would still be 
reluctant to take a leadership role. Al- 
though it expressed its willingness to speak 
up for the region, Tokyo’s first commitment 


— dictated by Japan’s own economi 
terests — remains to the larger markets of 
North America and Europe. 
Japan feels that since other countries i 
the Asia-Pacific region have e 
varying degrees of concern about the EAEG, 
efforts must be made to talk with them. 
These countries include the US, Canada, 
Australia and New Zealand — none of 
which Mahathir has included in m EAEG 




















about wider regional alliances embre 
the Soviet. Union as well as its other / 
neighbours. While Kaifu appeared to rej 
Soviet President Mikhail Gorbachov's 
cent proposal that Japan should join | 
Soviet Union, China, India and the U! 
forming a new multilateral Asian. se 
alliance, itis clear the Soviet leader planted 
seeds in Tokyo which are at least providing 
food for thought. : 
Kaifu also hopes to return to. To 





Japan to adopt a more active role in interna- 
tional peace-keeping operations. He will 
using Asean members as a sounding board 


forns Seay ee ee a. 








JAPAN 


-= Two months after the end of the Gulf 
“War, Japan has finally succeeded in over- 
coming the political obstacles to the over- 
seas deployment of military units, though 
in a strictly token capacity. Six mines- 
weepers of Japan's Self-Defence Forces 
(spk) which left for the Gulf on 26 April 
were the first military forces to have been 
«sent abroad on operational duty since the 
‘Korean War. 

Pacifist-oriented opposition parties 
tried unsuccessfully to block the move on 
the grounds that it violated Japan's Con- 

_|° stitution but appeared to make little edge 
-| against a government claim that it was 
| acting in accordance with existing laws. 

«Social Democratic Party of Japan chair- 

‘| woman Takako Doi charged that the de- 
| ployment contradicted assurances made 
| -by previous governments that SDF units 
would not be dispatched overseas. Doi 
joined leaders of the Japan Communist 
- | Party and the Komei Party in calling, un- 
| successfully, for a parliamentary debate 

-on the issue. 
Last November, opposition parties 
-| forced the government to scrap a propos- 
| © ed UN Peace Cooperation Law intended 
< to allow SDF units to participate in non- 





To the Gulf, at last 


combat international peace-keeping ef- 
forts. 

The decision to dispatch the mine- 
sweepers was made at an extraordinary 
cabinet session on 24 April and appeared 
to have been pushed through with a 
minimum of debate. Immediately after 
the announcement, however, the gov- 
ernment went to great pains to justify the 
move. 

Speaking at press conference later on 
the same day, Prime Minister Toshiki 
Kaifu said that the mission to remove 
Iraqi mines placed in ports and sealanes 
during the Gulf War would not violate 
Japan's Constitution, which bans use or 
threat of force for resolving international 
conflicts. 

Citizens’ groups staged protest rallies 
around the country after the decision was 
announced. But most rallies were poorly 
attended and newspaper polls suggested 
that public support for the government 
was strong. A Yomiuri Shimbun survey 
published on 26 April said that three out 
of four Japanese supported the decision 
to deploy the minesweepers, while 18% 
opposed it. 

Reactions to the move from other 








Asian countries, with the single excep- 
tion of China, have also been more 
favourable than appeared likely when") | 
the government first began discussing =| __ 
overseas deployment of SDF units. oe 

South Korean Foreign Minister Lee 
Sang Ock told Japanese Foreign Minister 
Taro Nakayama that his government wás 
satisfied with Japan’s explanation thatthe | 
mission was limited to securing the safety | 
of navigation and did not constitute a mi- 
litary mission. 

Malaysian Prime Minister Datuk Seri. 
Mahathir Mohamad, meeting. Kaifu in 
Kuala Lumpur on 27 April, said that he _ 
accepted Japan's decision to deploy the _ 
minesweepers and confirmed his govem- 
ment's offer to allow the vessels to call at 
Penang on their way to the Gulf. The 
ships will also make port calls at Subic 
Bay, Karachi and Colombo. Indonesian 
Foreign Minister Ali Alatas and Singa- 

Prime Minister Goh Chok Tong. 
have also publicly indicated their govern- 
ments’ approval of the decision, oe 

China's Foreign Ministry described. 
the dispatch of Japanese forces overseas — 

a “very sensitive question” and called 
on Tokyo to act cautiously. A dispatch 
from Xinhua Newsagency’s Tokyo ‘cor- 
respondent, quoting Japanese opposition 
sources, said the deployment of- mine- 
sweepers was a “dangerous first step to- 
wards increased Japanese military activi - 
ty overseas.” u Robert Delfs_ 
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Traveller’s Tales 


marked — celebrated is not the word 

— my 60th birthday in Sydney at a 
happy dinner with former REVIEW col- 
ML leagues at a jazz parlour in the city’s 
swinging King’s Cross district. Ex-business 
editor Tony Patrick and regional editor 
David Jenkins and former deputy editor 
Russell Spurr, now a successful author, 
were there. I was given the usual allegedly 
- humorous greetings cards (“Of all the dirty 
old men in the world . . . You're the 
oldest!” and, nearer the bone: “Remem- 


-ieber when we thought we could change 


| the world? When we thought we could 
rule the world? . . . and now we just want 
to: know what in the world is going on.” 
“When you find out, let us know,” some- 
one had added. There was so much to talk 
about that I didn’t hear a note of the 
jazz. 


| badly needed to be restored to a good 
mood. That morning I'd taken a taxi out to 
the Sydney suburb of Strathfield where, in 
an old folk’s home for people of Russian 
escent, lives Sergei Ivanovich (or Serge 
_John, as he prefers) Kostrometinoff, better 
_ known as “Kost.” Some of our longer-term 
_readers remember Kost’s story; I wrote 
about him in the column (20 Feb. ‘86). 
Bornin Harbin, Manchuria in 1909 of Rus- 
sian parents, he moved to Shanghai after 
he Japanese invasion and made his home 
there for the next 55 years. He visited Rus- 
“sia only once, as a small boy with his 
mother, as World War I was breaking out. 
He stayed on in Shanghai after the 1949 
| revolution, working for some of the foreign 
firms that remained, as interpreter and 
translator (he is fluent in Russian, Chinese 


_ | and English) and as a freelance journalist, 
| filing occasional articles on the Shanghai 






scene for the REVIEW, among other publica- 
‘tions. 
~~ In the Spring of 1967, when Mad Mao 
Zedong, the Monkey King, summoned up 
the forces of chaos and disorder to rule 
China and reinstate himself, Kost was ar- 
rested and thrown, without trial, into a 
squalid house of detention. There he was 
kept in solitary confinement for eight long 
-| years, still without trial. For the first four 
=| years, unbeknown to him, his daughter 
Irene was imprisoned in the cell next door. 
Kost’s wife had left China in 1958 with their 


a son, to look after his education in Russia, 


| and he was not to see her again. 


The eight years’ solitary confinement, brok- 
‘en only by- interrogations by revolutionary 
radicals shouting the praises of Mao and 


swearing to root out “freaks and 
monsters,” ended with a “trial.” He was 
accused of working for the “Soviet re- 
visionists” and of “counter-revolutionary 
activities.” The articles he'd written for the 
REVIEW and other publications were pro- 
duced as evidence against him. He was 
pronounced guilty and sentenced to 15 
years’ imprisonment, being immediately 
transferred to a Shanghai jail to serve out 
the remaining seven years. 

It was only then that Kost learned about 
his daughter Irene's imprisonment and that 
she had been released and sent to the 
Soviet Union in 1974 (her mother, Kost’s 
wife, was to die in 1980). At the same time 
Kost was told that he owed 96 months’ rent 
on his apartment and so was forced to 
agree to the sale of all his belongings, in- 
cluding his precious books, to second-hand 
shops. Of the proceeds, Kost received Rmb 
100 (about US$30). 


WAND NYON 





Kost is astonishingly free from bitterness. 


No remission: Kost served the full 15 years 
for crimes he did not commit. He was re- 
leased in 1982. Did the Chinese feel any 
guilt? Perhaps: they gave him an unde- 
manding job revising a Chinese-Russian 
dictionary, three months’ spending money 
and a workers flat on the outskirts of 
Shanghai. Later the authorities specifically 
cleared Kost and his daughter of any 
crimes in a court document expressing re- 
gret for the excesses and mistakes of the 
Cultural Revolution. Reparations, perhaps 
Rmb 15,000, would be in order — US$310 
for every year he'd been illegally impris- 
oned. But even this turned out to be a cruel 
piece of torture: after four years they told 
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him there would be no reparations: he had 
been self-employed. There was no work 
unit from whose fund he could be compen- 
sated. Instead he would receive Rmb 1,000 
as an exgratia assistance to one in need. 

It was during these four years that he 
contacted the Review. We did what we 
could. On a visit to Shanghai I bought him 
furniture to make his bare flat more habita- 
ble. The REVIEW: board voted some money 
to help. We pushed for the visa, backed by 
the World Council of Churches, to get him 
out. Finally, in 1986, we welcomed him to 
Hongkong, on his way to an old folk’s 
home in a generous. Australia. 


He was astonishingly free of bitterness for 
those lost.15 years and the harshness of his 
treatment. Short, sturdy, white hair, twin- 
kling hazel eyes, pink cheeks, he bore an 
extrao’ resemblance to Pope John 
Paul and spoke rather like him: “How car 
I be bitter? The people in charge in China 
today are the same people who suffered as 
I did, even worse, during and after the Cul- 
tural Revolution.” Perhaps so, but the 
people in charge today seem to have forgot- 
ten the lesson: once victims themselves 
they are imprisoning people for their ideas 
again. 

Perhaps that is what has depressed 
Kost, though he would not say so. Physi- 
cally he has changed little, though troubled 
by ulcerated legs and attacks of tension — 
tension in a man of 82 inan old folk’s home 
who cheerfully survived 15 years of unjus- 
tified imprisonment! He has not-written his 
book, but has spent some precious funds 
on courses claiming to teach writing skills. 
His mind perhaps is still in a cell, active, but 
with no outlet. His fellow inmates gaze sus- 
piciously at visitors like ourselves. He is 
amazed by the quality of social services: a 
nurse comes daily to tend his legs. 

We handed over our presents and left, 
looking back as he waved to us from the 
front gate of his haven. I was filled witt 
fury, perhaps the fury Kost does not, bui 
should, feel. What can we do? Nothing 
Apart from the millions. of Chinese whc 
have suffered under the brutalities o! 
China's political feudalism, the worlc 
knows something of innocent foreigner: 
who have paid for their empathy with the 
Chinese: Prisoner of Mao Jean Pasqualini, 
Hostage in Peking Anthony Grey; the Aus 
tralian original Francis James; the romantic 
Tiziano Terzani, who, sadder but wiser, de- 


baptised: himself from his Chinese name, 


Deng Tiannuo. But Kost?) Who. paid 15 
years? His ie has not Been told. a 
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planet, it’s the only 
one we have” 


A personal message 


from HRH The Duke of Edinburgh, 


WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature — and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 
@ 
LA) 
WWE 
World Wide Fund For Nature 








| paternalistic,” said Sudomo, 





REGIONAL AFFAIRS 


INDONESIA 


Wider issues dominate row over Java dam project 


Reservoir of mistrust 





By Adam Schwarz in Kedung Pring 
D isgruntled villagers living near the 





controversial Kedung Ombo dam 

in Central Java have embarrassed 
the government by refusing to leave their 
land at the edge of the dam site. About 600 
of the 5,200 families immediately affected 
by the dam’s construction have yet to 
move, Officials say, forcing President 
Suharto to postpone plans to officially in- 
augurate the project. 

Villagers in Kedung Pring and nearby 
hamlets, supported by student groups and 
legal activists, complain the government 
has not discussed resettlement alternatives 
with them — and claim officials tried to in- 
timidate them into accepting paltry com- 
pensation for their land. Government offi- 
cials, while loath to step up compensation 
levels, acknowledge that fu- 
ture land appropriations 
will require a kinder, gen- 
tler approach. 

“Our people can be 


Coordinating Minister for 
Security and Political Af- 
fairs. “It would be better for 
officials to take a more grass- 
roots approach and talk di- 
rectly with the people. For 
one thing, we must make it 
clearer [to the villagers] the 
advantages the dam can 
bring,” he said in a recent 
interview. 

Lawyers and student ac- 
tivists in Central Java say 


<> 





originally planned, the dam was intended 
to improve irrigation on 34,000 ha of land 
and supply new irrigation to a further 
25,000 ha. Ancillary benefits include 22.5 
MW of hydroelectric power, new fishing 
grounds, flood control and possible tourist 
attractions. About 50,000 ha are 
being irrigated by the dam, while the re- 
ining irrigation works and the power 
station are scheduled to come on line next 
ear. 
i Once operational, the dam will benefit 
about 22,000 families, or around 120,000 
people. Most observers agree the dam 
makes sense economically; the problem 
arises with the government's approach to 
resettling families out of the reservoir area. 
Most of the uprooted 5,200 families have 
left the dam site. Some have gone to a 
transmigration site in Sumatra, others have 





pE" 


the longer term and more Kedung Pring villagers wait for adeq 

significant result of the 

Kedung Ombo standoff is a heightened po- moved to one of three resettlement sites 
litical awareness among rural peasants in prepared by the government and probably 


Java. “The best victory is that people have 
stood up for their rights. That’s a good in- 
vestment for democracy in the future,” says 
sociologist Arief Budiman, a lecturer at 
Satya Wacana Christian University in 
Salatiga. 

The US$283 million Kedung Ombo dam, 
where construction finally began in 1985, 
has a long history. The first feasibility 
study for the dam was initiated by the 
Dutch in the late 1930s and several other 
studies followed in subsequent decades. 
Real progress began in 1984 after the World 
Bank agreed to provide a US$156 million 
loan. 

The principal goal of the dam is to im- 
prove irrigation in downstream areas. As 
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as many as half have simply filtered off into 
Java, their exact location unknown. 

But 600 or so families continue to live in 
the area surrounding the dam. While some 
have accepted compensation for their land 
but remain reluctant to move, others have 
refused to accept any payment. The gov- 
ernment says the area these people occupy 
must be cleared to prevent soil erosion af- 
fecting the dam. ? 

The 54 families living in Kedung Pring, 
located just above the dam’s high water 
mark, are among those who refuse to 
budge. In an uni ented move, Ke- 
dung Pring farmers filed charges against 
Central Java Governor Ismail in July 1990, 
claiming the governor failed to consult 










REGIONAL AFFA 


them over the amount of their compensa- 
tion. In December a judge ruled in favour 
of the governor. i 

“Since 1983 to the present, there has 
been no effort by the central government or 
the World Bank to consult the farmers. All 
-the farmers have got are guidelines, an- 
< nouncements and threats,” says author 
and social activist Romo Mangunwijaya. 

Cipto Sokiman, a Kedung Pring farmer, 
tells the same story. “The government has 
never come here to talk with us and we're 
not leaving until they do,” he said. He 
-explained that the government has offered 

only Rps 300-700 (15-36 US cents) per m? for 
_ their land, while the villagers are demand- 
ing Rps 20-25,000/m?. 
The farmer said the villagers had no 
interest in moving to a nearby resettle- 
ment site, located on land formerly owned 
by the Forestry Ministry, and even less in- 
terest in transmigrating off Java. “We are 
tice farmers and we want to stay rice farm- 
ers. We don’t want to live in the forest,” 
Cipto said. 

At present, the Kedung Pring villagers 
do not farm at all. Their land has been in- 
undated and they now depend on fishing 
and charity to survive. Although their 











numbers are small, they have proved to be 


a stubborn thorn in the government's side. 
Indonesian and foreign non-governmental 
organisations have seized on the World 
Bank’s role in the project to raise the plight 
of Kedong Ombo farmers to an interna- 
tional level. 

There is a moderate military presence 
near the dam, with 15 soldiers spending 
the past two months camped just outside 
Kedung Pring. The government says they 
are there to speed construction of nearby 
resettlement sites, though student activists 
say intimidation of the recalcitrant peasants 
is the real reason. Kedung Pring residents 
told reporters on a recent visit, however, 
that the soldiers had made no effort to re- 
move them from their village. 

Ismail blames the troubles at Kedung 
Pring on “outsiders coming in here and stir- 
ring up trouble.” He denied the govern- 
ment had not adequately consulted the vil- 
lagers, saying there had been frequent dis- 
cussions since the early stages of the pro- 
ject. 
Ismail and other government officials 
said while the government was looking for 
a face-saving solution for all concerned, 
there was little likelihood of raising com- 






pensation levels. “Compensation is fixed 
by formula. If we changed the amounts [for 
the Kedung Pring villagers] that would dis- 
advantage all the villagers who already ac- 
cepted compensation and left the site,” Ts- 
mail told the REVIEW. 

More to the point, analysts say, any 
concessions on compensation to Kedung 
Ombo inhabitants will add significantly to 
the cost of future land appropriations. 
These will become more common as rural 
Java gradually industrialises. 

For villagers being relocated at the 
Kedung Ombo dam, the main issue has 
more to do with how the government deals 
with people than with the amount of 
money involved. “What the people really 
want is to be treated like full citizens of the 
country,” said George Aditjondro, a doc- 
toral student at Cornell University. 

A useful intermediary in the Kedung 
Ombo dispute may come from an unlikely 
source. A recently established grouping of 
Muslim intellectuals (1CM1) met Ismail at the 
end of March and offered to mediate in 
the dispute. Under ICM! prodding, it ap- 
pears the government may be prepared to 
let the Kedung Pring farmers move to a 
nearby rice-growing area at Geneng Sari. 8 





NEW ZEALAND 





-: Despite massive protest marches by wor- 

“ried workers, the National Party govern- 
ment is all set for the most drastic reform 
of New Zealand’s labour laws in a cen- 
tury. On 15 May, a far-reaching deregula- 

-tion will come into force which the gov- 
ernment says is necessary to rescue a 
badly ailing economy, but which unions 
claim will leave workers wide open to 
exploitation by employers. 

Since 1894 workers, unions and 
employers have been locked in a state- 
supervised system of collective bargain- 
ing and awards, which placed restrictions 
on industrial action and gave the unions 
exclusive right to represent workers in 
designated trades and industries. But as 
the economic recession of the 1980s 
ground on, this system has increasingly 
been seen as being counter-productive 
and obsolete. 

Legislative revisions in the late 1980s 
eased some of the rules that hindered the 
restructuring and streamlining of busi- 
nesses. Some unions began to seek deals 
with employers that allowed more flexi- 

_ ble work practices and wage payments, 
- leading to. significant improvements in 
labour productivity, notably in public- 
sector infrastructure areas such as tele- 
communications. But the government 








Out on their own 


has said that gradual reform is too slow 
for an economy in crisis. Under legisla- 
tion now before parliament, the 1894 sys- 
tem is to be abolished. 

The new law replaces it with a system 
of contracts between individual workers 
and employers. Workers may choose bar- 
gaining agents, including unions, but 
employers do not have to recognise them. 
Collective contracts between groups 
of workers and employers are allowed 
and enforceable through the courts. 
Strikes are unlawful except in very limit- 
ed circumstances and closed shops are 
banned. A minimum code sets a so- 
far unspecified — but low — minimum 
wage and holiday and sick leave bene- 
fits. 

“Harsh and oppressive” contracts will 
be contestable before an employment 
tribunal. But unions claim the new law 
leaves workers — particularly those in oc- 
cupations or workplaces difficult to or- 
ganise — at the mercy of employers, who 
will be able to offer terms far below those 
stipulated in negotiated and enforceable 
awards. Cases have been cited of work- 
ers being subjected to pressure in ad- 
vance of the new law. 

Some employers, among them the 
Telecom Corp., worry that the good rela- 
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tions they have established with unions 
— through which they have reshaped 
work systems — will be destroyed and 
that they may face a multiplicity of bar- 
gaining agents. 

The government argues that the effect 
of the change will be much less than 
feared. Only 40% of the workforce is 
covered by awards anyway, Labour 
Minister Bill Birch says. He claims the 
new flexibility will allow many workers, _ 
particularly women, the opportunity to`: 
take part-time jobs and will improve pro- 
ductivity — and eventually wages — for 
others. Employers say they will be able to 
relate wages more closely to profitability 
and productivity growth. 

Assessments vary widely on how dis- 
ruptive the new arrangements will prove 
and on how fast the economic benefits 
will flow. With unemployment at around 
10% and rising, the deregulation will put 
a downward pressure on wage costs and 
individual wages. Together with benefit 
cuts that came into force on 1 April, the 
effect will be to cut real incomes. This in 
turn may reduce imports and so help to 
bring the external account, in deficit for 
17 years, into balance. 

But if prosperity returns, there may be 
a sting in the tail for employers. Without 
the restraint of state arbitration they may 
be less able to resist demands for higher 
wages. For the moment, however, mired 
in recession, the government and the em- 
ployers are not impressed by such argu- 
ments. Colin James 
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WestLB belongs at the 
top of your shortlist for cor- 


porate business. 


20 years of experience in Car- 
porate Finance, the solidity of 
a state bank and the leading 
role played by WestLB. On 
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this sound foundation, WestLB 
successfully combines classi- 
cal products with innovative 
solutions, applying the right 
mix of state-of-the-art tech- 
nology and personal creativity 
That's why WestLB rightfully 
belongs at the top of your 
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shortlist from Corporate Fi- 
nance and Investment Banking 
to Treasury. And in a global 
network stretching from Dus- 
seldorf to New York and from 
Tokyo to London, WestLB is 
perfectly at home where you 


are: in international finance. 


The Westdeutsche Landesbank 


Head Office: Düsseldorf. 










Branches, subsidiaries or 
representative offices in 
t5 European countries 

as well as in Belang, 
Hong Kong. Melbourne, 
New York, Osaka, 

Rio de Janeiro, Singapor, 
Tokyo, Toronto. 
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NON-STOP i | 
Cathay Pacific now introduce 
CX251/250 as a daily non-stop 
service between Hong Kong and 
London, Heathrow. With our daily 
flights to Gatwick and twice weekly 
service to Manchester, we now offer 
direct flights to 3 destinations in the 
U.K. So not only do we ensure you 
arrive in better shape. We make sure 


you do so at your convenience. 
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CATHAY PACIFIC 
Arrive in better shape. 
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Blueprint for more conflict 


n one of the UN’s most ambitious 
peace initiatives to date, the five per- 
manent members of the Security 
Council (the “Permanent Five”) have 
‘sponsored a draft Comprehensive Political 
Settlement Agreement (CPSA) aimed at 
ending 20 years of civil war in Cambodia. 
Although based on the framework docu- 
ment adopted last year by the Security 
‘Council and the General Assembly and de- 
‘signed as a basis for agreement among all 
four warring Cambodian factions, this 
document is aed and dangerous. 
The UN ‘initiative could offer a chance 
for peace, but only if the Permanent Five 
agree to revise sections of the document 
dealing with the regrouping of troops and 


| dismantling of equipment, and the electoral 
| process. In their present form, these sec- 
| tions fail to address Cambodian fears that 


peace could bring with it worse evils than 
‘war. The evils most feared are the return of 
the Khmer Rouge to power and continued 
Vietnamese influence on Cambodia. 

~. As six well-known Cambodians argued 
in a letter to US President George Bush in 
‘August 1990: “There is a direct link be- 
tween a complete and verified Vietnamese 
withdrawal and the non-return of the 
genocidal regime.” The trouble with the 
UN proposals is that neither the original 
framework document nor the draft CPSA 
deals with this link. Instead, the proposals 


¿rely overwhelmingly on the goodwill and 


honesty of all the concerned parties — a 


|. doubtful basis for peace, considering the re- 
4 cord of some of them. 


It is a fact of recent Khmer history that 
there has been no Vietnamese interference 
in Cambodia without the consent of some 
Cambodians: in 1970, Prince Sihanouk re- 
quested North Vietnamese and Vietcong 


_ intervention to help bring down the Lon 


Nol regime; today, the Phnom Penh gov- 


{| ernment is attempting to bring back the 
|- Vietnamese in order to prevent the return 
of Pol Pot. 


` The Permanent Five ought to accept this 
profound reality in Cambodia. To eliminate 
the possibility of the return to power of the 
‘Khmer Rouge is also to eliminate the possi- 
bility of Vietnamese interference. Yet, the 
draft CPSA seems dangerously weak in the 
way it addresses both concerns. The pacifi- 


-| cation process proposed in the draft is en- 
_ | tirely voluntary and rests on nothing more 


than the goodwill of the belligerents. Apart 
from this basic defect, the process is open 


| to three major criticisms. 


First, the draft stipulates that a ceasefire 


By Raoul Jennar 


will come only after the settlement of all 
outstanding political issues. That means 
that during the crucial negotiating period, 
the Paris conference will be subject to the 
pressure of military events. 

Second, the ceasefire process is to be 
executed in two phases. During the first 
phase, there will be nothing but the good 
offices of the UN secretary-general to en- 
sure that the ceasefire is observed. This 
phase had to be included in the plan, ac- 
cording to some UN sources, because the 
UN‘s peacekeeping machinery is so slow 
that at least six months will be needed to or- 
ganise and despatch a military contingent. 

The six-month transition period would 
offer an opportunity for anyone wishing 
to profit from the general in- 
difference of the outside 
world to Cambodia’s affairs 
that is likely to follow a set- 
tlement. Some to the 
dispute might see this as the 


We may see 


York Times correspondent — that he was 
optimistic about the provisions for elec- 
tions: “The enhanced role envisaged for 
the UN in a comprehensive settlement is 
designed to prevent the return to power or 
to any position of authority of Pol Pot and 
his senior associates responsible for the 
atrocities of the 1975-78 period.” 

I would like to share his conviction but, 
unfortunately, the opposite is likely: what 
we may see is a general amnesty for crimi- 
nals under the solemn auspices of an act of 
international law. The plan proposed by 
the Permanent Five, its Annex 3, 
raises the possibility of the Khmer Rouge 
returning to power legally. 

In one of its most crucial passages, 
Annex 3 establishes that “all 
Cambodians, including those 
who at the time of signature 
of this Agreement are Cam- 
bodian refugees and displac- 
ed persons, will have the 


time to make a decisive ter- a general same rights, freedoms and 
ritorial advance. opportunities to take part in 
The third weakness of amnesty for the electoral process.” 

the UN draft is that the ge Article 2. of the same 
pacification process is volun- criminals annex says “the election . 
tary. When the second phase will be held in Cambodia on 
of the ceasefire starts, the under the a nationwide basis in accor- 
parties will furnish the UN = dance with a system of pro- 
with all relevant information auspices of portional. representation on 
on their military forces —in- , P the basis of candidates put 
duding structure, location international forward by political parties.” 
and movement of units, Election gains by. the 
bases and supply lines. The law Khmer Rouge may seem im- 


draft cpsa provides no 

guarantee of a happy end- 

ing to this process. It appears that the UN 
will simply have to make do with whatever 
information the conflicting parties choose to 
provide, while putting up with the mutual 
recrimination that such a system will en- 
gender. 

We are touching here on a particularly 
sensitive point in the arrangements. In all 
analogous situations, there is always the 
fear that the adversary will disarm less 
quickly and less completely than one’s own 
side, so that mistrust invariably sets in. In 
the present case, the risk is that of the 
Khmer Rouge continuing to have an armed 
force at its disposal, when all the other 
forces have been demobilised. 

The electoral process established by the 
draft CPSA is another cause for serious un- 
easiness. In December 1990, Australian For- 
eign Minister Gareth Evans confided in a 
letter to Dith Pran — the Cambodian in The 
Killing Fields who was the assistant of a New 
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probable, but this view is 

absolutely wrong. Anyone 
familiar with the history of communism in 
Cambodia will remember that the intensity 
of the Khmer Rouge terror was not the 
same everywhere and that conditions were 
relatively good for the “old people” — the 
peasants who lived under Khmer Rouge 
rule before 1975. Cambodia watchers will 
confirm that there are people in the coun- 
tryside who agree with some aspects of the 
Khmer Rouge programme. This means 
that, given a system of proportional rep- 
resentation, the Khmer Rouge will certainly 
have members in the house. 

A system of proportional representation 
favours the presence in the parliamentary 
assembly of the widest diversity of opin- 
ions. To obtain a majority, one therefore 
needs to form a coalition. Given this back- 
ground, who would dare to guarantee that 
Sihanouk, for example, with his longstand- 
ing links with China, would not choose to 
form a majority coalition with his current 
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partners in the anti-Phnom Penh line-up? 

The Permanent Five's plan, in its pre- 
sent form, not only authorises the former 
butchers to represent their victims in all le- 
gality but also to govern them, and once 
again to occupy the seat of power with all 
the risks that it represents. I have submitted 
this interpretation to qualified representa- 
tives of the Permanent Five. All but one 
confirmed the accuracy of the analysis. 

The authors of the Cambodian plan 
seem to have been inspired by a peace- 
keeping operation which ranks among the 
most remarkable UN successes: the super- 
vision of the Namibian election. This prece- 
dent provides too tempting a model. In 
Cambodia, it is not simply a question of or- 
ganising free and fair elections but also one 
of ensuring that those who could threaten 
the liberty of the Cambodian people from 
within or without are prevented from re- 
turning. 

Another weakness of the electoral pro- 
cess proposed by the draft CPSA is the docu- 
ment's silence about the right of Vienam- 
ese settlers to take part in elections. 

There has always been a Vietnamese 
presence in Cambodia. This population, 
nearly always hard-working and peaceable, 
nevertheless constitutes a precious informa- 
tion channel for Hanoi. In the future it 
could be used for other ends, for example, 
to try to influence the results of the ballot. 

Since the Permanent Five’s plan fails to 
indicate the criteria for Cambodian citizen- 
ship, there are no guidelines to define the 
electoral status of the thousands of Viet- 
namese living in the country. This silence 
would provide an excuse for any group to 
dispute the validity of the elections. 

The originators of the UN plan them- 
selves admit that the draft CPSA relies on 
one fundamental pre-condition: confi- 
dence. According to the Permanent Five, 
this confidence is the only basis on which 
UN can intervene. The Permanent Five 
have excluded the possibility of the UN 
exerting its authority or enforcing a cease- 
fire, so that no other alternative is possible. 


A prime isite for creating a cli- 
mate of aA rm Cambodia is taking 
into account what the Cambodians fear 
above all: the danger posed by Pol Pot and 
the Khmer Rouge leadership, on the one 
hand, and of Vietnamese interference, on 
the other. 

In recent history there have been many 
peace treaties which contained the seeds of 
new conflicts. The world powers are not in- 
fallible. In all such situations it is the inno- 
cent who pay the price for the mistakes or 
the oings of the rulers. Learning the 
lessons of the recent past will spare more 
suffering by a people who have already suf- 
fered unbearably. n 


Raoul Jennar, a former political adviser to the 
Belgian foreign minister, is now a diplomatic ad- 
viser to the NGO Forum on Cambodia. 











SRI LANKA 


Tamil insurgency fails to prevent local elections 


Time-out for ballots 





By Manik de Silva in Colombo 


resident Ranasinghe Premadasa’s 

ruling United National Party (UNP) is 

odds-on favourite to win munici 
and local elections on 11 May, the first to be 
held since Premadasa won a hard-fought 
presidential election in December 1988 and 
led the UNP to a comfortable parliamentary 
election victory two months later. 

Premadasa used emergency regulations 
to postpone polls in the disturbed northern 
and eastern provinces where the in- 
surgency led by the Liberation Tigers of 
Tamil Eelam (LTTE) shows no sign of abat- 
ing. Elsewhere polling will be held in 10 
municipalities, 32 urban councils and 194 
regional councils. 

Despite the bleak prospects for a quick 
resolution to the Tamil conflict, Premadasa 
felt confident enough to push ahead with 
the polls, especially after ending the bloody 
insurrection by the radical leftwing Sinhal- 
ese group, Janatha Vimuk- : 
thi Peramuna (JvP), which 
had paralysed the south in 
1989. 


Opposition leader and 
former prime minister 
Sirima Bandaranaike has 
succeeded in forging a 
loose anti-UNP front led 
by her Sri Lanka Free- 
dom Party (SLFP). The 
Trotskyite Lanka Sama 
Samaja Party (LSSP) and 
the pro-Moscow Com- 
munist P. — which 
helped her rout the UNP in 
1970 but was later expelled 
from her united front 
government — are back 
under the SLFP umbrella 
for this contest. So is anew 
political party, the Baheja- 
na Nidahas Pakshaya (BNP), led by Mrs 
Bandaranaike’s daughter, Chandrika Ku- 
maranatunge. 

There are bitter differences between the 
radical Chandrika and her brother, Anura 
Bandaranaike, the SLFP’s national organ- 
iser. Analysts are convinced that Mrs Ban- 
daranaike, who is campaigning tirelessly 
for this election, has postponed her re- 
tirement from politics partly for reasons 
linked to the SLFP leadership succession. 
Premadasa has seized the opportunity to 
present the SLFP as a dynastic party, with 
the leadership confined to the Bandara- 
naikes. 
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Premadasa: peace promises. 


The opposition alliance is a fragile 
grouping created in the knowledge that no 
single party can stand up on its own to the 
UNP. Experience at previous national and 
local elections has confirmed this view, but 
forming a common front has been beset 
with difficulty. For one thing, the leftist par- 
ties cannot forget the humiliation of being 
ejected from the united front government 
by Mrs Bandaranaike in 1975. The SLFP, on 
the other hand, believes that the Left has 
no independent political existence without 
her support. 

Yet, the desire to beat the UNP is so 
strong that the alliance partners have even 
abandoned their usual election symbols to 
campaign under a common banner. The 
front is fighting this election under the chair 
symbol, abandoning the SLFP’s hand sym- 
bol, the Lssp’s key and the communists’ 
star 


Unlike the last presidential and par- 
liamentary elections, which the JvP tried to 
wreck by murdering candi- 
$ <7 dates and election officials, 
sj the present election is 
being held with the au- 
thorities in full control of 
law and order. Premadasa 
is taking credit in the cam- 
paign for ending the “jvp 
menace” and is promising 
to restore peace in the 
north and east “through 
negotiations or determina- 
tion.” 

The government's fail- 
ure to quell the LTTE- 
led insurgency is a ma- 
jor plank in the opposi- 
tion platform. That war 
has intensified in re- 
cent weeks — with more 
than 100 soldiers killed 
in April alone — and Mrs 
Bandaranaike has accused the admini- 
stration of allowing the LTTE to re-group 
and re-arm during 14 months of peace ne- 
gotiations which ended last June with the 
Tigers turning their guns on the security 
forces. 

Premadasa, who is keen to ensure a 
good turnout at the poll, has been telling 
crowded rallies that the country is headed 
in a new direction with government pro- 
grammes, such as the poverty-alleviation 
scheme, now on stream. But while the rul- 
ing party is likely to take control of the 
majority of the local authorities, surprises 
cannot be ruled out in some areas. a 
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SALVAGE 


A trove of history — and gold? 


Full fathom five 





By Doug Tsuruoka, at sea off Port Kelang 


ven by the standards of off- 
I | | shore Malaysia’s wreck-rich wat- 





ers, World War II was a bumper 

season for sunken ships. The 
names of Britain’s lost warships still reso- 
nate across the intervening half-century: 
the battleship Prince of Wales and the cruiser 
Repulse, now rusting off Kuantan on the 
east coast, or the troopship Empress of India, 
now coral-encrusted in the sealanes of Sin- 
gapore. 

One recent discovery, in the waters of 
this bustling port a few kilometres south- 
west of Kuala Lumpur, is evoking anew 
some long-dormant tales of heroism, horror 
and sunken treasure. 

Salvage diver Stanley Yeong, who first 
stumbled upon the wreck, is convinced 
that the badly shot-up plates are the re- 
mains of The Straits Steamship Co.’s SS 
Darwell or its sister ship, the SS 
Kudat. The two vessels (which locals 
still refer to interchangeably) were 
well-known in their time as work- 
horse ferries that plied the waters 
between Singapore and Borneo. 

Yeong believes the ship he has 
found “was chartered during the 
war to ferry British miners and plant- 
ers in the retreat from the Japanese 
forces.” The ship's real identity may 
never be known for certain, how- 
ever. The Kelang harbour-master 
has no record of such a charter. 

Eric Jennings, a former soldier 
and Singapore newspaper editor, 
says that so many ships were sunk 
in Malayan waters by the Japanese 
during the war that the seabed there 
is virtually a “saga of the Straits 
Steamship Co.,” making it all but 
impossible to distinguish one hulk from 
another. But Royal Air Force veteran Pat- 
tick Rajamanikam, of Kelang, maintains 
that the ship could not possibly be the Dar- 
well, since he fled to Java aboard that vessel 
along with other British troops in 1942. 

Whatever the true identity of Yeong’s 
find, the incident which sent the ship to its 
watery resting place is still indelibly etched 
in the minds of a few surviving eye- 
witnesses. Residents on Pulau Ketam, a 
nearby fishing island, recall the day, nearly 
50 years ago, they watched 10 Japanese 
“Zero” fighters strafe the heavily camou- 
flaged vessel. 
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According to witnesses, the British took 
pains to disguise the ship after it took on 
passengers and cargo at Kelang’s old South 
Port. It was covered with tree branches 
to make it look like a “floating island.” But 
enemy planes found it, nevertheless, 
prompting the ship’s captain to make a last- 
ditch effort to save the lives of his passen- 
gers by running the steamer aground on a 
nearby beach. 

Numbers of women and children scam- 
pered into the “safety” of a mangrove 
swamp under intense Japanese fire — only 
to perish later, presumably, from hunger 
and exposure. 

“There were survivors [from the ship]. 
But where they went I don’t know,” recalls 
Ang Tai Chun, an 88-year-old former 
fisherman who witnessed the attack from 
his boat. “A few days later I noticed many 
dead bodies floating around.” 

Some of these cadavers, when they 





Yeong’s salvage vessel. 


washed up on the beach, provided the oc- 
casion for local Malays to vent their hatred 
of the British colonial overlords. “First, they 
would bow low to the bodies and say 
‘Good morning, Sir,” recounts Kelang resi- 
dent Khajis bin Mohammad. Then they 
would strip the corpses of their jewelry and 
beat them with sticks, while rhythmically 
incanting the words “tuan, tuan, tuan” 
(Malay for “master’). 

The grisly story does not end there. Vil- 
lagers in nearby kampungs say they re- 
fused to eat seafood for more than a year 
after the attack when rings and other ob- 
jects turned up in the stomachs of the fish 
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they caught. Local legend has it that venge- 
ful ghosts have haunted the area ever since. 

After the Japanese attack, the smoking 
hull drifted away and sank about 100 yards 
offshore. By some accounts, the ship nally 
sank when one of the “Zeroes” plunged 
into it Kamikaze-style after the fighter 
planes’ small bombs failed to sink it. 

Today, the wreck is almost inaccessible 
except by boat — a journey of over an hour, 
threading through sprawling mangrove 
swamps dotted with the ramshackle huts 
of meh-rie, or sea aborigines. It is a perilous 
journey, especially at night because of the 
huge tankers and container ships which 
criss-cross the area. Our small launch near- 
ly capsized twice. 

What is left of the ship lies in about 12 
fathoms of water in Port Kelang’s South 
Channel. No sign, anymore, of the mur- 
derous cannon fire that once raked the 
ocean’s surface here: the steel blue waters 

over the site are silent now, except 
g perhaps for the occasional screech of 

a sea eagle. Underwater, the visibi- 

lity is so poor that a diver can barely 

see his hand in front of him. 

The wreck itself is overgrown 
with barnacles and snagged with 
nets, attesting to the area's popular- 
ity as a commercial fishing ground. 
Huge groupers and snappers report- 
edly use the ship’s hulk as a hideout 
and locals say there are big sharks in 
the area, though Yeong has never 
seen any. 

Salvage attempts to date have 
been complicated by the vicious 
currents which sweep the channel 
where the ship lies. So Yeong 
wraps a life-line around his waist 
which is held by one of his div- 
ing assistants. So far, all he has 

been able to do is crawl through a port- 
hole into a compartment where he re- 
trieved some old fire hoses — nothing of 
value has yet been found in the wreck, he 
insists. 

Nevertheless, he keeps the ship's pre- 
cise coordinates a closely-guarded secret — 
purportedly on the grounds that wrecks are 
dangerous places, especially for amateur 
divers. There may be other reasons, as 
well: rumours persist that the vessel was 
carrying gold. 

After all, the contents of more than a 
few bank vaults and strongboxes were 
emptied and hoisted onto any available 





means of transport when the British began 


their hasty retreat from the Japanese in 
1942. And there is the question of why they 
took such pains to conceal the vessel. 
Ang, for one, is convinced there is loot 
to be found — a claim which earns him no- 
thing but derision from the mahjong-play- 
ing hangers-on at the Pulau Ketam Chinese 
Temple where he works as a caretaker. 
Still, Ang relates, the Japanese did take the 
‘trouble to send four lighters to salvage the 
ship about a-year after it sank (though, he 
adds, they failed to recover anything after 
one of their wooden winches snapped). 
One well-connected local businessman 
has expressed an interest in salvaging the 
wreck, But steps must still be taken to iden- 
-tify the ship and secure its cargo and pas- 





senger manifests. At the very least, Yeong 
believes an investigation of the wreck could 
help the relatives of those who disappeared 
during the Japanese attack to account for 
their missing kin. “What was it carrying 
and who was on it?” he asks. 

Yeong also has plenty of other wrecks to 
keep him busy for years to come. One of 
them is the pottery-strewn site of a 17th- 
century sea battle between the Dutch and 
the Portuguese off Negeri Sembilan. But in 
this case, the local natives are warning him 
off. They say a dangerous whirlpool domi- 
nates the area and that the wreckage itself 
is guarded by a jealous sea god. 

He emphasises, however, that any 
work on historic sites such as this will be 
undertaken in cooperation with the Malay- 
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‘By Paul Handley in Bangkok 
: 0: view in Bangkok's Chatuchak 





Park are bears and tigers, gibbons, 
eee wallabies, and a kaleidescope of 
‘tropical birds from as far away as South 
America. The animal collection could com- 
=> pete with many of the region’s zoos. The 
difference is that the animals are all for sale. 
Chatuchak, the city’s massive weekend 
market, has now become a symbolic target 
of international wildlife protection groups. 
They have singled out Thailand as the 
world’s foremost centre for trading in 
wildlife, much of it protected species. The 
wares include live creatures, as well as ani- 
mal skins, bones and organs. Dwindling 
plant species such as exotic jungle orchids 
are also sold in bulk. And Chatuchak is 
only the visible tip of the iceberg, conser- 
A new report by the London-based 
group Trade Record Analysis of Flora and 
Fauna in Commerce (TRAFFIC) calls Thai- 
land a worldwide “laundering centre” for 
|- Yare birds, mammals, fish and plants, as 
well as items like ivory, protected crocodile 
_-» skins and rhino horns. Years of interna- 
«s. tional pressure, the report adds, have yet to 
_ elicit any concrete response. 
TRAFFIC and the World Wide Fund for 
. Nature (WWF) submitted the report in mid- 
~~. April to the Convention on International 
Trade in Endangered Species (cires). The 
result was a call by the 110-member ciTEs 
- for a worldwide embargo on trade with 
~ Thailand in any form of wildlife, plant or 
| > animal, rare or not. 
o Thais are dismayed at what they regard 
“aS a gratuitous attack, seeing it as just 
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Thailand leads the world in illicit wildlife trade 
The crass menagerie 


another instance of outsiders picking on the 
country simply because it is more accessible 
to foreign journalists and activists. 

Not that the embargo was exactly unex- 
pected, Thailand has been a party to CITES 
since 1983, and the organisation has been 
mooting sanctions against the country for 
over a year. The only reason it has been de- 
layed this long has been to allow the 1990 
international ban on ivory trade to sink in, 
just in case Thailand should be moved, at 
last, to clean up its act. 

It has not done so. On the contrary, the 
trade has actually grown in the past couple 
of years. The Royal Forestry Department 
(RFD), in charge of policing wildlife habitats, 
is understaffed and politically weak. A few 
of its officials have proven corrupt. 

But even the most honest RFD can 
hardly hope to prevail against the compli- 
city in the trade of the military and some 
elected officials. Airlines, too, conveniently 
turn a blind eye to illicit wildlife 

Nor has the CITES embargo noticeably 
slowed down the trade. No sooner had it 
been passed than local conservationists 
found themselves in a losing battle to keep 
three tiger cubs out of the clutches of a mi- 
litary-run zoo, And a newly opened “safari 
park” east of Bangkok has been blithely ex- 
panding its menagerie with acquisitions of 
protected species. 

As for the wildlife vendors of 
Chatuchak, they are still operating, albeit 
much more cautiously after a visit by Prime 
Minister Anand Panyarachun. 

The TRAFFIC report described large quan- 
tities of worked ivory for sale to locals and 
tourists, even at Bangkok’s Don Muang In- 
ternational Airport. While sellers and fac- 
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sian Government and local marine au- 
thorities. “I would love these things of old 
to be preserved for the people.” 

Such projects are part of a boom in lo- 
cal marine salvage operations. Advanced 
sonar and diving equipment now makes it 
possible to locate wrecks that were formerly 
beyond the reach of commercial divers. 
Yeong says, in fact, that inquiries are begin- 
ning to stream in from overseas clients who 
are interested in investigating historic 
wrecks in nearby waters. 

All these recovery efforts, of course, 
must be in conformance with strict anti- 
quities laws in both Malaysia and Indo- 
nesia. But they all testify to the secrets 
which are still waiting to be unlocked in the 
seas off Malaysia. a 


tories have insisted that the ivory is from 
Thai and Burmese elephants, TRAFFIC said 
the characteristics of some of the pieces 
indicated it came from African 
elephants. Many suspect that after the 
ivory trade ban by cires last year, much of 
what had been held.as stocks in Hongkong 
and elsewhere was sent to Thailand. 

TRAFFIC also documented massive im- 
ports of caiman alligator skins from Central 
and South America. Boonlert Angsirijinda, 
head of the RFD’s wildlife conservation divi- 
sion, estimates some. 750,000 skins entered 
Thailand last year. A-large amount was 
processed into shoes, handbags and the 
like, but much was also laundered through 
to other destinations. 

While the mammal trade in Chatuchak 
has been driven behind closed doors, 
macaws, cockatoos, parrots and birds of 
paradise banned from export in their native 
countries are openly marketed. 

Why Thailand has not enforced its. ac- 
cession to CITES, explains Boonlert, is ‘that 
no local enabling law was passed to give 
the RFD enforcement powers. A planned 
law has been stalled by politics and corrup- 
tion at higher levels in the government for 
six years. 

Responding immediately to the CITES 
ban, Anand Panyarachun gave the RFD 
only a couple of weeks to get a draft law 
to the cabinet, and his aide Meechai 
Viravaidhya is pushing to see it through. 
Meechai, Ace subsequently asked CITES 
for a grace period to enact the law. Some 
see this as just another stall. 

But what is also needed is a way to en- 
sure that private traders and zoos will not 
exploit a loophole in the existing law — 
which actually allows ownership of some 
protected Thai and foreign species — to re- 
sell the animals they have legally acquired. 
The prohibition of the harvesting of Thai 
species, whether common jungle birds or 
rare orchids, also needs to be enforced. All 
this is why local environmental groups are 
lobbying for all ownership of wildlife to ls 
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What makes the world go round 





The Prize by Daniel Yergin. Simon & Schuster, 
New York. US$24.95. 


Daniel Yergin has written a very big and 
very good book about an epic subject: the 
history of oil in the 19th and 20th centuries. 
To Yergin, control of oil has meant mastery 
in our time. The black, sticky detritus of 
dead dinosaurs has shaped the world eco- 
nomy, significantly altered relations 
among nation states, and irrevoca- 
bly changed the way we live. His 
877-page tome tells us how and 
why. 

The Prize manages to be both 
serious socio-economic _ history 
and wonderful entertainment. Yer- 
gin, a former Harvard professor 
and author of several books on 
foreign policies, has a real knack 
for making his characters come 
alive. Of course it helps that he 
has a great cast to work with. 
The abstemious and humourless 
corporate titan John D. Rockefeller, 
the lending officer at an Oklahoma 
bank who personified the success 
of the 1980s by drinking Amaretto 
and soda out of his Gucci loafers, 
Mohammed Mossadegh, Admiral 
Yamamoto, T. Boone Pickens, and 
drive-in hamburger king Ray Kroc 
are among the hundreds who make 
vivid appearances. 

At the same time, Yergin man- 
ages to weave in the bigger strate- 
gic and economic issues. Technical 
matters, ranging from seismo- 
graphy to synthetic fuel produc- 
tion, are also handled deftly. 

Yergin argues that oil has defined global 
politics and the development of capitalism. 
The search for the stuff and mastery over it 
gave rise to the world’s first multinational 
corporations, making oil “the world’s big- 
gest and most pervasive business.” Oil, un- 
like other commodities, has shaped na- 
tional strategies. Furthermore, and perhaps 
most obviously, oil has changed the way 
we live. Over the last 140 years, oil has 
made us more productive and more 
mobile. It has made us “hydrocarbon man,” 
in the words of the author. 

Approaching its subject chronologically, 
the book starts in the 1850s, when an entre- 
preneurial linguist named George Bissell 
first got the idea that crude oil, then used as 
a patent medicine and a remedy for open 
sores on horses and mules, could be put to 
work as an illuminant. Bissell is followed by 
a parade of rogues and visionaries (some- 
times one and the same), all seeking to get 
rich quick whether they be in Baku or 
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Texas, whether they be hillbillies or aristo- 
cratic Swedes. 

Order came only in 1882 with the 
founding by Rockefeller of the Standard Oil 
Trust. Rockefeller, with his piercing blue 
eyes, sharp red pencil and upright bearing, 
“took a wild, youthful, unpredictable and 
unreliable industry and relentlessly trans- 
form{ed] it into a highly organised far-flung 





‘Hydrocarbon man.’ 


business that satisfied the basic hunger for 
light around the world.” 

There were other pivotal characters in 
the early days, some who figured rightly 
that oil's future would centre more on its 
ability to power machines than to provide 
light, some who understood that it was a 
strategic, finite prize that would eventually 
be fought over, some who watched what 
Rockefeller had done in the US and saw a 
pattern to be copied. The son of a Jewish 
shell merchant in the East End of London, 
Marcus Samuel, was the first to see the un- 
tapped potential of sales in Asia, teaming 
up with the French bankers the Rothchilds 
to capture the Far Eastern market before 
Standard Oil made its move. 

Samuel, who named his company in 
honour of his father’s vocation, later 
teamed up with some hardy Dutchmen, 
who were attempting to strike it rich in the 
steamy jungles of the East Indies. The re- 
sult, after several decades of corporate 
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twists and tums (all captured in loving but 
rarely tedious detail by Yergin) was Royal 
Dutch Shell. 

As the uses for oil grew and exploration 
and distribution became more systematic, 
petroleum politics was born. Standard Oil 
was dismantled by the US Congress for fix- 
ing prices. The British Government bought 
a controlling interest of a major concession 
founded in 1901 in Persia, the first of sev- 
eral direct and indirect moves by Western 
governments to secure effective hegemony 
over Middle Eastern oil. Navies began to 
shift from coal power to oil. World War I 
became the first conflict where oil really 
mattered. 

Yergin uses anecdotes to good effect. To 
illustrate how important oil became in World 
War I, a war where “victory of the Allies | 
over Germany was in some ways the victory 
of the truck over the locomotive,” Yergin 
tells the story of how the old French general 
Joseph Gallieni commandeered the taxis of 
Paris to move troops out to meet advancing 
German soldiers in 1914. The armada of taxi- 
cabs, their flags down to capture a full fare, 
was the first motorised convoy in history, 
“driving as only Parisian taxicab drivers | 
can, speeding and passing and repassing 
each other, their headlamps darting points 
of light along the dark roads.” 

The outcome of World War I showed | 
once and for all that oil was perhaps the 
most important of strategic commodities. It | 
became a symbol of sovereignty, one which 
“inevitably meant a collision between the 
objectives of oil companies and the interests 
of nation states, a clash that was to become 
a lasting characteristic of international poli- 
tics.” 

The Lazaro Cardenas government of 
Mexico sought to breach the power of the 
oil companies by nationalising them in 
1938, while the government of Venezuela 
took a more cautious approach, asking for a 
fairer split of the profits than that offered by 
the companies in 1943. i 

Would War II also came about, in part, 
because of a desire by the aggressors to 
control more oil. Germany and Japan lost 
the war, Yergin contends, because they 
failed to achieve that end. One particularly 
vivid section of The Prize tells how Dutch 
workers sabotaged refineries in Borneo to 
deny them to advancing Japanese troops. 
The Germans failed to take the Soviet oil 
fields of Central Asia because they ran out 
of gas, a fate that also befell (though failed 
to stop) the American general George Pat- 
ton as he made this way across Europe in 
August 1944. 

Throughout his book, Yergin pays par- 
ticular attention to the development of the 
US oil industry and the national policies 
that both helped and impeded it. Just as oil 
was not simply another commodity, gov- 
emment petroleum policies had a broad 
impact on the national economy and fre- 
quently conjured up strong emotions. Ef- 
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forts by the US states to stabilise their own 
oil industries, sometimes in defiance of 
Washington, set the patterns that would 
later be replicated by the Organisation of 
Petroleum Exporting Countries (Opec). The 
Venezuelan energy minister Juan Pablo 
Perez Alfonso, who first conceived of a 
global organisation that would regulate 
prices on the part of producing nations, 
took his blueprint from the Texas Railroad 
Commission. 

The second half of the book focuses on 
‘the major post-World War II deals between 
Middle Eastern governments and the big 
oil companies, arrangements which made 
the world price of oil cheap enough to fuel 
unprecedented economic growth. World 
_ energy consumption, spurred by the crea- 
tion of such powerhouses as ARAMCO and 
> by improvements in drilling technology, 
=" trebled between 1949 and 1972. In Japan 

alone, notes Yergin, energy consumption 
-> increased 137 times over. Taking occasional 
breaks from the high politics of oil during 
the critical post-war period, the author de- 
tours to look at the proliferation of shop- 
ping malls and motels made possible by 
cheap gas. He even offers a history of the 
New Jersey turnpike. 

The flip side of heedless consumption 
was great vulnerability. Yergin points out 
that by the early 1970s the industrial coun- 
tries were addicted to cheap oil. Their own 
production was down and exploration was 
no-longer a priority. It took the Shah of Iran 
and Muammar Qaddafi, bitter rivals, to put 
the squeeze on, leap-frogging one another 
_to-raise the price of oil even higher before 
_~ being harnessed together into a workable 
Opec by the formidable Saudi energy 
<- Minister Ahmed Zaki Yamani. 

The 1973 Opec oil embargo that stem- 
med from the Yom Kippur Arab-Israeli war 
proved that “as war was too important to 
be left to the generals, now oil was clearly 
too important to be left to the oil men.” 

©» Once the province of wildcatters and minor 
government functionaries, oil was now a 
_ subject of the highest councils (even Henry 
__. Kissinger wanted to know more about it, 
_ Yergin wryly notes). 
< The 1973 oil shock marked the culmina- 
tion of the transfer of power from oil com- 
panies, which for decades had controlled 
: product. and’ price, to producer govern- 
ments. For the next decade, the Opec gov- 
ernments did their best to take advantage 
of the situation, raising prices from US$2.90 
|= a barrel to US$13 a barrel. The fall of the 
Shah in 1979 marked yet another stage 
where the pricing of oil could no longer be 
__ © controlled by a cartel but became a function 
oof market forces. Panicky traders sent 
prices from US$13 to US$34 a barrel be- 
tween 1979-81. 

Opec was rendered ineffective not only 

by its own over-production and by infight- 
ing amongst its members, but by a reason- 
~ ably successful drive on the part of the in- 
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dustrial countries to reduce their depen- 
dence on foreign oil, and by massive oil 
strikes in Alaska and the North Sea. Writ- 
ing on the eve of the US invasion of 
Kuwait, Yergin says that the unsuccessful 
efforts first by the big companies and then 
by Opec to harness production solely for 
their own advantage has resulted in a 
warier, better prepared world. 

Yergin argues that the global system of 
reserves and allocation which now exists 
should make future “oil shocks” less trau- 
matic than those of the last 20 years (an ob- 
servation borne out by the relative ease 
with which the world economy coped with 
the brief price jumps caused by the Kuwait 
conflagration). Oil as a force of history has 
become bigger than nations or individuals. 
Over the next decade, writes the author, it 
is likely to be collective global concern 
over damage to the environment, and not 
greedy oil men or Machiavellian petroleum 
ministers, that governs the use and price of 
oil, @ Jonathan Friediand 





Two types of 
ambiguity 


The Deep Woods’ Business: Translations 
from the Chinese by Arthur Cooper. Wellsweep 
Press, 179 Fulham Road, London. £5.95 
(US$10.20). 


The late Arthur 
Cooper is regarded as one 
of the best English trans- 
lators of Chinese poetry. 
His choice of short, sim- 
ple words to mirror the 
laconic nature of classical 
Chinese, and his strict use 
of meters and stresses 
which almost match those 
of the original text, make 
this collection a work of 
scholarship with a human 
face. 

The collection is evi- 
dently a tying-up of 
loose ends in that it 
includes all his translat- 
ed poetry except that 
of the Tang dynasty 
poets Li Bai and Du Fu (published in 
his earlier anthology), and some pre- 
viously unpublished work for good mea- 
sure. 

This explains the lack of a consistant 
thread running through this volume. The 
34 poems range from the 6th-century BC 
Shi Jing, or Book of Odes, to Mao Zedong 
by way of 7th- to 13th-century poets 
such as Meng Haoran, Bai Juyi and Wang 
Anshi 








The subjects of the poems — love, life’s 
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cruel twists.and the beauty of nature — are 
familiar ones, but the ambiguities of 
Chinese, both within single characters and 
in the way they are placed in combination, 
can make a poem of only 20 characters 
pregnant with imagery and double mean- 
ing. The book’s very title, a translation of 
shen lin shi, taken from the 8th-century 
poem “As the Day Fades” by Pei Di, is a 
good example. Is it the woods that are 
deep, or their business? The fact that 
Cooper had more than one go at translating 
some of the poems shows their wide scope 
for interpretation. 

Parallelism, the use of characters with 
either similar or contrasting meanings in 
parallel sentence structures in successive 
lines, is a striking feature of Chinese 
that is hard to uce in other lan- 
guages. “Shen ze li/qian ze jie,” a lady in a Shi 
Jing ode tells her lover, who is too timid to 
ford a river. Cooper's rendering — “Where 
it is deep there are stepping stones, /Where 
it is shallow just raise your clothes!” — is 
not quite as concise, but at least his sense of 
meter does it justice. 

Just occasionally, to poke fun at the ef- 
forts of other translators, Cooper takes his 
own method to extremes. He renders the 
words “yi ri bu jian” in a rather obscure ode 
into rhythmically perfect Pidgin English 
“one day not see.” Going to the other ex- 
treme in the same poem, he renders ge, xiao 
and ai, three types of plant, as “a kind of ar- 
temisia . . . another kind of artemisia . . . 
yet another kind of artemisia,” as if to show 


that where poetry is concerned the price of 


linguistic accuracy is gib- 
berish, 


This collection is in a 
familiar format, with 
Chinese and English texts 
on facing pages, but the 
publisher has. had the 
original idea of having the 
Chinese written by hand 
in a wide range of styles, 
from ancient oracle bone 
to contemporary cursive 
scripts. Interestingly, two 
of the poems are written 
by Cooper himself, one in 
delightfully pictographic 
oracle bone characters, 
within which the shapes 
of people and animals, 
and nails whose square 
heads make them look like carpet tacks, can 
be easily ised. 

The last word on this volume belongs 
not with Cooper but with Li Yu (937-978), 
who envied the simple but carefree life of 
country folk in his poem “The Old Fisher- 
man.” Each of its two verses comprises two 
long lines followed by two short lines and a 
punchline. Has posterity done Li a disser- 
vice by failing to recognise his invention of 
the limerick, 900 years before Edward Lear? 
@ Richard Vivian 
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eace. 
So easy to say and yet, at times, so hard to attain. But now that peace 
is amongst us once more, there can be no nobler goal than to preserve it. 
We, at Saudia, welcome the new era of peace that dawns upon us 
and invite you to share the calm, tranquil comfort of our flights in our 
modern, quiet jets throughout our extensive network of destinations. All 
over this peaceful world. 
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By Carl Goldstein in Bangkok 
rade friction with the US is casting 
a pall over otherwise gleaming 
prospects for Thailand’s gem and 
a jewellery industry. Heavy reliance 

-on the US market — 40% of last year’s Baht 
_ 34.8 billion (US$1.35 billion) worth of total 
exports — would make the gem and 
_ Jewellery industry a prime candidate for re- 





tion. 
~ On 26 April, Washington announced 
-that Thailand had been placed on a list of 
nations considered to have inadequately 
_ protected intellectual property rights. US 
trade law permits the authorities to impose 
_ punitive duties on any of an offending 
_ country’s imports into the US. Thailand's 
gem industry believes it would be a likely 
target if the outstanding issues were not re- 
solved amicably. 
The gem and jewellery industry has en- 
joyed stellar growth in recent years, with 
exports rising an average 33% a year since 
1985. The industry has become the coun- 
_ try’s. second-largest manufactured export, 
_ ahead of integrated circuits and behind tex- 
_ tiles. And gem and jewellery export figures 
-do not take into account burgeoning sales 
-to foreign tourists, last year worth an esti- 
— mated US$900 million. 
_. Building on its competitive advantage of 
low-cost stone-cutters and easy access to 
~ local and imported rough stones, Thailand 
has become the world’s second-largest 
_ jewellery exporter after Italy. It-is second 
only to India in the export of gemstones, 
-but if current trends continue, it will domi- 
nate the trade within two or three years. 
Thailand has already surpassed East 
Asia's traditional leaders, Hongkong and 
Taiwan, in terms of combined gem and 
_ jewellery exports. Both have fallen prey to 
-Yapidly rising costs and, in the case of 
the British colony, pre-1997 political uncer- 
tainty. As the centre of gravity of Asia's 
gem and jewellery business shifts towards 
_ Thailand, Bangkok has also made itself a 
__ power in the international diamond trade. 
_ Asa result, Bombay has lost its crown as 
_. the world’s most important centre for cut- 
ting the sub-carat size diamonds which are 
_ particularly sensitive to labour costs. While 
Thailand has no cost advantage over 
_ Bombay, according to foreign gem and 
_ diamond traders, the workmanship in 
_ Bangkok is superior. Ease of communica- 












_-taliation by a frustrated Bush administra- 
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_ Thailand's gem industry Eclipses Asian rivals 


Jewels in the crown 


tions and proximity to ready ruby and sap- 
phire supplies are further attractions. Large 
diamonds continue to be worked mainly in 
Antwerp, Tel Aviv and New York. 

Last year, Thailand’s diamond exports 
for the first time surpassed shipments of 
either rubies or sapphires, long the stal- 
warts of the local industry. As a result, 
major international diamond brokers and 
jewellery manufacturers from Antwerp and 
elsewhere are setting up shop in Bangkok, 
both to trade and to manufacture. 

In affirmation of Thailand’s increasing 
importance in the diamond business, the 
giant De Beers’ Central Selling Organisa- 
tion, which controls some 80% of the 
world’s supply of diamonds, last year 
named three Thai firms as “sight-holders.” 
This allows them the privilege of buying 
rough diamonds direct from De Beers at 
“sights” held 10 times a year in London, 
rather than more expensive stones from 
brokers. 

De Beers strictly controls the supply of 
diamonds in line with its reckoning of inter- 
national market demand. As recession and 
slower economic growth in major markets 
such as the US and Japan are expected to 
hold down sales, De Beers has so far re- 
jected pleas by other Thai firms to be 
granted the same status. 

Nonetheless, at least 30 other diamond 





jewellery manufacturers are operating in 
Thailand, compared with only one 10 years 
ago, using supplies available on the open 
market in Antwerp, Tel Aviv and New 
York. 

Booming growth in gem and jewellery 
exports has Thai trade officials predicting 
that exports will reach Baht 100 billion by 
1995. This could be over-optimistic, as it 
would require better than 20% a year 
growth through that period. Even if the in- 
dustry emerges unscathed from the current 
trade row, its natural maturation may result 
in some slowing of the breakneck growth 
rate experienced in the past few years. But 
short of a major trade war with the US — 
an unlikely prospect — overall prospects 
for the industry remain sparkling. 

Thailand’s rise as an international gem 
and jewellery centre owes much to its good 
fortune in finding rich ruby- and sapphire- 
bearing mineral formations close to the sur- 
face. Some 80% of the world’s gem-quality 
rubies are now sourced from Thailand, 
though this includes smuggled supplies 
(and a small amount of legal trade) from 
Burma, Cambodia and Vietnam. 

The gem industry in Thailand dates 
back to the 1850s, when rubies and sap- 
phires were discovered in Battambang Pro- 
vince, now in Cambodia but then part of 
Thailand. In the 1870s, further deposits 
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The Taipei government is growing more 
adept in the game of cat and mouse over 
Taiwan investments in the Chinese main- 
land. It is offering incentives and threaten- 
ing penalties to encourage local com- 
panies to declare their interests in busi- 
nesses across the Taiwan Strait. 

Direct trade and investment in main- 
land China remains banned, but the 
Ministry of Economic Affairs says it will 
allow small businesses to make indirect 
investments (say, via Hongkong sub- 
sidiaries) in factories making products 
from an approved list of 3,600 items, such 
as shoes and household appliances. 





was established early this year to. coordi- 
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The Mainland Affairs Council which 


ECONOMIC RELATIONS 


Investment Straitjacket 


nate policies towards. China has issued 
new rules which it hopes will help the 
government keep an eye on investment 
on the mainland. 

The carrot comes in the form of a pro- 
mise from the Taiwan Government to 
give investors in China legal advice and 
tax benefits. The government may also 
soon allow direct remittances to China 
from Taiwan banks. This should make the 
establishment of enterprises on the main- 
land a less cumbersome affair. 

Taipei expects to establish unofficial re- 
lations with Peking through the Straits Ex- 
change Foundation set up with the legisla- 
tive approval of Taiwan earlier this year. 
The foundation is an unofficial mediation 
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were discovered in northeastern Chan- 
taburi province. Both areas were developed 
by Shan State gem traders from Burma, 
who had acquired extensive experience at 
their own country’s mines, especially the 
Mogok ruby mines northeast of Mandalay. 

Much later, in 1962, the Thai industry 
was further boosted from Burma when the 
newly installed Ne Win regime nationalised 
the mines. In the next few years, many 
Burmese — mostly ethnic Chinese — gem 
traders and manufacturers relocated to 
Bangkok. There they carried on as before, 
using smuggled stones from Burma, as 
well as locally available supplies. It was this 
influx that created the early impetus for 
Thailand to develop its own cutting indus- 
try on a large scale. 

The Thai gem industry continues to 
benefit from geography. The Luc Yen ruby 
mine, 150 km northwest of Hanoi in Viet- 
nam, has become a major source of smug- 
gled stones into Thailand. “This is the rich- 
est ruby deposit to be found this century 
anywhere in the world,” says Richard 
Hughes, executive vice-president of the 
Asian Institute of Gemological Science in 
Bangkok. 

Two Thai firms, the B. H. Group Inter- 
trade and Quality Color — the latter firm 
one of the largest semi-precious stone trad- 
ers and manufacturers in the world — two 
years ago entered into a joint venture to 
exploit the site with an agency under Viet- 
nam’s Ministry of Heavy Industry. 

The venture has been troubled from the 
start, however. The first of supposedly reg- 
ular bimonthly auctions has been post- 
poned repeatedly amid rumours of unhap- 
piness on the Vietnamese side. Quality 
Color managing director Aphichart 
Fufuangvanich says the first auction would 
be held as scheduled in May, but other in- 


group which, among other things, hopes 
to offer consular and commercial assist- 
ance to Taiwan businessmen in China and 
wants to negotiate a business-protection 
agreement. 

In the absence of an agreement be- 
tween Taipei and Peking to protect invest- 
ment, the Taiwan Economic Affairs Minis- 
ter, Vincent Siew, has said that his coun- 
try wants to promote Singapore, rather 
than Hongkong, as the conduit for 
Taiwan investment in China. Singapore 
has such an agreement with both Taipei 
and Peking, he said. 

The stick waved at investors by the 
Taiwan Government takes the shape of 
fines of up to NT$15 million (US$550,000) 
on unauthorised investments. There are 
several other penalties that can be meted 
out by the authorities to discipline re- 
negade businesses. These include block- 
ing the foreign-exchange transactions of 
companies with illegal commercial ac- 
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Bangkok's gem industry is booming. 


dustry sources believe that it would proba- 
bly be delayed yet again. 

One sticking point has been the alleged 
underpricing of the mine’s output by the 
Thai partners, who are responsible for mar- 
keting the stone. Another is smuggling. 
While official sales have not yet begun, 
supplies of “Burmese-quality” rubies — in 
other words, the highest quality — have 
been finding their way from Vietnam to the 
Bangkok market at a rising pace. 

Part of the difficulty is that the gem- 
bearing alluvial deposits are spread over an 
area of some 50 km2, while the joint-ven- 
ture mine covers a much smaller area. As a 
result, unauthorised mining from the site is 
difficult to prevent. 

But the increased supply of high-quality 
stones from Vietnam comes at a welcome 


tivities and cutting off credit sources in 
Taiwan. Before, there were no legal penal- 
ties for unauthorised mainland invest- 
ments. 

A NT$15 million fine may be small 
beer for a big firm. But the Taiwan Gov- 
ernment has other ways of making its dis- 
pleasure felt. Taipei has strongly opposed 
Formosa Plastics’ year-old proposal to 
build a US$7 billion petrochemical com- 
plex in Xiamen, on the coast of Fujian pro- 
vince across the Taiwan Strait. Banking 
sources say that the Ministry of Finance 
has warned Taiwan banks not to lend 
money to Formosa Plastics for the project. 

For smaller companies which do not 
depend much on funding from state-run 
banks, the carrot-and-stick approach 
seems to be working. Encouraged by 
trade and industry associations to cooper- 
ate, more than 2,500 Taiwan investors re- 
ported their investments to the Ministry of 
Economic Affairs in early April. This was 
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time for the Thai gem industry, since it 


i coincides with a time when the large flow 


of material from Burma has slowed to a 
trickle. Popular mistrust of the Burmese 
currency in the wake of successive de- 
monetisations, followed by the crushing of 
the 1988 uprising, has led many Burmese to 
put their wealth into gems or other negoti- 
able assets. 

In response, gem prices in Burma have 
gone through the roof. One hapless Bur- 
mese trader described buying Baht 
200,000 worth of rubies in northern Burma 
and then, after an arduous trek across the 
border to Thailand, being offered only Baht 
130,000 for the stones in Bangkok. 

Thai gem traders hold out some hope 
that tight supply and high prices in Burma 
may be alleviated by new supply sources. 
Since the 1989 collapse of the Burmese 
Communist Party, mining has been step- 
ped up at rich ruby-bearing areas near the 
border with China. 

But the fate of the Thai gem and jewel- 
lery industry is no longer dependent on a 
particular source of supply. Besides stones 
from Burma and Indochina, Thai traders 
import sapphires from Sri Lanka, East Af- 
rica, Australia and China; rubies from East 
Africa; diamonds from the international 
market; and semi-precious stones of all 
kinds from Brazil and East Africa. 

The industry's rapid growth is even re- 
shaping Bangkok's skyline. Along Bang- 
kok’s old commercial centre of Mahaesak 
and Silom roads, many of the dilapidated 
shophouses now housing the city’s jewel- 
lery and gem manufacturers are scheduled 
to be torn down. In part, this is to make 
way for a new expressway. But a number 
of leading firms have taken the opportunity 
to build in their place at least three high-rise 
gem and jewellery trade centres. n 


twice the number officials had expected. 

According to the initial tally, the value 
of investments in the mainland totals 
US$660 million. Independent researchers 
in Taipei suggest the true figure is more 
than double that amount. Bicycle man- 
ufacturers were the single largest cate- 
gory, listing capital of US$100 million, fol- 
lowed by service industries including res- 
taurants and hotels at US$63 million, and 
footwear at US$29 million. This last figure 
is almost certainly a large underestimate, 
because more than 80% of Taiwan's shoe 
manufacturers have set up factories in 
China in the past five years, according to 
the local manufacturers association. 

The distribution of declared invest- 
ment was surprising. More Taiwan in- 
vestors were located in Guangdong pro- 
vince than in Fujian across the Taiwan 
Strait, where residents speak a dialect 
similar to the Taiwanese vernacular. 

m Julian Baum 
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India balks at growing trade surplus with Soviets 


A passage to profit 





By Hamish McDonald in New Delhi _ 
F: a country running a persistent 





trade deficit, an expanding bilateral 
surplus with the second-biggest trad- 
ing part ought to be a good thing. But in 
the topsy-turvy world of India-Soviet trade, 
- positive is negative. India’s surplus with 
the Soviet Union is a growing problem. 
India has been shipping more exports to 
the Soviet Union in recent years, for which 
it receives roubles converted into rupees at 
an agreed rate. A large percentage of these 


_- exports are commodities such as tea, cotton 


and spices that could be sold anywhere in 


the world for hard currency. 


This would not be a problem if the 
Soviets stuck to their side of the 1978 Indo- 
Soviet trade agreement and shipped an 


> equal value of items for which India would 


otherwise have to pay hard currency, such 

> as oil, non-ferrous ores, scrap metal and 
~~ newsprint. 

A The rupee price of Indian exports would 

__. be set by international bidding, for example 


_ at the Calcutta tea auctions, in which Soviet 
~ buyers would have to compete and pay the 


going rate. Likewise, the Soviet trade au- 
thorities would price their oil in US dollars 
according to global trends and convert this 
at the official rate into roubles for India’s 
state oil corporation, which would pay in 


~ rupees at the agreed exchange rate. 


Perestroika has been playing havoc with 
this cosy scheme. Strikes have prevented 
physical delivery of important commodities 
to India, notably coal and oil. And as more 
Soviet enterprises gain autonomy, Soviet 
trade officials are finding it harder to get 
| <= them to supply their products to India. 

- Roubles will not buy much even in the 
Soviet Union. 

Last. November, a special trade rate of 
Rbl 1.65 to the US dollar was established, 
compared with an official rate of Rbi 0.60. 
Thus a Soviet exporter of, say, timber that 
would fetch, say, US$100,000 on the world 
market would receive Rbl 165,000 from a 
sale to a hard-currency area, but only Rbl 
60,000 from a sale to India. Conversely, a 
~~ purchase of US$100,000 worth of pepper 

© would cost a Soviet importer Rbl 165,000 if 
it came from somewhere such as Singa- 
pore, but only Rbl 60,000 from India. 

If the Soviet importer is able to buy his 
rupees from the Soviet Export-Import Bank 
using roubles bought with foreign currency 
from the more shadowy. areas of trade, he 
is getting his Indian pepper or cotton for a 
song. A Soviet importer with a source of 
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blackmarket hard currency could outbid 
anyone else at Indian auctions. 

As a result, Indian exports to the Soviet 
Union are booming, while Soviet exports to 
India are lagging badly. Adding to Indian 
injury are increasingly widespread allega- 
tions of “switch” trading. This involves a 
shipment of, say, Indian cotton (bought 
cheaply under the rupee-trade system) 
being cleared for Odessa or Riga but going 
straight to Rotterdam instead, with the 
hard-currency proceeds shared between 
the guilty parties. 

From this March, Moscow began requir- 
ing Soviet importers to gain an import li- 
cence before being allowed to open a letter 
of credit in rupees. This should dampen ex- 
cessive demand and stop switch deals. 

A senior Indian trade official said 
switch-trading was not significant. The ex- 


Indo-Soviet trade 





panding bilateral surplus, however, was “a 
major problem” and would have to be ad- 
dressed if more than temporary supply dis- 
ruptions on the Soviet side were involved. 
Moscow had given an assurance that the 
commodities involved in the rupee trade 
would be exceptions to the new market 
economy. “If they want us to continue, 
they have to insulate us from their local 
price structure,” the official said. 

To give Moscow its due, oil shipments 
to India were largely maintained in 1990, 
running only 200,000 tonnes below a target 
of 4.5 million tonnes, despite a halving of 
Soviet oil exports overall. But scrap, mineral 
and newsprint shipments were well below 
quota. The planned reduction of the trade 
gap this year is a test of Moscow’s ability to 
deliver. 

A second threat to the system comes 
from the diversification of Indian exports to 
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include manufactures. In the 1980s, the im- 
port content of Indian industrial products 
grew steadily as a result of a policy that ac- 
cepted lower margins of value addition in 
export trade. If such goods are sold to a 
non-convertible currency area, India’s ba- 
lance of payments suffers by the full hard- 
currency com mt of the final export. 
The Indian trade official said New Delhi 
is “tightening up” on such exports to the 
Soviet Union. 

The difficulty for India is that it has not 
yet been very successful selling manufac- 
tures to hard-currency areas. The Soviet 
Union takes half of India’s pharmaceutical 
exports, for example. Given time, an im- 
provement in Indian quality might allow 
harder terms, and the Soviets might be 
more able to meet them. It might save dol- 
lars now, but lose its market. 

Most of these problems would disap- 
pear if the exchange rate was fixed closer to 
market realities. But the gap with reality is 
extreme. Since the 1978 trade agreement 
pegged the rate for Rbi 1 at Rs 10, this has 
been progressively adjusted on the basis of 
respective official rates against major cur- 
rencies to the current Rs 23. Indian 
economists calculate that if respective 
domestic inflation rates were taken into ac- 
count, the rate should now be Rs 14. If the 
blackmarket rates in each country were to 
be used as a yardstick, the rouble and the 
rupee should be nearly at par, each at about 
25 to the US dollar. 

As the 1978 agreement is a treaty with- 
out a time limit, it would need -a high-level 
political decision to make a substantive 
change. One immediate hurdle is the In- 
dian debt to the Soviets, about Rbi 11 bil- 
lion. “Whatever are any changes in the rou- 
ble-rupee ratio, nobody ex writing off 
any amount of debt,” said Soviet Embassy 
economic counsellor Alexander Granovski. 
“This is clearly understood on the Soviet 
side and I think it is clearly understood by 
the Indian side.” However, if the deprecia- 
tion of the rupee against the rouble is as 
exaggerated as some analysts say, India’s 
repayment burden has been unfairly in- 
creased 


Annual trade plans have always tended 
to allow a moderate surplus for India, 
which it uses to repay its Soviet debt. At the 
moment, faster repayment is almost forced 
on India as a way of covering the rising 
Soviet rupee deficit. The planned Indian 
trade surplus is Rs 7.8 billion in calendar 
1991. By virtue of a special account at the 
Indian central bank, it appears that India 
will repay Rs 17,3 billion towards its rouble 
debt in the fiscal year to March 1992. 

Beyond the immediate book-balancing 
exercise, both countries could look at how 
the present system is now restraining 
trade, holding both sides back to com- 
modities and industrial materials. Both 
would benefit from being able to sell these 
for hard currency. s 
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Peking inches closer to reform of financial system 


Coy capitalists 








By Tai Ming Cheung in Peking 


massive and seemingly uncontrolla- 
ble fiscal deficit is impelling the 
Chinese Government into loosening 
its tight control of the financial sector. In the 
- latest initiative announced in late April, a 
syndicate of 58 financial institutions is to 
underwrite an issue of Treasury bonds to 
the value of Rmb 2.5 billion (US$475 mil- 
lion). If the financial-sector experiments 
prove successful, and the government 
holds its nerve, a series of bolder market- 
oriented reforms could follow. 
The Ministry of Finance (MOF) is for the 
first time allowing a syndicate to under- 
write a bond issue, mainly because of the 
poor image of government debt. Previ- 
ously, workers and farmers had been 
_ forced to buy bonds, which were profferred 
-by their work units in lieu of wages. This 
provoked widespread resentment among 
_ the recipients who regarded the practice as 
-<a confiscation of income, rather than as a 
> long-term investment. 

The MOF chose the Peking-based Stock 
Exchange Executive Council, a semi-inde- 
pendent financial organisation, to coordi- 
nate the underwriting of the bonds, which 
have a three-year maturity and carry a 
coupon rate of 10%. The issue was initially 
set at a modest Rmb 500 million, but the re- 
sulting clamour by dozens of financial in- 
stitutions resulted in the final contract being 
raised to Rmb 2.5 billion, though some ana- 


~ lysts believe the final amount will exceed 


this, to accommodate the extra demand. 
As a result, the MOF's initial plan to issue 
Rmb 10 billion worth of Treasury bonds 


. < this year is certain to be exceeded by a wide 


margin. (The ministry also plans to issue 
Rmb 2 billion of bonds for key projects.) 

The popularity of the syndicated issue 

.. feflects a growing sophistication among in- 

-vestors. Interest rates on bonds are sub- 

stantially higher than for similar bank time- 

deposits. For example, 1990 bonds had a 


a coupon rate of 14% compared with 10% for 


bank savings. Although the interest rate on 
the current issue is 10%, bank interest rates 
were cut to 8.25% on three-year deposits in 
late April. 

According to analysts, the rapid deve- 
lopment of a secondary bond market is 
one of the most encouraging and crucial 
steps in the reform of the financial sec- 
tor. Trading volume has vaulted from Rmb 
-2.2 billion in 1988, when government ap- 
proval was granted, to more than Rmb 10 
billion last year. The installation in De- 
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cember of a nationwide computerised sys- 
tem linking regional markets in Peking, 
Shanghai, Shenzhen, Shenyang and other 
cities will further strengthen the secondary 
market. 

With a ballooning government deficit, 
the MOF is eager to issue as many bonds as 
the market can absorb. Economists agree 
that attractively priced bonds could harvest 
vast funds. 

Banks are estimated to hold up to Rmb 
1 trillion in savings, much more if rural cre- 
dit unions are included. Soaking up these 
savings would also help the authorities to 
control a potentially dangerous source of 
inflation. 

One economist estimates that bond is- 
sues could easily tap into a quarter of those 
savings held by banks, an amount which 


China’s bond issues 


INR ASO 





would be equivalent to all the govern- 
ment’s debt. But only a very small propor- 
tion, if any, of the revenues raised from this 
years bond issues will actually be used 
to help cover the 1991 deficit, which will be 
dose to Rmb 50 billion (including domestic 
and foreign loans), even according to the 
conservative estimates of the government. 
The proceeds will be needed to redeem 
fixed-interest instruments now reaching 
maturity. 

Since 1981, the government has issued 
more than Rmb 100 billion worth of bonds. 
But little attention was paid to the spread of 
maturities. Last year, Rmb 24.5 billion 
worth of bonds matured, of which the state 
paid back Rmb 12 billion; a similar figure is 
notionally due for redemption this year 
(with Rmb 16.4 billion to be repaid); and in 
1992 it will rise to almost Rmb 34 billion. 
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Last year, the government rolled ove: 
redemptions on all bonds held by enter. 
prises, which totalled around Rmb 12.5 bil 
lion. Prime Minister Li Peng reportedly re 
fused to estimate when the bonds might be 
refunded, given the government's financia 
plight. 

The rolling over of these bonds seni 
shock-waves through the secondary bonc 
market as dealers wondered whether the 
government would also refuse to service 
bonds held by individuals. To stem publi 
discontent, the government promised tc 
honour all Treasury bonds brought by indi 
viduals, and the market quickly recovered. 

Some economists wonder if the spectre 
of rising inflation will jeopardise the suc 
cess of this year’s bond issues, in particula 
the underwriting experiment. Many eco 
nomists predict that inflation will rise above 
10% by the end of the year, which will force 
up interest rates. Although: the MOF is- 
sued inflation-linked’ bonds last year, the 
syndicated issue does not carry such pro- 
tection. 

Those involved in the syndicated agree- 
ment, however, say that barring any major 
upheavals, the experiment is almost certain 
to be repeated next year on a larger scale. 
According to one Peking-based economist, 
“the financial authorities are loath to con- 
tinue to depend on the unpopular and inef- 
ficient involuntary bond distribution sys- 
tem.” 

Other financial reforms are being 
studied. The introduction of Treasury bills 
with maturities of between 90 days and a 
year is also on the reformists’ agenda. This 
would allow the MOF greater flexibility in 
the management of its debts as well as 
helping to develop a wholesale market. 

Also under discussion is a move to allow 
bonds to be issued to raise money for state 
enterprises and for infrastructural and other 
development projects. So far, the State 
Planning Commission and the People’s 
Construction Bank of China have been al- 
lowed to issue special “construction” and 
“enterprise” bonds intended to channel 
funds to specific projects and state enter- 
prises. Although not obliged to act as 
guarantor, the MOF is likely to find itself 
being held accountable for the servicing of 
these instruments when repayments are 
due. 

Some economists advocate that indi- 
vidual enterprises and projects should be 
allowed to issue their own bonds. This has 
been permitted on an experimental basis ir 
a few places, and some analysts predict thai 
the authorities might gradually open up 
this channel to help reduce the almost com- 
plete dependence of state enterprises on 
government loans. 

Analysts say there is a good possibility 
that bonds to help finance the Pudong de- 
velopment: project in Shanghai will be al- 
lowed within a year. 

Other capital-market reforms could be in 
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the pipeline. But analysts 
are divided as to whether 
the fledgling stockmarkets 
of Shanghai and Shenzhen 
— which may be followed 
by imitations in Canton, 


Shenyang, Chongqing 
and Wuhan — will be al- 
lowed the leeway to 


prove themselves, and 
also whether the markets 
themselves are capable of 
operating in a profes- 
sional and orderly man- 
ner. 

One of the greatest 
dangers to the Shanghai 
exchange, which is the 
primary focus of the 
stockmarket experiment, is that it could re- 
peat the mistakes of the Shenzhen bourse, 
which spiralled out of control last year with 
trading spilling on to the pavements out- 
side brokers’ offices. 

If such scenes were seen in Shanghai, 
analysts fear a conservative backlash 
against the opening of other stockmarkets 
and financial reforms in general. 

If the financial reformists are allowed to 
maintain the momentum, medium-term 
initiatives could include the setting up of a 
national securities exchange commission 
and an overhaul of the decrepit banking 


Li Peng: no date. 





system. At the National 
People’s Congress in 
April, 50 delegates drafted 
a proposal for setting up a 
securities exchange com- 
mission reporting directly 
to the State Council. 

The mooted agency 
would take control over 
capital markets from the 
MOF and the People’s 
Bank of China, the central 
bank. Intense bureaucra- 
tic rivalry between the 
two institutions has 
slowed down the reform 
process. The central bank, 
for instance, opposed the 
syndicated issue. 

The reform of the securities sector is 
likely to put pressure on the government to 
begin a badly needed reform of the bank- 
ing system. At present, the country’s main 
banks, the central bank and four specialised 
banks, are state-owned institutions and 
they merely follow government instruc- 
tions in the granting of credit. 

This has proved disastrous in the last 
couple of years as most bank loans have 
been directed to loss-making state enter- 
prises with little prospect of ever meeting 
their debt obligations. With the mountains 
of bad debt forced on the banks, many are 
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probably technically bankrupt without gov- 
ernment support. 

“Attempting to tackle [the banking sec- 
tor] would be like reforming the Soviet 
economy. It would bring about a near, if 
not total, collapse of the system before any 
improvements can be found,” said one 
economist. 

The most important financial issue that 
needs to be addressed is the reform of the 
public ownership system. “At the macro- 
level, the present series of [financial] re- 
forms is only buying a little time for a 
doomed system,” says one economist. But 
the sale of state assets is tantamount to 
heresy among the Peking leadership: the 
latest five-year economic plan re-affirmed 
the shibboleth of state ownership of the 
means of production. 

Nonetheless, a debate has picked up 
steam in academic circles about whether 
private ownership is possible within a 
socialist state. The State Audit Administra- 
tion is undertaking a national campaign to 
define and determine the ownership of 
public assets, which are shared between 
central-government and municipal organi- 
sations. 

While the assessment is a tax-driven 
exercise, it would conveniently provide the 
basis for the implementation of joint-stock 
ownership should that issue move on to 
the political agenda. w 
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~ By Louise do Rosario in Tokyo 


arui was the star Japanese depart- 
ment-store chain of the 1980s with 
its emphasis on young fashions, 
stylish retailing and consumer credit, but 
the firm has lost its glitter. Stores that once 
rushed to copy Marui are now setting the 
trend themselves by offering their custom- 
ers expensive foreign brands as well as bar- 








= gain Asian imports. 


The once high-flying retailer is cautious 
about making any changes because of con- 
cern about losing customers. The company 
refuses to waver from its commitment to 
the under-30s market, even though this 
“group's share of the population is falling as 
Japan ages. 

< -Marui’s new-found conservatism, how- 
ever, is beginning to erode a little and it is 
planning to make a comeback by setting up 
~stores for new types of customers. It plans 
to build at least four department stores out- 
side Tokyo to sell low-priced goods as well 
“as clothes. Another plan is to operate more 
_ — Speciality shops, such as an interior-design 
+ -centre it opened in March in central Tokyo. 

The retailer has also teamed up with Bri- 
tain’s Virgin Group in a venture that will 
open 10 audio-video outlets in Japan in the 
next five years. Another venture will link 
Marui’s credit card with Visa to make the 
store’s credit business more attractive. 

Recapturing double-digit profit and 
sales growth, however, will not be easy. In 
the first half of the 1980s, the retailer’s sales 


Le grew twice as fast as those of other depart- 
| ment stores in Japan. But unlike rivals Ise- 


< > tan and Mitsukoshi, Marui failed to capi- 
< -talise on Japan’s consumption boom in the 
late 1980s. 
<> In the fiscal year ended on 31 January, 
" Marui’s operating profit for the parent com- 
pany rose 2.3% from a year earlier to ¥58.4 
billion (US$419 million). Recurring profit 
has shown a better performance because of 
interest income from bank deposits and its 
credit-card business. It rose 10.6% from a 
year earlier to ¥62.8 billion on a 4.1% sales 
increase to ¥565.8 billion. 
_ Analysts believe Marui will have a diffi- 
cult time increasing its market share in the 
_ face of heightened competition from old 
and new rivals. They predict the retailer's 
profit will remain at the current level for the 





next few years because of slow sales 


growth and costly expansion. But Mike 
_ Allen of Barclays de Zoete Wedd says 
_ Marui’s new stores should eventually help 


to restore some lustre to the rate of sales 
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_Japan’s ageing population catches out Marui 


Middle-age spread 


Marui, the fading star 


Marui parent sales 


Tokyo department 
store sales {Miti} 





growth, as long as the current economic 
downturn in Japan is not too severe. 

All Japanese department stores are brac- 
ing for depressed business as the economic 
slowdown starts to hit the pockets of con- 
sumers. Analysts predict this year’s profit 
margins in the industry to drop to single- 
digit expansion from double-digit growth 
last year. Sales are likely to grow by only 4- 
5%, against an annual average of 9.5% in 
the past two years. 

Allen says department stores need an- 
nual sales growth of 5% to break even. 
Even if the industry's sales can be main- 
tained at a 5-6% increase this year, he says, 
earnings growth nationwide will drop to 
3%, down from 14% a year ago. 

Rival stores, such as Sogo, have ex- 
panded too quickly with the help of bank 
loans and are now being squeezed by high 
interest rates. Marui has enough cash to fi- 
nance expansion cheaply; it issued low-in- 
terest convertible bonds totalling ¥202 bil- 
lion in the three-year fiscal period ended on 
31 January 1990. 

Before its recent troubles, Marui had 
been an unusual success story in an indus- 
try dominated by century-old companies 
such as Mitsukoshi and Isetan. It started as 
a small furniture store 60 years ago and did 
not take the plunge into apparel retailing 
until the 1960s. 

To give it a competitive edge, Marui 
chose a young, lively image and adopted 
the catchy brand name of OIOI (maru means 
“circle” in Japanese). It introduced the 
so-called design-and-character concept to 


Japanese department stores by dividing 


floor space into boutiques filled with clothes 
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and accessories produced by trendy Japan- 
ese designers. 

Marui also gambled on consumer credit. 
In 1965, it introduced the profitable Marui 
red card, the first widely distributed credit 
card for young people in Japan. The num- 
ber of red cards, which carry a low 8% 
annual interest charge, has grown to 11 mil- 
lion currently — the largest number for a 
credit card in Japan — from 4.6 million in 
1981. Marui’s consumer loans, charging 
27% interest, are even more profitable. 
Started in the 1960s to help customers pay 
for package travel tours, such loans rose 
tenfold to ¥222.4 billion by the fiscal year 
ended on 31 January 1990. 

Victoria Melendez, a retail analyst at Jar- 
dine Fleming, says Marui’s success in the 
past decade was bolstered by its concentra- 
tion in trendy Tokyo areas. Its three stores 
in Shinjuku, Shibuya and Ikebukuro ac- 
count for 26% of its sales. 

Marui’s market ‘position began to slip 
in the late 1980s. Other retailers adopted 
Marui’s formula and some even did a better 
job at it. For example, many of the stores, 
such as Seibu and Daiei, took customers 
away from Marui. by charging lower in- 
terest on credit card purchases. 

Japan's changing population has not 
helped either. More than 70% of Marui’s 
customers are under 30 years of age, but 
this group is shrinking: In 1962, this age 
group made up half of Japan’s workforce; 
today, it accounts for less than 20%. 

Although the under-30 age group is still 
a powerful consumer force by virtue of its 
high disposable income, it does not pur- 
chase a wide range of high-margin luxury 
products. This group is also not the main 
consumer of food, which generates high 
profits for department stores in Japan. 

But more importantly, Marui has. mis- 
read the clothing market in recent years. In 
a decision that has had a major impact on 
its loss of market share, the retailer dismiss- 
ed the import boom of European designer 
brands and Southeast Asia casual wear as a 
passing fad. 

In contrast, Isetan, an up-market store, 
expanded its clothing business three years 
ago to include luxury brands as well as 
affordable fashion wear. Ken Egusa, a Mor- 
gan Stanley analyst, says Isetan’s Shinjuku 
branch, located opposite Marui’s largest 
store, has taken. away many customers 
from its competitor. Since mid-1989, Ise- 
tan’s overall monthly sales have consis- 
tently outpaced Marui's. 

Marui's Shibuya ‘branch, the retailer's 
second largest, seems to be another exam- 
ple of faulty thinking. The area was once 
popular with shoppers in their early 20s 
who liked to shop at Marui. But in recent 
years, the area has become the domain of 
teenagers, whose spending power is far 
lower than Marui's traditional customers. 
In the past two years, this store has regis- 


-tered little or no sales growth. n 
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South Korean defence firms face uncertain future 


Loaded questions 








By Tai Ming thee in Seoul 
. fter enjoying two decades of brisk 





business; South Korean arms mak- 

ers are bracing for tough times. 
Slightly warmer relations between the two 
Koreas and greatly reduced superpower 
tensions have slowed domestic arms orders 
and exports. The industry has also been 
hampered by a growing US reluctance to 
transfer technology and the spiralling costs 
of new weapons. 

These factors have strongly influenced 
the government's decision to produce the 
country’s next-generation jet fighter, its 
most ambitious defence project that will set 
the direction for the arms industry well into 
the next century. The main aim of the pro- 
ject, known as the Korean Fighter Program- 
me (KFP), is the acquisition of enough 
Western technology to. develop a domestic 
aerospace industry: 

Today, the country’s defence industry 
comprises about 80: companies. In 
addition, many of the country’s chae- 
bol such as Samsung Electronics, 
Hyundai Corp., Daewoo Corp. and 
Lucky-Goldstar International Corp. 
have large defence-oriented opera- 
tions. Several thousand companies 
also depend heavily on defence sub- 
contracts. Government planners be- 
lieve an active aerospace industry is 
needed to help most of these enter- 
prises remain healthy. 

Two US companies — McDon- 
nell. Douglas Corp. and General 
Dynamics Corp. — were the main 
bidders for the KFP when negotia- 
tions opened in 1985. McDonnell 
teamed up with Samsung Aerospace In- 
dustries, an affiliated company of Sam- 
sung Electronics, and offered the F/A18, 
while General Dynamics formed a partner- 
ship with Daewoo Heavy Industries, a 
Daewoo Corp. subsidiary, and lobbied for 
its F16. 

¿© The competition appeared to be settled 
‘in December 1989, when the government 
awarded a US$5 billion contract to the 
“McDonnell Douglas-Samsung Aerospace 
“venture for 120 F/A18s. Under the agree- 
ment, the first 12 fighter-attack jets would 
‘be produced in the US, the next 36 would 
-be assembled in South Korea from kits and 
the final 72 would be manufactured by a 
consortium of companies led by Samsung 
‘Aerospace, 

Late last year, however, newly ap- 
pointed Defence Minister Lee Jong Ku de- 
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cided to re-assess the KFP. In March, the 
Defence Ministry rejected the F/A18, opting 
instead for the F16. According to ministry 
officials, the main reason behind the deci- 
sion was an estimated US$1-1.3 billion in- 
crease in the total cost of the F/A18s. The 
F16 programme, which is identical to the 
F/A18 plan in numbers and co-production 
arrangements, has a fixed contract price of 
US$5.2 billion. 

Under the new agreement, General 
Dynamics is committed to provide techno- 
logy and buy products from South Korean 
companies through arrangements expected 
to be worth a total of US$1 billion, roughly 
the same amount the South Koreans had to 
pay for F/A18 technology and production 
rights. Daewoo Heavy Industries is ex- 
pected to be the lead South Korean contrac- 
tor in the KFP. It already produces F16 com- 
ponents as part of an agreement in which 
the South Korean air force purchased 48 of 
the jet fighters in the mid-1980s. 


South Korea’s defence spending 


ng: 
Won 6.9 trillion 


% of national 
budget 





The government's rejection of the F/A18 
programme was a major setback for Sam- 
sung Aerospace, which had hoped to be- 
come South Korea's primary aircraft manu- 
facturer. But the company is still expected 
to play a substantial role in providing sup- 
port for the KFP since the development of 
the country’s aerospace industry hinges on 
the success of the project. 

A government blueprint calls for the 
aerospace industry, which has a total work- 
force of 45,000, to produce indigenous com- 
bat aircraft by the year 2010. Research has 
already begun on a jet trainer, designated 
the KTX. McDonnell Douglas was to pro- 
vide this aircraft's initial design and techni- 
cal assistance, and General Electric (GE) of 
the US was to provide advice in the deve- 
lopment of its engine. General ics is 
now widely expected to take over from 
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McDonnell Douglas, but GE is s expected tk 
remain in the project. 
Also important to South Korea’ 5 defence 
industry is the success of another joint 
ture, the Hx programme, between Siko: 
of the US and Korean Air. In Octobe: 
Sikorsky and the domestic flag car 
agreed to manufacture 80 UH60 Blackha 
medium-capacity helicopters for the Sout 
Korean army. The US company also agreed 
to provide technology and other assiste 
to help Korean Air set up a manufacturin, 
facility. 
The first 10 of the Sikorsky helicopt 
are to be assembled from kits by Kore 
Air, while most of the remainder are to be 
manufactured in South Korea within the 
next couple of years. The government 
hopes the joint venture will eventually 
manufacture several hundred: light- and 
medium-capacity helicopters for the armed 
forces. i 
Meanwhile, South Korea's. defence i 
dustry is looking beyond the US for cooper- 
ation agreements and weapons purchases 
In the first such purchase, the South Ko- 
rean navy acquired three submarines fro 
a German company in 1987 for US$600 mil 
lion. 
British Aerospace, which last year won 
its first South Korean arms contract for 20 
Hawk trainer light-attack aircraft, is- be- 
lieved to be assisting in the design of - 
the KIX airframe. This relationship 
was further cemented in October, 
when South Korea and Britain sign 
ed a memorandum of understand. 
ing on defence-technology coopera- 





mote defence-industry cooperation — 
with South Korea. ; 
French companies have been. of 
fering tanks, aircraft, space techno- | 
logy and maritime-surveillance. air- 
craft, though with little success. In 
December, however, Dassault Avia- 
tion narrowly lost out to Lockheed 
of the US on a contract to supply 
eight maritime-patrol aircraft to the South 
Korean navy. ‘ 
South Korean officials have also bakun 
contacts with the Soviet Union on possible 
defence applications. When President Roh 
Tae Woo visited Moscow in December, | 
signed a science-and-technology coope 
tion agreement on the manufacture of air- 
craft fuselages, laser beams and propulsion 
systems. But deep-rooted security con- 
cerns, however, are likely to limit.the d 
gree of South Korean-Soviet defence coop- 
eration. 
In Asia, even though Japan and Taiwan 
are engaged in similar expensive ventures 
to build weapons, there have been few at- 
tempts among officials from Tokyo, Taipei 
and Seoul to forge cooperative ties. Deep 
historical animosity rules out any defence 
links between Japan and South Kore; 








while the Taiwanese and Koreans put self- 
sufficiency and competitive pride before 
any thoughts of cooperation, even on arms 
sales. In 1989, for example, Taipei cancelled 
a contract to buy six frigates from Hyundai 
following an outcry in the Legislative Yuan 
about the allegedly poor technology of the 
ships. 
* The courting of new defence-industry 
partners reflects the sometimes stormy re- 
lationship between Seoul and Washington 
on defence-industry matters. Nearly all the 
weapons that South Korea produces — 
‘from howitzers to small arms, communica- 
_ tions equipment, tanks, helicopters, aircraft 
and missiles — are models built under li- 
cence from US companies. 
-In recent years, Washington has become 
increasingly cautious about providing de- 
“fence technology to South Korea largely be- 
cause of concerns that the country’s arms 
makers are exploiting their arrangements 
with US companies to gain an eventual 
competitive advantage. US trade officials 
have often accused South Korean com- 
panies of breaking restrictions on third- 
country arms sales without American ap- 
“proval. 
_ South Korean arms makers admit that 
they sometimes flout bilateral trade agree- 
ments with the US because Washington 
sanctions less than 10% of their sales re- 
quests — especially to the Middle East and 
‘Latin America, their top export destinations 
“= on grounds of US national security 
and human-rights concerns. They com- 
plain that Washington stifles competition 
against US defence contractors. 
= South Korean companies also contend 
__ that some of their weapons, even though 
licensed from US companies, are modified 
-= so extensively that they qualify as indigen- 
-> ously developed products. Washington dis- 
agrees, arguing that most of the arms South 
Korean companies want to put on the 
world market are either copies of US-made 
-products or would not be competitive with- 
out the assistance of US makers. US trade 
officials point out that South Korea’s K2 mi- 
E rifle is merely a copy of the US-made 
-> M16 rifle and that the country’s main tank 
-is a less-advanced version of the US-made 
Abrams M1 tank. 

US ill feeling surfaced during the KFP 
negotiations, and the Reagan and Bush ad- 
ministrations had to negotiate parts of the 
final agreement to appease US legislators 
who said they would block its approval in 
Congress. South Korean and US trade 
negotiators specifically had to limit the ac- 
cess of South Korean companies to sensi- 
‘tive technology and cap offset agreements 
to 30% of the contract's value. 

South Korean arms makers complain 

<= ‘that not only is the KFP agreement unfair, it 
-falls short of a South Korean Government 
requirement stipulating that offset agree- 
“ments in defence-industry ventures be at 
least up to 40% of total contract values. 























They also point out that similar joint ven- 
tures between US and European com- 
panies allow offset agreements to be worth 
up to 50% of the total contracts. Such terms 
are also being offered by European arms 
makers to South Korean companies. 

Despite the sometimes bitter disputes, 
South Korea still looks to the US for 80% of 
its military imports, and industry execu- 
tives do not the figure to decline 
despite Seoul’s newfound interest in other 
countries. Indeed, most South Korean arms 
makers want to expand their links to the 
US defence industry by becoming major 
sub-contracting partners with American 
companies. 

Cooperation between the defence in- 
dustries would be advantageous, industry 
executives and analysts in South Korea be- 
lieve, because of the rising costs and com- 
petition facing South Korean and US arms 
makers. 

“There is a natural division of labour, 
since the US can focus its resources on 
value-added high-technology systems 
and transfer its less-sophisticated pro- 
duction to Korean firms,” says Paik Young 
Hoon, president of the Korea Industrial 
Development Institute, which advises the 
South Korean Government on defence in- 
dustrialisation. 

The desire to join forces with the US de- 
fence industry reflects a growing concern of 
South Korean arms makers that their pros- 
pects are bleak if they do not expand pro- 
duct lines. Under President Park Chung 
Hee, South Korea’s defence industry ex- 
panded at more than 15% annually from 
1972-81. But by the late 1980s, annual ex- 
pansion had slowed to 5.6%. 


Arms of the 
octopus 


South Korea's arms industry is dominated 
by the country’s chaebol. Only these con- 
glomerates have enough economic dout 
to take on high-cost, low-return defence 
projects, especially as the government 
cuts back on its defence allocations. 

The chaebol owe much of their de- 
fence-industry expansion to government 
efforts in the 1970s to build a defence in- 
dustry in response to the reduction of the 
US military presence in South Korea. To 
support arms production, an extensive 
heavy-industry base was required. And 
since the chaebol dominated such sectors 
as heavy machinery, iron and steel, ship- 
building, chemical, metallurgy and elec- 
tronics, they received the bulk of the gov- 
‘ernment’s capital investment. 

In the past two decades, the chaebol 
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About 30 large state-owned defence 
companies are engaged primarily in muni- 
tions and small-arms production. But be- 
cause the South Korean military has a huge 
stockpile of supplies, current demand is 
soft. Consequently, some defence com- 
panies are div to survive. Korea 
Explosives, the largest private supplier of 
explosives to the armed forces, has already 
begun the production of chemicals and 
agricultural and pharmaceutical raw mate- 
rials. 

Most state-funded arms makers, how- 
ever, are hampered in their efforts to re- 
duce their defence undertakings. The gov- 
emment requires arms makers that have 
benefited from state aid to set aside a major 
portion of their facilities for arms output in 
case of wartime contingencies. 


overnment officials say defence 

companies are operating at about 

60% below capacity, but analysts be- 
lieve most makers are operating at 20-40% 
below capacity. Shipbuilding and elec- 
tronics companies are the poorest perfor- 
mers, with only about 20% of their produc- 
tion capacity being utilised, according to 
analysts, while munitions and small-arms 
companies are operating at 35-40% below 
capacity. Aircraft and missile producers are 
operating at a 50% capacity rate. 

Although the government guarantees 
that defence companies ‘will be profitable, 
“when overheads are factored in, most de- 
fence contracts [leave companies in the 
red],” a Western military attache in Seoul 
says. By some estimates, munitions, aircraft 
and missile companies enjoy about 2% pro- 
fit from contracts, while shipbuilders and 


have increased their dominarice in the de 
fence sector. As government support has 
decined, -especially in recent years, man) 
small companies dependent on defence 
orders for survival have either folded ò 
diversified: into more profitable areas 
Today, the large business groups manu 
facture most of the country’s arms. 
Of the 10 largest conglomerates, sever 
have substantial defence operations. ‘The 
aerospace sector is dominated by Sam 
sung Electronics and Korean Air, while 
the manufacture of armoured vehicles, 
tanks and small arms is dominated by 
Hyundai. Corp., Kia Motors Corp. anc 
Daewoo Corp. Missiles are the speciality 
of Lucky-Goldstar International Corp. 
and Hyundai and Daewoo are the mair 
warship builders. 
Nonetheless, defence manufacturing is 
profitable at best despite 
generous. government assistance, and the 
chaebol are motivated to undertake de- 
fence projects for reasons of perge as 
well as national wany. 












`- small-arms makers usually sustain losses. 

To help cover the losses of arms 
makers, the government provides subsidies 
through interest-free loans from a defence 
industry-support fund, advance payments 
on up to 90% of sales contracts, tax breaks, 
exemptions: from import tariffs and free 
land. In some cases, the government also 
guarantees rescue packages. 

With tightening government spending, 
however, the level of aid to defence com- 
panies has steadily dropped. Defence ap- 
propriations are also g tighter. The 
Won 7,32 trillion (US$10. 1 billion) defence 
budget for 1991 is 10% higher than last 
year’s, but slightly less in real terms. Infla- 
tion-adjusted defence spending rose by 
more than 5% annually in the 1980s. 

About 30% of South Korea's defence 
budget is set aside for weapons purchases 
and investments in the industry, and mili- 
tary officials warn that any further budget- 
ary cutbacks will severely affect their pro- 
curement plans. But analysts say the delay 
or cancellation of projects could prove to be 
a useful lesson for an industry whose for- 
tunes were determined by generals accus- 
tomed to getting their way. 

“South Koreans have tended to squan- 
der, rather than constructively use, re- 
sources in the development of their defence 
industry,” the representative of a Western 
defence company in Seoul says. 

Hard times are making Defence Minis- 
try planners more selective in their alloca- 
tion of funds, At the top of their priorities 
now are increased funds for research and 
development. Aerospace is one area, but 
other targets are the electronics industry 
and the country’s communications and in- 





Samsung Aerospace Industries, an 
affiliated company of Samsung Elec- 
tronics, has been one of the most success- 
ful defence-industry companies. But the 
government's decision to award the Ko- 

crean Fighter Programme (KFP) to.a joint 
venture between General Dynamics Corp. 
of the US and Daewoo Heavy Industries, 
a subsidiary of Daewoo Corp., has re- 
sulted in a substantial loss of face as well 
as valuable contracts for Samsung Aero- 
‘Space. 
~ Samsung Aeorspace,. which has in- 
- vested more than Won 150 billion (US$207 
million) in developing its aircraft-produc- 
tion operation, had teamed up with 
McDonnell Douglas of the US in a bid to 
_ dominate the KFP. But in March, the gov- 
ernment turned down the companies’ bid 
to provide 120 F/A18s because of rising 
costs. The government opted for the same 
number of General Dynamics’ F16 jet- 
fighters. 
Ironically, some analysts believe Sam- 
i sung Aerospace may be relieved to have 
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telligence networks. 

Analysts say South Korea’s communica- 
tions and intelligence system is woefully 
weak and relies too heavily on the US. Ina 
bid to bolster these facilities, the Defence 
Ministry is considering plans to manufac- 
ture reconnaissance satellites as well as the 
launch platforms to carry them into space. 

Preparations by the Korea Telecom- 
munications Authority to build commercial 
satellites and earth-station link-ups are at 
an advanced stage, with tenders for a 
US$40 million contract to foreign com- 
panies to participate in the joint develop- 
ment of a satellite expected to be put out 
this year. 

Government officials say a deciding fac- 
tor in the selection of foreign partners in the 
satellite programme will be the willingness 


lost the KFP. With huge capital invest- 
ments required to develop production 
facilities, the company is believed to have 
been worried that it might not even break 
even on the project. 

Daewoo Heavy Industries will now 
take over the top role in South Korea’s 
aerospace industry. The company, which 
specialises in heavy-industrial equipment, 
entered the aerospace industry in the mid- 
1980s, when it undertook the production 
of spare parts for General Dynamics’ F16 
and Northrop Corp.’s F5E jet fighters as 
part of an offset arrangement with the US 
companies. 

Even before the Defence Ministry's de- 
cision to select the F16 for the KFP, Daewoo 
Heavy Industries had planned to increase 
the aerospace-related portion of its rev- 
enue to 20% by next year. With the KEP, 
the company will be the prime contractor 
for the more than US$2.5 billion of the 
contracts that will go to South Korean 
companies in the next decade. 

s Tai Ming Cheung 
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of the companies to hand over technology 
to the South Korean side. They want th 
defence industry to produce its own sate 
lites within the next decade. : 
These and other hi-tech projects are 
yet unproven. Pointing to the inheren| 
weaknesses of South Korea’s defence 
dustry, some analysts are not optimistic. 
They say the industry will first have to im- 
prove vastly its managerial practices, q 
ity-control standards and use of resources. 
Efforts are being made to rationalise the. 
industry so that particular companies are 
designated to lead the development of a. 
specific area, with other companies provid: 
ing support. Nonetheless, the industry 
a long way to go in rectifying its deficien: 
des. As a result, analysts say the long-term 
danger to arms makers is the state of the 
domestic and overseas markets. : 
Improving relations between Seoul and 
Pyongyang have already cut demand for 
arms in South Korea. Moreover, if discus- 
sions on arms control and force-reduc 
measures on the Korean pei result in 
any agreements, “the rationale for. arms. 
procurements would no longer exist, and 
by extension the need for an arms indus- 
try,” one analyst says. 
Currently, arms rts are a steady 
source of income for South Korean arms 
makers. Exports fi are secret, but 
are estimated at US$100 million a year by 
industry executives. Munitions and 
forms account for most. of the t 
with weapons accounting for less than 
10%. 
Because of the small size of the domestic 
market, the success of the defence indus- 
try’s move into more hi-tech products de- 
pends on their export potential. But ana- 
lysts are sceptical about whether South Ke 
rean makers can break into the worldwi 
arms market. “They may be able to 
few aircraft to a few Third World coun- 
tries,” a Western defence company execu 
tive says, “but they will be hard-pushed 
compete with US or European firms.” 





































n industry that girdles 
the earth 





Six points from Julian Ogilvie Thompson’s 
Chairman’s Statement for 1990 
















of the world’s 
of gem diamond 








has served producers, consumers and 

the diamond industry asa whole for 

more than halfa century. Centenary’s 

fully secured US$] billion advance 

to Glavalmazzoloto illustrates the 
extent of its financial resources and 
its ability to hold a large buffer stock 
of diamonds should the need arise. 
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Angola 


Another development which 
_. reinforced the stability of the diamond 
me market was De Beers Centenary’s 
-7 agreementin principle with the 
Angolan state diamond corporation, 
Endiama, under which the 
production of the Cuango River area 
will be marketed by the CSO. 






Centenary will lend Endiama 
US$50 million at acommercial rate 
of interest to finance extensions to 
the Cuango mining area. The first 
diamond shipments have already 
been received in London. 


Diamond sales 


After seven years of growth, world 
retail diamond sales levelled 

off in 1990. Total sales of rough 
diamonds for the year amounted to 
US$4, 167 million, two per cent 
higher than 1989. Despite the adverse 
international economic climate, 
CSO sales at the first three sights in 
1991 were satisfactory and the CSO 
isconfident of achieving sales 
comparable to last year’s. 
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Group earnings 


Reflecting the fact that the major 
part of our earnings nowadays is 
generated outside South Africa, 
De Beers Centenary accounted for 
81 per cent of attributable earnings 
and 62 per cent of equity accounted 
earnings of the combined results. 
Combined attributable earnings 
declined by 16 per cent to US$950 
million while equity accounted 
earnings fell by 17 percent 


The full Chairman's Statement is available with the Annual Reports of the two 
Companies for the year ended 31st December 1990, which have been posted to registered 
shareholders. Copies may be obtained by writing to the London address below. 


De Beers Consolidated Mines Ltd 
De Beers Centenary AG 


De Beers Consolidated Mines Limited (Incorporated in the Republic of South Africa), London Office, 40 Holborn Viaduct, London ECIP 1A]. 
De Beers Centenary AG (Incorporated under the laws of Switzerland), Head Office, Langensandstrasse 27, CH-6000 Lucerne 14, Switzerland: 


to US$1,317 million. Total dividends 
per linked unit were US 111.3 cents, 
a marginal increase on 1989. 
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Sea floor mining 





























The continuing development by : ‘ 
De Beers Marine of sea floor mining 
technology is evidence of our 
long-term worldwide commitment _ 
to exploration and research. In 1990 
some 29,000 carats were recovered 
by De Beers Marine off Namibia 
for CDM. » aes 





-South Africa 
Profound political changes have 
opened the way for South Africa to oe 
rejoin the community of nations 
and there are already signs of the 
significant benefits it will derive from 
its re-introduction into the world 
economy. The new South Africa must 
achieve and maintain a highrateof 
economicgrowth to generate the 
resources so urgently needed for 
social investment and to provide 
meaningful opportunities for all South 
Africans. De Beers Consolidated 
Mines has playedaleadingrolein 
the Private Sector Initiative which = 
has raised R570 million (U$$222 
million) over five years for education _ 
and housing in black communities. 
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- By Jonathan Friedland in Manila 
: Ta boss of the Makati Stock Ex- 








change, Eduardo Lim, and his coun- 
; terpart at the Manila Stock Exchange 
-just across town, Robert Coyiuto, say they 
would like to see a cost-effective unification 
_ of their bourses. Prod them a bit, however, 
and the distance yet to travel becomes a lot 
more than the 11 km physically separating 
-the two exchanges. 
a Both Lim, who has headed Makati for 
_ © the past 15 years, and Coyiuto, president or 
_ chairman of Manila for five years, signed a 
‘document in February pledging to cooper- 
ate with the Securities and Exchange Com- 
mission (SEC), which is leading the unifica- 
tion campaign. But analysts and brokers in 
-the capital say they do not expect much 
progress anytime soon. 
“Personalities are the No. 1, the No. 2 
: and the No. 3 issues,” says a member of the 
Manila Stock Exchange board, “and both 
Robert. and Eddie have big, big per- 
sonalities.” 

According to brokers, neither exchange 
boss likes the idea of ceding the power and 
_ the financial advantages that come from 
their respective: fiefdoms — despite the 
public commitment to unification. Nor are 
the 24 other board members or officers of 
_ the two markets in any hurry to see a 
| merger take place. 













_ Manila’s rival bourses resist unification 


Split personalities 


At stake is a complex web of often con- 
flicting interests. Board members of the ex- 
changes were, until recently, all brokers. 
Many of them also hold directorships 
in publicly listed companies, particularly 
among the speculative resource firms that 
regularly top the list of most active coun- 
ters. 

Coyiuto, for instance, owns an epony- 
mous brokerage that caters to wealthy 
Filipino-Chinese punters, such as Robin- 
son's Land chief John Gokongwei and the 
Lopez family, former owners of Manila 
Electric Co. He is also chairman of Oriental 
Petroleum, one of the highest flyers in this 
year’s bull market. 

Lim, too, is a director of two resource 
companies, as well as chairman of the pow- 
erful joint listing committee of the ex- 
changes. His family run Belson Securities, 
ranked second among domestic brokerages 
last year, counts the government and mili- 
tary social security funds among its clients. 

Spearheading the unification drive and a 
simultaneous campaign to end the pattern 
of potential conflicts of interest is SEC chair- 
man Rosario Lopez. An attorney who 
joined the commission in 1961, Lopez is be- 
lieved to be too weak to force the exchange 
bosses to view things her way. Last year, 
she set a deadline of 31 March 1991 for the 
unification of the exchanges. The due date 
slipped by without comment from any of 


the interested pnis : 

Hanging in the balance, ‘ae isa 
US$100 million Asian Development Bank 
(ADB) loan for the Philippines, predicated in 
part on the merger of the exchanges. The 
loan, which would be made in support of 
financial reforms and which has already 
been reduced by half because of the dead- 
lock, would be used for general balance-of- - 
payments support. The ADB is also offering . 
US$1 million in technical assistance . to 
study the pros and cons of unification and 
to make suggestions about a revamping of 
securities regulations. 

Also delayed by the impasse is spend- 
ing needed by the exchanges to modernise 
their operations. Both still employ a version — 
of the open-outcry system and have sepa- 
rate, though equally backward, clearing 
and settlement arrangements. Even by the 
relatively inefficient standards of other 
Southeast Asian markets, equity invest- 
ment in the Philippines is reckoned to be a 
logistical nightmare by both local and for- 
eign institutional investors. 

Lopez and other proponents of unifica- 
tion argue that having two bourses has 
hampered the development of a domestic 
capital market. “Manila is the only city in 
the world with two stock exchanges that list 
the same securities,” the SEC chairman de- 
dares. “This allows for manipulation to 
take place.” Arbitrage by brokers, she says, 
has resulted in widespread distrust of the 
market. It has also embittered foreign in- 
vestors, who are usually on the losing end 
of such trades. 

Having one exchange would end arbit- 
rage and improve the chances that an in- 
vestor would receive the best price on a 
transaction, contends Lopez, as well as 
simplify listing. arrangements and regat 











TRADE 


‘|. The stalemate in the Uruguay Round 
"trade talks has not stalled the process of 
trade liberalisation in Asia. A report on 
world trade drawn up by Geneva-based 
Gatt shows that eight Asian nations, rang- 
ing from Bangladesh and Pakistan to 
South Korea and Japan, are among those 
that have taken the lead over the past 
four years in liberalising imports by 
either reducing tariffs, eliminating restric- 
tive quotas or removing non-tariff bar- 
riers. 

Gatt also underlines that while Asian 
nations put in a satisfactory export per- 
formance in 1990, their growing im- 
portance as. “d importers” help- 
-ed promote international trade. The four 
Asian Nics — South Korea, Taiwan, 


Import or die 


Hongkong and Singapore — plus Malaysia 
and Thailand imported US$330 billion of 
goods in 1990, up 15.5% on the previous 
year. 

A total of 45 countries have so far taken 
unilateral trade-liberalisation initiatives, 
says Gatt Director-General Arthur Dun- 
kel. His annual report shows that contrary 
to traditional Western beliefs, 30 develop- 
ing nations, including many from Asia, 
made the most significant moves to adopt 
outward-looking trade policies. 

In contrast, Gatt noted the EC’s efforts 


to remove only a “modest proportion” of 


more than 2,000 import quotas still. in 
force in the 12 member states. France 


abolished some quotas on imports of 


Japanese goods including toys, ceramic 
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products and pottery, and Britain ended 

its “grey area” industry-to-industry ex- 

port-restraint pacts including deals cover- 

ing colour Tv sets from Japan, Singapore, 

South Korea and Taiwan. Gatt noted that: 
the US had made no trade-liberalisation 
moves during the period. 

Tariff reductions were especially signi- 
ficant in Bangladesh, Indonesia and Pakis- 
tan. Maximum tariffs on steel, textiles, en- 
gineering, chemicals and electronics were 
reduced to 125% from 200% in Bangladesh 
over the past four years. Tariff reductions 
implemented in Indonesia in May 1990 re- 
sulted in a decline in the average tariff to 
22% from 37% in 1984. Pakistan's import 
duties were slashed to 125% from 225%. 

Several Asian nations made efforts 
either to eliminate. quantitative restric- 
tions, abolish import-licensing require- 
“ments or reduce the number of items sub- 
ject to import prohibition. Most signifi- 
cantly, India added 793 products, including 
oe eee pharmaceuticals a and med- 











ory surveillance. Moreover, she says unifi- 
cation would prevent the duplication of 

capital spending needed to improve trad- 
ing, clearing and settlement. 

“Unification is a means of addressing 
several problems simultaneously,” Lopez 
says. “It will help improve public confi- 
denice in the market by allowing us to clean 
up [unethical] practices.” She says uni- 
fication would make foreign fund mana- 
gers look more seriously at the Philippines, 
a-claim that meets widespread scepticism 
among brokers. 

Arbitrage was made possible by a 1973 
decree by then president Ferdinand Marcos 
which stipulated that all new issues be 
simultaneously listed on both exchanges. 
Before that, the Makati exchange, which 
was established in 1963 by a group of busi- 
nessmen led by a Russian Jew from Shang- 
hai named Bernard Gaberman, was strug- 





cal equipment, to the list of items which 
1o not need a special clearance by the au- 
horities: The Philippines lifted import- 
icensing requirements on 2,462 items and 
sromised a further liberalisation of 323 im- 
ports by the end of 1994. 

The report notes Japan’s market-open- 
ng measures of 1988, including tariff re- 
ductions and the termination of import 
quotas for agricultural products, includ- 
ng beef, oranges and orange juice. South 
Korea is mentioned for its new three-year 
mport-liberalisation programme for 1992- 
4 and for agreeing last year to remove 
mport restrictions for balance-of-pay- 
ments . 

< Gatt’s statistics show that the volume 
zrowth of world merchandise trade slip- 
ged for the second consecutive year in 
(990, slowing to 5% from 7% in 1989. The 
value of world trade rose by 13% to 
J5$3.5 trillion in 1990, boosted by a 7% 
lepreciation in the effective exchange rate 
of the US dollar. E Shada Islam 
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gling in the shadow of the Manila bourse. 

‘Gabermen led his band away from the 
Manila exchange, established in 1927, be- 
cause he believed it was a closed club that 
did not allow equal opportunity for those 
outside a small circle of Filipino-Chinese 
businessmen based in Manila’s old central 
business district of Binondo. He was also 
convinced, rightly as it turns out, that 
Makati would supplant Binondo as Mani- 
la's business centre. 

The perception that the Manila bourse is 
run to the disadvantage of outsiders lingers 
today, particularly among European-run 
brokerage houses. Most foreign securities 
firms operating or opening in the Philip- 
pines are affiliated with Makati. 

In reality, however, the exchanges are 
not that different. Big institutional investors 
trade on both, so do speculators tradition- 
ally associated with the Manila market. In 


statistical terms, Makati slightly outp 
Manila in volume, partly because of th 
latively recent presence of foreign brol 
while gross commissions generated 
mains a bit higher at Manila, because of 
stronger emphasis on retail trading. : 
“The exchanges are the same animal 
with different signs out front,” sa’ 
Gerardo Urbina, a Manila stalwart who 
president of Equitable Securities. Indee 
even more than in operational terms 
business make-up of the two mark 
identical. 
Makati has 91 members, while Manila 
has 90. Both are corporations with 11 
tors and two operating executives. A price 
for a seat on either exchange is P4 millior 
(US$142,857). Assets held by both « 
changes are similar in size, and both gener 
ate about 65% of revenues from mem 
ship fees paid by brokers and maintenance 
fees paid by listed companies. Manila's 
cash reserves stand at 2160 million, wh 
Makati has P140 million in the kitty. 
It is the fate of these cash reserv 
opponents of unification have seized 
to argue their case. Lopez has made the 
construction of a new stock exchange on 
neutral turf the centrepiece of her cam- 
paign. The proposed new building, in the. 
fast growing area of Mandaluyong near the 
new ADB headquarters, would presumabh 
be financed by the old ‘exchanges and 
house a fully computerised: trading flo 
brokerage offices and the sec. A twin- 
towered architectural model of the “Philip- _ 
pines Stock Exchange” takes place of pride. 
in the corner of her office. 
Makati treasurer Irving Ackerman, an 
opponent of unification, argues that: the 
cost of an entirely new stock -exchan: 
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scale envisioned by Lopez. “We have two 
viable exchanges with no debt,” says Ac- 
kerman. “If things went wrong with the 
_ economy during the course of unification, 
©- we could get in deep financial trouble.” 

“ More cynical unification opponents accuse 


we Lopez of wanting to use the cash reserves, 


held as a lifeboat fund for ailing brokers, to 
build a monument to her 30-year career at 
the SEC. 
Sh Still, both exchanges realise the ne- 
cessity of upgrading their facilities. When 
Lopez stepped up the unification push dur- 
ing the 1988-89 Philippine economic recov- 
ery, the exchanges had already set in mo- 
tion plans for new buildings. The Manila 
exchange teamed up with plastics magnate 
_ William Gatchalian in 1988 for a planned 


S 32-storey tower on Roxas Boulevard. The 


exchange committed no money to the pro- 
ject, which is now on hold, perhaps perma- 
nently. 

~ The Makati bourse has recently begun 
negotiations with Ayala Corp. for a prime 
piece of land just down the road from its 
“current headquarters. A committee is also 
-= inthe process of shopping for a com- 
puterised trading system to replace the 
chalk and board now used. 

„© Makati exchange president Juan Fran- 
cisco says Ayala will accept a below-market 
price for its land to keep the exchange in 
Makati. “We are talking about a two-storey 
building, something affordable,” says Ac- 














-kerman of his exchange’s plans. 


_...- Despite a pledge by both boards not to 
-=> do anything to complicate the unification 
proceedings, other steps have been taken, 
particularly by the Makati exchange, to gain 
an edge in negotiations. In April, Makati 
named three non-broker members to its 
board, ail pillars of the Philippine business 
community, and announced that Francisco, 
a long-time staffer would become the ex- 
change’s first “professional” president. 
Lopez, who wants the unified exchange 
to have professional management and a 
. More representative board, says she consi- 
_ dered these moves “unhelpful.” Coyiuto is 


even more forthright. “What they did was 


< wrong,” the Manila chief says. “They are 
“attempting to better their position in ad- 
vance of unification.” 
Coyiuto is particularly sensitive about a 
Makati resolution passed in April that 
would force board members to relinquish 
their company directorships. Oriental 
makes up a far more important part of 
Coyiuto’s personal empire than do Lim’s 
holdings in Basic Petroleum and South Seas 
Natural Resources, the two companies 


where he is a director. 


Neither Lim nor Coyiuto admits there is 
bad blood between them. In fact, when 
Lim's ,Jhous@gyyas bombed by unknown 
assailants’6n 1 April, Coyiuto was on the 
phone to the Makati boss the next morn- 
ing ‘expressing concern about the inci- 
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INVISIBLE HAND — 


No yen for rocks — 


The hidden agenda at the late April summit meeting between Japanese Prime 
Minister Toshiki Kaifu and Soviet President Mikhail Gorbachov was that neither 
man could afford to see it succeed. A major breakthrough would have been as un- 
welcome economically in Japan as it would politically in the Soviet Union. 

The popular assumption was that Gorbachov left Tokyo as empty-handed as 
when he arrived, and that Kaifu was as disappointed as the Soviet leader by the out- 
come. This was wrong on two. counts. ; , 

First, Gorbachov could not afford a “yen for rocks” exchange. His political op- 
ponents would have been quick to capitalise on the national and military “losses” as- 
sociated with the return of Japan's former northern islands in exchange for Japanese 
aid (REVIEW, 2 May). ae 

Second, Kaifu’s dilemma was equally real, though less well known, as his own 
finance minister, Ryutaro Hashimoto, had strongly counter-attacked nationalist Ja- 
panese politicians who hoped to manoeuvre Kaifu into promising around US$26 bil- 
lion in aid in return for the islands. Hashimoto privately argued that it would be ex- 
treme folly at this stage for Japan to commit financial resources on any significant. 
scale to a divided Soviet Union. T ; : 

Events in Tokyo during the summit meeting proved just how right Hashimoto 
was, and how prudent it was to adopt a diplomatic formula that simply commits 
both Tokyo and Moscow to further dialogue while Gorbachov and the Soviet Union 
try to dig themselves out of an economic and political morass. : ; 

The most backward of developing countries shopping for foreign aid and invest- 
ments could hardly have given a less cogent presentation than did Gorbachov and 
his entourage. They disagreed on just about every economic priority, and indulged 
in a gloomy litany of self-criticism calculated to scare off even the most gung-ho in- 
vestor. 

And Japanese businessmen are decidedly unenthusiastic when it comes to.in- 
vesting in the Soviet Union. The Japanese Foreign Ministry’s doctrine of seikei fuka- 
bun (non-separation of economic and political issues): makes businessmen wary of 
investing until the government gives its blessing. This is unlikely to occur until the 
two countries sign a formal peace treaty. ; 

Gorbachov pleaded with the Japanese to underwrite just about every economic 
venture, including public infrastructure projects, needed to get the Soviet economy 
off its knees. As Sony head Akio Morita observed, Gorbachov talked too much to.. 
be a good salesman. : eee 

To make matters worse, Soviet economists publicly aired their differences about 
whether the union or the republics should receive Japanese aid immediately or after 
they have proved themselves capable of absorbing it successfully. Moreover, they 
openly debated whether the Soviets or foreign investors should finance and provide 
infrastructure development, and even whether the Soviet people need the kind of 
consumer goods that the Japanese are so good at producing or instead more heavy 
industrial development. 

For good measure, some foreign analysts publicly addressed their fear that mi- 
litary elites in the Soviet Union are reasserting their claims to monopoly rights over 
trading vital resources such as oil. Japanese businessmen are understandably wary 
of dealing with such people. ye en 

Japan’s investment in Soviet joint ventures to date stands at a paltry US$1 billion, 
or about 0.05% of Japan’s total overseas direct investment, concentrated mainly on 
resource ventures undertaken in the 1970s. The Soviet Union accounts for only 1% 
of Japan’s foreign trade, with two-way trade worth a mere US$6 billion. 

The notion that this would alter dramatically as a result of the Gorbachov-Kaifu 
summit was always unlikely, though whether Japan: would sacrifice economic ob- 
jectivity to nationalist fervour over its former territories was a more open question. 

In the event, Tokyo did not even promise the US$450 million that Moscow needs 
to repay overdue debts to those Japanese small businessmen who have been brave 
enough to invest in anything from fisheries to selling used cars in the Soviet Union. 
A shared interest in avoiding success at the summit led to a felicitous “failure.” 


E Anthony Rowley 
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COMPANIES 


Indonesian dairy venture turns sour 


Panned and canned 





By Adam Schwarz in Salatiga, Central Java 


n early April, a model cooperative ven- 

ture that was meant to become the 

largest dairy farm in the world stum- 
bled to an ignominious end when Man- 
trust, a premier agribusiness conglomerate 
and the central participant in the project, 
bailed out, claiming cash-flow problems. 
The failure of the cooperative venture, 
known as Nandi Amerta Agung (NAA), is 
an embarrassing setback for both the In- 
donesian cooperative movement and Presi- 
dent Suharto, who supported the project. 

A furious bout of finger pointing has en- 
sued. Mantrust accuses Jakarta of reneging 
on its promise of a monopoly on powdered 
milk production, and contends that the 
cooperative was ill-served by its foreign 
consultants and partners. Mantrust, a 
Jakarta-based firm with estimated sales of 
more than Rps 500 billion (US$270 million) 
in 1990, is majority-owned by business- 
man Teguh Sutantyo. NAA’s other partners 
included Indonesian Dairy Cooperative 
(GKSI), US-based dairy giant Land O’ Lakes, 
US-based Cooperative Business Interna- 
tional and several US Government advis- 
ers. They say that Mantrust was too 





y. 

Mantrust was chosen to become the 
nucleus company for NAA in the govern- 
ment’s nucleus-and-smallholder scheme, 
which pairs large agricultural-processing 
concerns with small farmers nearby. GKSI 
and the farmers were the smallholders in 
this particular scheme. 

The US Government, under its export- 
enhancement programme, provided US$1.3 
million to subsidise the sale of 13,500 Hols- 
tein cattle to the project. The roughly 1,500 
farmers who joined the cooperative venture 
received 6 cows each, which they were to 
pay for over time by selling milk to NAA at 
below-market prices. The cows were to be 
milked twice daily at special milking units 
set up by NAA, which agreed to supply spe- 
cial feed and to guarantee to buy all milk 
production. 

Farmers flocked to the cooperative after 
being told they could expect an average 
daily milk production of 18 litres per cow, 
worth about Rps 1,000 a day per cow, after 
deducting for feed and ownership pay- 
ments. The expected daily income from a 
six-cow “herd” was more than triple the 
prevailing minimum wage in Central Java. 

But instead of soaring profits and a 
zrowing equity stake in a new dairy herd, 
the farmers faced a plague of problems. 
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The Holstein cows adapted poorly to the 
Java climate, being used to cold winters and 
abundant clean water. A chronic feed 
shortage caused the US cows to fall sick 
and produce far less than 18 litres a day. 
Moreover, Mantrust and GKSI were soon at 
each other's throats over charges that Man- 
trust was paying little or nothing at all for 
milk delivered by the dairy farmers. 

By early 1990, undernourished cows 
were falling prey to disease, with as many 
as 1,000 cows dying from anthrax. Local 
newspapers accused NAA of covering up 
the anthrax contamination from January- 
March 1990, resulting in the death of 4 
Salatiga residents after eating anthrax-in- 
fected beef. 

In August 1990, NAA reduced each farm- 
ers’ allotment of cows from six to three — 
citing a new Ministry of Agriculture decree 
to justify the action — but without compen- 
sating farmers for the equity they had built 
up in the three cows to be handed back to 
NAA. Then in early April, Mantrust took 
back two of the remaining three cows from 
the 870 farmers still involved in the project, 
and said it would no longer supply feed or 
buy milk from farmers. 

A government official says the stoppage 





The end of the line for Mantrust. 


is only temporary, but a Mantrust executive 
who requested anonymity believes it is un- 
likely the project will ever be resuscitated. 
“We got the wrong animals from America, 
and we got bad advice [from Land O’ 
Lakes],” he argues. Further, Mantrust 
claims that the government failed to live up 
to its end of the bargain. It was to provide 
Mantrust with a monopoly on the sale of 
spray-dried milk for its Tirta Amerta Agung 
(TAA) unit (a joint venture with GKSI) 
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in exchange for aiding the NAA venture. 

NAA was to sell all milk production to 
TAA to process into a basic form of pow- 
dered milk and sell it to downstream con- 
densed milk producers such as Nestle and 
Mantrust subsidiaries Friesche Vlag and 
Foremost. Shortly after NAA was launch- 
ed in February 1988, however, the gov- 
ernment allowed Nestle to build its own 
powdered milk facilities and permitted 
other powdered milk users such as bakeries 
to import the product. “TAA could have 
been profitable if the government stuck to 
its promises, but there was no way to make 
it work without having the monopoly,” the 
Mantrust executive says. 

But other parties to the NAA scheme, 
were sharply critical of Mantrust’s perform- 
ance. Land O’ Lakes withdrew suddenly 
from the project in early 1990, complaining 
that its advice was consistently ignored. 
Consultants hired by Washington say in- 
adequate feeding left most of the cows in 
an “appalling” condition. “It is obvious that 
the cattle are not receiving the quality or 
quantity of feed n to even maintain 
normal body weight,” said one veterinarian 
in a late 1990 report. 

“If feeding practices remain as they are, 
there is no hope for salvaging the opera- 
tion,” he concluded. Another outside con- 
sultant added that the NAA cattle stock 
would have grown to 35-40,000 head by 
early 1991 if the cows had been fed prop- 
erly. Instead, the total herd is now probably 
less than 5,000, with many of those likely to 
end up at Canning Indonesia Products, a 
Mantrust-owned slaughterhouse in Bali, 
which makes corned beef and sausage. 

Daman Danuwidjaya, chairman of GKSI, 
is more critical, saying the cooperative 
sought shares in TAA because farmers 
wanted to be involved in processing and 
marketing milk, not just in producing it. 
“Mantrust treated us like a sleeping partner,” 
Daman says. “They never met with us and 
never told us what was going on. If they 
had treated the farmers like part owners in- 
stead of just labourers, the project could 
have worked.” GksI withdrew from NAA in 
1989, leaving Mantrust as the sole owner. 

Many of the farmers believe they are still 
owed money by Mantrust, according to 
news reports. Jay Losher, a lecturer at Satya 
Wacana Christian University in Salatiga, 
agrees: “By selling milk at below market 
rates, the farmers were building up equity 
in their six cows. Now, five of the six cows 
have been taken away and no compensa- 
tion was paid.” 

Losher concludes from the NAA experi- 
ence that Indonesian-style cooperatives are 
unable to represent fairly the interests of 
their members, especially when left to fend 
for themselves against private enterprises. 
Currently, he says, the cooperative move- 
ment in Indonesia “is more an instrument 
for the suppression of labour than a cham- 
pion of self-reliance.” a 
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TRADE 


US hits at alleged protectionism in Asia 


Carrying a stick 





By Review Correspondents 

he Bush administration has taken its 

tough talk with trading partners to a 

higher pitch in a bid to make friends 
in the US Congress, but the strategy could 
backfire. Asian countries charged with 
trade infractions by Trade Representative 
Carla Hills on 26 April appear ready to fight 
back rather than accept sanctions. 

Hills cited China, Thailand and India for 
inadequate protection of intellectual-prop- 
erty rights and other violations of 
copyrights and patents and named them 
“priority foreign countries” under the Spe- 
cial 301 provision of the Omnibus Trade 
and Competitiveness Act of 1988. If the al- 
legations are proven, the countries face 
trade retaliation from the US. 

Under the Special 301 provision, the 
Trade Representative’s office has to begin 
investigations of China, Thailand and India 
within 30 days of registering its charges and 
conclude them within six months. The 
countries had been on a “priority watch 
list.” 

In further action, Hills threatened to bar 
Japan from bidding on federally funded 
construction projects in the US. This action, 
which could go into effect after a 30-day 
comment period, would be in retaliation 
for barriers in Japan against US construc- 
tion companies seeking public-works con- 
tracts. 

Responses in Asia to the US charges 
were quick and mostly bitter. Chinese trade 
officials warned that any further moves by 
Washington would “produce extremely 
negative effects on economic and trade 
cooperation between China and the US.” 

The Chinese officials say Washington is 
ignoring efforts by Peking to protect intel- 
lectual- rights in accordance with 
international standards. They say a new 
copyright law is imminent and the govern- 
ment is preparing to revamp the patents 
law 





The decision by the US Trade Represen- 
tative’s Office to place China on its blacklist 
came after reports that Chinese companies 
were copying US pharmaceuticals, agricul- 
tural chemicals and computer software 
without paying licensing fees. According to 
the office, China is the only major US trad- 
ing partner that does not offer any protec- 
tion of intellectual property. 

The action against China came several 
weeks before the US Congress decides 
whether to renew the country’s most- 
favoured-nation status. It is expected to add 


additional ammunition to critics who want 
the Bush administration to suspend the 
trade privilege, a move Chinese officials say 
would imperil Sino-US relations and set 
back economic reform in China. 

Thai Prime Minister Anand Pan- 
yarachun accused the US of unilateralism 
on trade issues that should be settled 
through negotiations and compromise. 
Thai trade officials say the protection 
of intellectual property has improved 
in Thailand, though they admit that pro- 
gress was limited under the previous gov- 
emment. 

Anand’s interim government is only 
two months old, the Thai officials explain, 





3 ay 
Hills: negotiations could avert retaliation. 


and it cannot be expected to make US trade 
concerns a top priority. Anand, who will be 
in power theoretically only until April 1992, 
is facing heavy pressure to tackle political 
and economic reforms, they say. 

Moreover, the Thai officials say Wash- 
ington’s hardline position is unreasonable 
because, in time, Bangkok plans to meet 
American demands on the protection of in- 
tellectual property. They also indicated that 
in future dealings with Washington, they 
would be less cooperative. 

This reaction is partly one of frustration. 
Ultimately, however, the US charges are 
likely to prod Thailand into putting more 
effort into solving bilateral trade disputes. 
Thai exporters, especially jewellery makers, 
are already pressuring the government to 
give ground to US demands before they are 
hit with counter-measures. 
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In New Delhi, the response from the 
caretaker government was relatively quiet. 
Commerce Minister Subramaniam Swamy 
proposed talks with Washington once a 
new government is formed in June after 
general elections. 

Tokyo trade officials, however, reacted 
with anger and puzzlement against the US 
decision to bar Japanese companies from 
bidding on construction projects funded 
by Washington. They also threatened un: 
specified retaliation if the US proceeds witt 
the action. 

Hills’ announcement coincided with the 
end of the latest round of negotiations 
between US and Japanese officials on open: 
ing up Japan’s construction market. Seven 
rounds of these negotiations — known as 
the US-Japan Major Projects Arrangements 
— have been held since 1988, when they 
were begun to secure access for US contrac- 
tors in about 15 public-works projects in 
Japan. 

Another round of talks is scheduled for 
this month, and Japanese Chief Cabinet 
Secretary Misoji Sakamoto says an agree- 
ment is near between the two sides. Ha- 
jime Sako, head of the Japan Federa- 
tion of Construction Contractors, says US 
negotiators praised market-opening moves 
by Japanese negotiators at the most recent 
meeting. 

Sakamoto warned that benefits already 
accorded to US contractors might be with- 
held if the US takes action against Japanese 
construction companies. He complained 
that the US action is contrary to the spirit of 
the Gatt’s Uruguay Round of trade negotia- 
tions. 

In addition to action taken against these 
Asian countries, the US Trade Representa- 
tive’s Office either retained or newly placed 
Australia, Brazil and the EC on its priority 
watch list. Twenty-three other countries — 
including Indonesia, Japan, South Korea, 
New Zealand, Pakistan, the Philippines 
and Taiwan from Asia — are on a list for 
less serious trade offences. 

The charges by the Trade Representa- 
tive’s Office are viewed as being partly po- 
litical since they came at a time when Presi- 
dent George Bush is struggling to win sup- 
port of his authority to negotiate interna 
tional trade agreements. The US Congres: 
is expected to vote soon on whether to ex 
tend for two years’ legislation under whict 
these agreements are subject to only yes-or 
no votes by lawmakers. The legislation ex 
pires in June. 

And even though the US action coulc 
lead to a showdown in Asia, Hills sug 
gested that retaliation could be avertec 
through quick negotiations. She said tha 
“the imposition of trade sanctions [witt 
China, Thailand and India] is not inevitabk 
or desirable” and “were we to make pro 
gress on [disagreements with Japan] . . 
there would be no need to go forward witt 
the retaliation [in this case either].” 1 
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TELECOMMUNICATIONS 


Hutchison unit cashes in on Hongkong’s yuppies 


Talk of the town 





By Michael Westlake in Hongkong 


Pn Hongkong, being wealthy is becom- 
| ing less of a strain. Stockmarket invest- 
call up share-price information 
eir pagers. Horse-racing punters lan- 
-guidly place off-course bets from their 
ened or their patios. The less well-heeled 
have their own badge of rising prosperity: 
the portable phone. For Hutchison Telecom 
(HT), this represents a gamble that is paying 
big dividends. 

HT, a division of Hongkong tycoon Li 
Ka-shing’s Hutchison Whampoa group, 
has seen revenue double each year to reach 
HK$2.3 billion (US$300 million) in 1990. 
Having secured a solid position in Hong- 
kong, the company is turning its attention 
overseas, to Britain, Australia, et ae 
Thailand and Taiwan. In late March, 
became the biggest cellular pie 
operator in Britain when it paid HK$398 
million for the US-controlled Millicom Cel- 
lular. 

Profit has been rising rapidly, to HK$225 
million in 1990. Although a return on sales 
of about 10% is some way adrift of the in- 
dustry average of 25-30%, analysts say that 
HT should turn into a cash cow now that its 
heavy front-end costs are history. Accord- 
ing to managing director Richard Siemens, 
the company would fetch about HK$12 bil- 
lion if it was ever put up for sale. 

The relationship between Hutchison 
Whampoa and Siemens was conceived in 
the right place and at the right time. The 
tightly regulated Hongkong telecoms mar- 
ket was under pressure to liberalise in 
the mid-1980s, creating potentially lucra- 
tive openings for any company with the 
sources to take on Hongkong Telephone, 
the holder of the domestic voice fran- 
chise. 










At the time, Siemens was running his 
own businesses, including paging com- 
ies in his native Canada and in Hong- 
kong. When he was denied a licence in 
1984 to provide cellular telephone services 
in Canada, he approached giant US tele- 
coms manufacturer Motorola and suggest- 
til 





lampoa. Impressed, the hong took a 
70% stake in the newly formed Hutchison 
Telephone (later a unit of Hutchison Tele- 
com); the other 30% of the equity was 
taken up by Motorola. With Siemens at the 
helm, the new company’s main task was 
to compete with Communications Services 
Ltd (CSL), a subsidiary of Hongkong Tele- 
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phone, which had started mobile services 
for vehicles in 1984. 

Building on Siemens’ original paging 
company in Hongkong, Hutchison Wham- 
poa set up Hutchison Paging (also now 
part of Hutchison Telecom), which in 1986- 
87 spent about HK$300 million in acquiring 
paging companies to consolidate a base of 
around 120,000 subscribers. 

Before the acquisition spree, Hutchison 
Paging had doubled its radio-relay stations 
to 30 for better reception, and these sites 
were also useful as cellular telephone relay 
stations. Because hand-held units were im- 
practical without a large number of relay 
stations, Hongkong Telephone had been 


Hutchison Telecom profits 














able to target only vehicles for cellular tele- 
phones. 

But, says Siemens: “In Hongkong there 
were only about 50,000 cars and about 5 
million people, so it was easy to decide 
to focus on hand-helds.” Also, technology 
was advancing rapidly in hand-held units, 
which were falling in price. Hutchison suc- 
cessfully applied to the government for a li- 
cence to run cellular links for both vehicle 
and hand-held applications. 

With shareholder Motorola as its 
supplier of phone units, Hutchison Tele- 
phone opted for the US standard of fre- 
quency spectrums and signal modulation, 
for which two licences were available in 
1985. Hongkong Telephone, which oper- 
ated on the British system, responded by 
halving its rates for cellular links to HK$1 
a minute. Had Hongkong Telephone done 
this earlier, says Siemens, Hutchison 
Whampoa may not have joined the fray. 

CSL obtained one of two licences avail- 
able for the British standard in 1987. Hut- 
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» equipment sales alone provided an esti- 
























chison successfully applied for the seco 
British-standard licence, giving it 
market access at least double that of oth 
licensees. 

The result is that Hutchison Paging 
has about half the total Hongkong mar 
ket of 600,000 subscribers, while Hut- 
chison Telephone has 55% of Hongkong’s $ 
135,000 mobile-phone users. According to 
stockbrokers, the total Hongkong market 
for cellular phones is growing by 3,5 
4,000 subscribers a month, and Hutchison 
is forecasting that its own share will gr 
by 36% in 1991. Me 

Apart from fortunate timing in terme of 
market liberalisation, Hutchison Telephone 
and its rivals benefited from the Hong- 
kong * ‘yuppie” syndrome. A hand-held 
telephone is regarded by many in much the 
same way as designer clothing, so much so 
that there has even been a market for fake 
portable phones which give ringing tones 

Hutchison is chary about providing de- 
tailed figures for its telecoms: operations 
but, according to Schroder Securities, 


mated gross profit in 1988 of HK$50 mil 
lion. In securing its paging revenue base by 
acquisitions, Hutchison has been able te 
rationalise its number of radio-relay sta- 
tions, benefiting from a reduction in: the 
cost of lines it leases from Hongkong Tele- 
phone between stations. Schroders. esti- 
mates that sales of pagers in 1988 brought 
HK$20 million in profit, on revenue of 
HK$260 million, and that the subscriber 
base of 150,000 has since doubled. 

Both paging and cellular phones have 
developed into broader products through 
new technology, and are continuing to do 
so. Pagers, for instance, can show news. 
clips, share prices and other pieces of data. 
A 29% share held by Hutchison Whampoa 
in Metropolitan Broadcasting, the terri- 
tory’s second commercial radio station 
which goes on the air this year, will allow: 
upgraded paging signals to be transmitted 
along the station's signal bandwidth. = 

Taking the transmission of data via pag- 
ing a stage further, HT set up Hutchison 
Mobile Data in 1989 to create. the world’s 
first public mobile data network, using digi- 
tal radio technology developed. by a 
Motorola subsidiary. The system all 
two-way communications via a laptop: 
with a screen and keyboard. It has alre: 
been used successfully by courier compan 
Federal Express — Hutchison‘s first mobile 
data customer in Hongkong — to keep 
track of deliveries and vehicles. 

A parallel development of mobile data 
links in 1989 was HT’s creation of iN 
Hongkong, a joint venture between HT and 
Bell Canada Enterprises. This provides 
two-way access to more than 1,500. 
worldwide data bases carrying stock- 
market, financial and other information. as 
well as electronic mail services. But there 
are limits to the frequency spectrum availa- 
































ble in any one band allocated to the present 
"Systems, and the bands are filling up for the 
present generation of units. 













-.. Two developments offer a solution to 
-the capacity problem. The first is CT2, an ab- 
breviation for cellular telephone mark 2, 
which is basically a home-based hand-held 
unit with roaming capability outside the 
home. Hutchison has been awarded one of 
four CT? licences granted in Hongkong. The 
‘total market in the territory is estimated at 
-about 500,000 subscribers. 

- The second development is digital cellu- 
lar phones, for which Hongkong is ex- 
pected to grant licences late this year or 
early in 1992. This technology allows far 
more capacity than the present analogue 
signals, by breaking up signals into small 
“packets” with individual addresses and 
using the same channel for multiple calls. 
-> Digital signals are expected to provide a 
total capacity of one million subscribers, 
five times that of the analogue systems. 

Unlike digital cellular systems, however, 
cT? will only be able to transmit calls — ex- 
cept in the home. A lack of sufficient relay 
-stations made the introduction of C12 a di- 
_ saster in Britain, despite it being far cheaper 
_than:the standard mobile phone. It is ex- 
pected that crz will cost the consumer 
_ about a third or half of the current systems. 
"Some years off, and somewhere be- 
“tween the two systems, lies PCN, or Per- 
-sonal Communications Network, which is 
“virtually a two-way CT2 using hand-held 
“units smaller than today’s cellular phones. 
» Siemens says that in 15-20 years, only about 
5%: of adults will not have PCN, and feels 
that CT2 will be viable in its own right until 
‘then in a two-tier market with digital cellu- 
lar systems at the top end. 

In the ultimate development of mobile 
phones, Hutchison has invested an un- 
specified amount with Motorola to develop 
- a system of 70 low-orbit telecoms satellites, 

which it is hoped will provide global roam- 

ing with hand-held units, for which each 

= © subscriber will have a personal number 
~~. applicable worldwide. 

HT is already in the satellite business, in 
the form of subsidiary Hutchison Satellite 
‘Services, set up to hold Hutchison’s one- 
third investment in AsiaSat. The other two 
equal partners are Britain’s Cable & Wire- 
“less and the China International Trust & In- 
vestment Corp. 

According to Siemens, HT will continue 
to take advantage of new markets wher- 
ever they open up, in Hongkong or else- 
where. But he warns that over-regula- 
ai tion — such as a separate licences being 
required for each new level of technology 
— could hinder an industry capable of 
even more explosive growth. “Companies 
cannot afford to think in terms of techno- 
logy or frequency spectrum or they won't 
be around very long. They must be cus- 
man and tecinglogy-transpa- 

” Siemens says. 




















ECONOMIC MONITOR: NEW ZEALAND 


Gloom and doom 


he New Zealand Government is 

having little success in talking the 

economy out of its depression. 

The country’s businessmen ap- 
pear instead to have taken to heart the gov- 
emment's earlier warnings during most of 
its first six months in office that the econ- 
omy is in a dire state. 

The independent Institute of Economic 
Research said that its latest quarterly survey 
of business opinion showed a “crisis of con- 
fidence” that was the worst in 30 years in 
some respects. The monthly National Bank 
of New Zealand survey in April also re- 
ported continuing falls in business confi- 
dence to levels even lower than in gloom- 
laden 1990. 

Respondents to the survey appear to be 
ignoring substantial falls in interest rates 
since last October and the deregulation of 
the labour market on 15 May. The govern- 
ment thought these measures would, in 
themselves, stimulate investment and busi- 
ness sentiment. The National Bank warned 
that “financial pressures on companies are 


Despondent New Zealand 





% annual change 
in real GDP 
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mounting” and “if unrecognised and un- 
checked, this has the potential [to derail] 
the whole economic policy programme.” 
Credit to business rose only 1.4% in the 10 
months to January, a significant shrinkage 
when adjusted for inflation. 

The gloom seems justified by macro- 
economic performance and prospects. The 
economy grew only 0.6% over the four 
years to end-1990. It shrank 0.3% in 1990. 
The current account has been in the red for 
17 years and is now around 7% of GDP, Ex- 
ternal debt was 73% of GDP in December 
and New Zealand's country credit rating is 
at the bottom of the AA range and may fall 
further still. Domestic investment is low 
and, judging by business survey findings, 
likely to remain so. 

Unemployment is now more than 9% 
by international measures (14% of the 
workforce is what New Zealand statisti- 
cians call “jobless”). More job losses are to 
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come as the restructuring and liberalisation 
of a heavily protected economy grinds into 
its second decade. 

One of the few bright areas is consumer- 
price inflation: down to 4.5% in the year to 
March and almost certain to fall further. 
The National Bank survey recorded the 
lowest inflation expectations by business 
since the survey began in February 1983. 

The Reserve Bank has been progres- 
sively loosening. monetary. settings so that 
the yield curve is inverting less steeply. In- 
terest rates have fallen from an average 
in October of 13% for five-year bonds and 
14.6% for 90-day bank bills to 10.9% and 
11.4% respectively in April. 

The New Zealand dollar rose 2% on a 
trade-weighted basis in March, however, 
though it has fallen slightly since. This is 
despite clear statements from Reserve Bank 
governor Donald Brash that the bank 
would accommodate a fall in the kiwi dol- 
lar. The finance minister, Ruth Richardson, 
has also acknowledged that the currency is 
overvalued. 

Richardson has. not waited for a cur- 
rency fall to push resources towards the ex- 


= port sector. Social welfare benefit cuts in 


April are to be followed by a tough budget 
in July which will aim to reduce spend- 
ing in real, and perhaps nominal, terms. 
Coupled with downward pressure on wages 
under the prospect of labour market dere- 
gulation (though partially offset by falling 
house-mortgage interest rates), this is con- 
straining domestic demand. 

Imports in the eight months to February 
were down 3.4% to NZ$10.9 billion (US$6.4 
billion) in inflation-adjusted terms com- 
pared with the same period the year before. 
Over the same period, exports were up 
3.8% to NZ$10.2 billion. Agricultural com- 
modity prices appear to have bottomed and 
there is some evidence, albeit largely anec- 
dotal, of export successes. 

These pointers have led a minority of 
private forecasters, as well as the Treasury, 
to predict a mild upturn later this year, with 
growth of 1-2% in 1992. In most countries 
that would spell a downturn. In New Zea 
land it would be a great relief. 

But will it last? The share market, which 
often moves in advance. of other economic 
indicators, has risen since January from 
1,200 on the Barclays index, to around 
1,500. But that is less than half the peak 
reached in 1987, in nominal terms. In infla- 
tion-adjusted terms, the index is compara- 
ble with its level of early 1983. This suggests 
that the 1992 upturn, if there is one, may 
turn out to be fragile. a Colin James 






9 MAY 1991 





BRIEFING 


Hongkong court fines 145 
for short-selling warrants 


> A total of 145 people on 30 April and 1 
May pleaded guilty before a Hongkong 
Magistrate to short-selling warrants issued 
by a local construction company, 
International Tak Cheung (ITC) Holdings. 
Short selling, i in which a person sells 
or warrants he does not own, is 
in Hongkong. Defendants were 
E fined HK$2, 000 (US$256) on each 
“summons, with most ordered to pay a 
further HK$4-5,000 in costs. ITC shares and 

warrants were suspended in late 
“September 1990 after the price of the 

‘warrants shot up 166% in a single trading 
“session, putting them at a 150% premium 

to the underlying stock. 








Japanese banks to open 


Shanghai branches 

> The Industrial Bank of Japan and Sanwa 
Bank have been given permission by the 
People's Bank of China to open branch 
offices in Shanghai. Previously, Japanese 
banks have only been allowed to open 
branches in the Shenzhen special 
economic zone in Guangdong province, 
though some have representative offices in 
Peking and elsewhere. 


Philippine court backs 
debt-service stance 
> The Philippine Supreme Court on 29 
April upheld President Corazon Aquino's 
authority to set aside government funds to 
service foreign debts without the approval 
of Congress. The court ruled that three 
-Marcos-era decrees conferred that 
constitutional right on the president. Many 
legislators have tried to limit the debt 
repayments, which they say are preventing 
the country’s economic recovery. 


Lippo Group takes control 
of Hongkong property firm 
> The Lippo Group of Indonesia is to pay 
HK$323 million (US$41.4 million) for a 75% 
stake i in LET Pacific, a Hongkong-listed 
property concern. LET Pacific, a part 
owner of the Pacific Plaza project in 
Singapore, is developing a 25-storey 
commercial building in the territory. The 
Lippo conglomerate, majority owned by 
Indonesia's Riady family, is primarily 
invalved i in banking and finance. 


Peking raises cost 

of grain and oil 

P The Chinese Government on 1 May 
raised the price paid by urban residents for 





state-distributed grain and cooking oil in 
an effort to reduce food subsidies 
estimated at Rmb 40 million last year. The 
average price of a kilogram of grain was 
increased to Rmb 4.80 from Rmb 0.28, 
while oil rose to Rmb 4.30 a kg from Rmb 
1.60. 


Vietnam requests advance 
payment for oil exports 

> Vietnam, which is suffering from an 
acute shortage of foreign-currency 
reserves, is requesting advance payment 
for at least some of its oil exports from 
Japanese trading companies. Japan 
imports about US$250 million worth of 
crude oil a year from Vietnam. Trading 
firms such as Mitsubishi, Sumitomo and 
Nissho Iwai are studying the request. 


Business indicators 
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Malaysia will not increase 
external debt this year 

> Malaysian Deputy Finance Minister 
Abdul Ghani Othman on 29 April 
announced that US$190 million of 
sovereign bonds issued in March will be 
the only external borrowings undertaken 
this year by the government. The 10-year 
bonds, which are convertible into Telekom 
Malaysia shares under certain conditions, 
represent the country’s first foray into the 
international capital markets. Any further 
borrowings will be raised from domestic 
sources. 


South Korean vehicle exports 
to Europe are boosted 

> South Korean vehicle exports totalled 
66,928 in the first quarter of the year, an 
increase of 8.8% over the same period in 
1990. But sales in the sluggish US market 
fell 8% to 30,603. Shipments to Europe, 
especially the former communist bloc, 
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showed the strongest growth, to 15, ws 
from 2,462 in the year-earlier period. 


Singapore to test 

scripless trading 

> The Stock Exchange of Singapore (SES) 
announced on 29 April that it would 
introduce a pilot scheme for scripless 
trading on 15 July. At first, only shares ; 
warrants in part-government owned 
National Steel Corp. will be included 
scheme, but'ses officials say that a 

two more counters will go scripless by 
year-end. NatSteel shares and warrants 
will be suspended on 3 June to allow = 
two-for-one stock split. 


ADB meeting fails to 

resolve key issues a 

> The annual meeting of the Asian: ` 
Development Bank concluded on 26. April. 
without a decision on the amount of new 
funds to be committed by donors to the ` 
soft-loan Asian Development Fund (ADF) 
The meeting also failed to resolve two: 
other key issues: whether to resume 
lending to China and whether to grant 
China and India access to the ADE. 


Bush vetoes component 
exports to Peking : 
> US President George Bush on 30 April 
refused to approve the export of US . 
satellite components to China as.a protes 
against Peking’s weapons-sales policy. Th 
satellite parts would have been used in 
China’s domestic communications satellite 
the Dong Fang Hong 3. With diplomatic 
relations between Washington and Pek 
deteriorating rapidly, Bush must decide 

3 June whether to extend Chings © 
most-favoured-nation trading ‘status. 


Visa cards introduced 

in Laos and Mongolia _ 

> Banque Francaise du Commerce 
Exterieur said it has concluded agency 
agreements to introduce Visa credit cards 
in Laos and Mongolia. The deals were 
struck with the Lao Bank for Foreign Trade 
and Mongolia’s State Bank. 


South Korean Ex-Im bank 
opens Moscow office 

> The Export-Import Bank of Korea... 
has opened a representative office in ; 
Moscow, the first South Korean bank todo: 
so. The bank will oversee disbursement: . 
of two-thirds of the US$3 billion loan 
package that Seoul has promised to 
Moscow. 
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Glimmer through the murk 


hen pressed, Jakarta stock- 
brokers produce the occa- 
sional word of praise for new 
regulations which call for 
more disclosure by issuers and shift more 
responsibility from market watchdog 
_ agency Bapepam to issuing firms’ accoun- 
tants, lawyers and underwriters. 
All well and good, brokers say, and not 
| a minute too soon. A requirement that issu- 
ing companies provide three years (up 
from two) of financial statements will give 
investors a somewhat longer track record to 
study. And forcing accountants to stand be- 
| hind their work is a giant step in the right 
direction. 

Shroff, however, is not ready to lead the 
cheering. Bapepam’s clumsy performance 
when announcing the new regulations on 
19 April irritated many brokers needlessly. 

“The announcement was made the day after 
Fra public holiday in Jakarta, with a near 
| guarantee that almost all brokers would be 
| out of town. And the regulations were 
-given directly to the press before any brok- 
| ers had been consulted. That left brokers 
` scrambling for copies from journalists. 

- Some of the regulations were confusing 
as written, particularly one allowing an un- 
< derwriter to support a share price in the 
weeks preceding a stock issue by an al- 
ready listed company. Bapepam’s efforts to 
“Clarify matters, at a meeting a few days 
later, only muddied the waters further. 
“Bapepam officials couldn’t answer 
{questions about the new regulations,” a 
| broker says. “It was clear the regulations 
| were not coming directly from Bapepam; 
even the language looked like a bad trans- 
lation into Indonesian from English.” 

Brokers surmise the regulations ema- 
nated from one of the many foreign ad- 
| visers who haunt Bapepam’s halls. Brokers 
‚are all for Bapepam seeking expert advice, 
but the resulting rules have got to be easy 
to understand. 

The new regulations mention sanctions 
for those who break the new disclosure 
rules, but, as is usually the case, no civil or 
criminal penalties are explicitly stated. It 
also remains to be seen whether stricter dis- 
closure requirements increase the flow of 
information. 

It appears that the new rules require dis- 
closure to Bapepam, and not to the ex- 
change itself. “If Bapepam continues to 
treat financial information submitted by 
| public companies as state secrets, insisting 
on more information doesn’t do us that 
-much good,” one broker says. 

One heartening trend on the Jakarta 


Stock Exchange is that, for the first time, 
share prices appear to be responding to re- 
sults posted by listed companies. The most 
obvious example is deeply troubled Bank 
Duta, which has finally admitted the extent 
of its 1990 losses. 

Duta lost US$419.6 million in faulty for- 
eign-exchange trading in the 18 months 
leading up to September. In its nine-month 
statement released in October, Duta (73%- 
owned by charity foundations chaired by 
President Suharto) omitted to mention the 
foreign-exchange losses and showed a Rps 
22.6 billion (US$12 million) pre-tax profit. 

In its just-released 1990 annual state- 
ment, Duta has decided to re-insert the for- 
eign-exchange losses into its accounts as 
well as confessing to a further Rps 182 bil- 
lion in losses from bad loans, other foreign- 


Hiding doesn’t help 





Jakarta Composite index : 





Bank Duta 





exchange deals and an underperforming 
credit-card operation. 

Duta, which went public in May 1990 
without giving investors any inkling of its 
massive unrealised foreign-exchange loss- 
es, hopes that a full confession will put it 
back on the road to credibility. Shroff be- 
lieves that will take some doing, and many 
investors apparently agree. Duta’s share 
price has plunged from Rps 7,500 in early 
September to Rps 3,000 on 30 April. 

Duta is not the only company to take in- 
vestors for a ride. Cigarette maker Sam- 
poerna bravely projected 1990 profit of Rps 
83 billion last May. Actual 1990 profit was a 
paltry Rps 30 billion. Its share price drop- 
ped by 63% from its mid-1990 offering price 
of Rps 12,500 to close on 30 April at Rps 
4,550. @ Adam Schwarz 


The curtain fell on two Texas soap operas in 
late April. J. R. Ewing finally doffed his stet- 
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son as the TV series Dallas aired its la 
episode in the US. And T. Boone Picken 
the Texan corporate raider, called it a day i 
his fight for a seat on the board of Koito, 
Japanese manufacturer of car parts. 

Whether or not Pickens was intendir 
to greenmail Koito, the moral force of h 
argument that he deserved a directorship i 
the company. suffered a setback late la 
year. At that time, he was compelled | 
admit to the Japanese Finance Ministry thi 
a Tokyo stock speculator, Kitaro Watanabı 
lent him the money to buy his 26.4% stak 
in the company. Until then, Pickens ha 
refused to disclose how the ase c 
shares, which began in April 1989, was {f 
nanced. 

Pickens will now sell his stake back t 
Watanabe, who is likely to flog the share 
to cover some of his misadventures in th 
property market. Here endeth a strang 
episode in the history of Japanese busines 
but it is worth assessing whether any goo 
has come out of it all. 

Koito was able to defy its largest shan 
holder, Pickens, with the help of Toyol 
Motor and other stockholders on the insid 
track, But the struggle highlighted as neve 
before the lack of influence enjoyed by ou 
side shareholders in decisions made by J: 
panese business. If an- investor with mor 
than a quarter of a firm's stock cannot gai 
entry to the boardroom, what hope doe 
anybody else have outside the charmed ch 
cle of corporate Japan? 

The balance of power between owner 
and managers of Japanese companies ma 
be bad, but the balance in the US is equal! 
unhealthy for the opposite reasons. There 
shareholders seem to have all the aces an 
managers the low cards. The US in th 
1980s was littered with perfectly good con 
panies carved up by the shareholders fc 
the sake of a quick buck. 

Shroff believes that both ways of doin 
business are bad for the stockmarket. Th 
Japanese way leads to artificially inflate 
share prices that must ultimately collaps: 
The US pattern leads to a shrinkage in th 
capitalisation of the stockmarket, as firm 
buy their own shares and take on debt ju: 
to escape rampaging stockholders. 

There are some signs, however, thi 
sanity is returning to the US and Japanes 
stockmarkets. US firms are starting to tur 
debt into equity and Japanese investors ar 
beginning to talk about “price-earning 
ratios.” If this is true, then Pickens ha 
played a small part in bringing this about 
And Koito even managed to raise its di 
vidend 20% last year. œ Nigel Hollowa 
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INNOVATION 


Pioneers’ prognosis 


y the year 2020, it is estimated that 

25% of Japan’s population will be 

over 65. The older the population 

becomes, the greater the strain on 
hospital beds and other medical resources, 
and the fewer the number contributing to 
national wealth. Unless, of course, health- 
care innovation can prevent, cure or treat 
the ailments to which the elderly are most 
prone. 

Some government policymakers already 
recognise the challenge. “[The govern- 
ment] must develop medical technologies 
that increase the mobility of the elder- 
ly,” one official says. But others remain 
wedded to a health policy that emphasises 
keeping medical costs to a minimum. 
The authorities seek to treat only the 
most prevalent diseases, rather than 
strive to prolong life by any means availa- 
ble. 

In the past, the Ministry of Health and 
Welfare has balked at sponsoring expensive 
bio-medical research, instead encouraging 
Japanese firms to license and copy Western 
technologies, the traditional pattern of 
Japan as a “brilliant follower.” After World 
War II, for example, tuberculosis was eradi- 
cated with imported, and later home- 
grown, antibiotics. 

But to exploit the expanded health-care 
market that will come with a rapidly ageing 
population, the government and Japanese 
manufacturers have begun working to- 
gether to target electronic medical devices 
for development. 

According to Hiroyuki Kanai, an electri- 
cal engineering professor at Sophia Univer- 
sity in Tokyo, “The US is ahead in 
therapeutic equipment now, but . . . Japan- 
ese companies are beginning to concentrate 
on bio-medical engineering.” Kanai has 
helped to organise the Japan Association 
for the Advancement of Medical Equip- 
ment (JAAME), a semi-governmental um- 
brella organisation. 

Under JAAME auspices, private manufac- 
turers and university researchers have 
joined Health Ministry officials in study 
groups. By pooling resources in JAAME, cor- 
porations can monitor developments over- 
seas, absorbing information more cost ef- 
fectively and rapidly than they could ac- 
complish alone. 

As a result, JAAME will sponsor “catch- 
up research” to create artificial organs, in- 
cluding the heart, pancreas and perhaps 
even the liver, as well as synthetic bones. 

In addition, the industry association of- 
fers a mechanism for the Health Ministry to 
“mould a consensus.” By taking up tempo- 


rary roles in JAAME, Officials gain a broad 
overview of issues that concern the medi- 
cal-devices industry, including the impact 
on manufacturers of statutory safety re- 
quirements. Theoretically, this nexus 
should spawn new ideas and projects, but 
some observers argue that it allows the 
ministry to pressure corporate participants 
to undertake particular projects. 

Nonetheless, as is customary, JAAME’S 
funds are not designed to sustain a long- 
term programme: over the next three years, 
it will invest US$5.8 million to support pri- 
vate-sector research. Japanese corporations 
will bear much of the financial risk. The 
projects will be subject to commercial rather 
than bureaucratic criteria. 

Most important, Japanese corporations 
and academic researchers can establish 
business networks, which will allow JAAME 





Japan's elderly will strain health system. 


to harness related research for medical 
equipment. Even the keiretsu — the indus- 
trial blocks that lock smaller companies into 
vassal-like dependence — occasionally can 
be persuaded to cooperate in the broader 
interest. The Ministry of International 
Trade and Industry (Miti), which normally 
guards its turf in technology development, 
will contribute to some JAAME projects. 
The new Micromachines Project of Miti, 
at US$2 billion, will enhance the existing re- 
search efforts of many Japanese electronics 
firms. The project seeks to create tiny elec- 
trical engines, some smaller than a mote of 
dust. Coupled to sensor technologies, they 
offer many promising medical applications. 
For example, Kanai envisions the deve- 
lopment of a fully automated treatment 


system for diabetes patients which will-_be_ 


no bigger than a watch. “Fluid circuits,” he 
says, would be implanted in the body to 
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monitor blood sugar levels, activating 
“micro-pumps and valves” to regulate insu- 
lin levels. 

In theory, a fluid circuit would match 
the distinct bio-electrical charges of sugar 
molecules, which at a chosen threshold 
would trigger the pump switch. Such sys- 
tems would allow patients to avoid costly 
hospital trips for tests and perhaps reduce 
the danger inherent in self-treatment. 

Other substances, such as the enzymes 
that are produced during heart attacks, 
could be monitored with equal precision. In 
one Miti project, an attached radio alarm 
would signal emergencies to distant health- 
care workers, further increasing patient 
safety and mobility. 

A variety of non-invasive surgical tech- 
niques are also in development. To unclog 
arteries, one official says, JAAME is develop- 
ing a “tunnelling micro-robot” that will 
gnaw away at cholesterol deposits. In 
another project, flexible endoscopes are 


i being developed to guide laser scalpels to 


stomach tumours and blocked coronary ar- 
teries, twisting to the natural contours of 
the body. If successful, these techniques 
would replace surgical interventions that 
cause severe pain to patients and necessi- 
tate long recovery periods. 

Despite the momentum that JAAME is 
riding, Japanese firms face many obstacles 
in their bid to become leading innovators in 
the medical-device market. While they are 
capable of developing the electronic hard- 
ware, the Health Ministry bureaucracy may 
deter them from doing so. 

According to John Stern, the Tokyo- 
based vice-president of the American Elec- 
tronics Association, “The Japanese are not 
likely to produce cutting-edge medical 
equipment. They are handicapped by a 
health-care system that won't support the 
cost.” Not even JAAME has the power tc 
change the system. 

While the Japanese system is cost-effec 
tive and has resulted in one of the bes' 
health records in the world, it discourages 
the use of highly specialised medical treat 
ments, precisely those needed by the el 
derly. 

Moreover, the Health Ministry often re 
fuses to approve novel treatments, prefer 
ring to wait until other countries have de 
clared them safe. 

Unless the Health Ministry changes it: 
“brilliant follower’ philosophy, the old po 
icy that once worked so well will hinde: 

innovative spirit now at large in the bio 

ical engineering industry. 
m Robert Crawforc 
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A global problem that cannot be put on ice. 


Dr. Monica Kristensen 
describes herself as some- 
one “interested in problems 
that seem fun from the 
theoretical point of view. As 
a theoretical physicist with 
a PhD in glaciology, she is 
well qualified to tackle her 
chosen problem: climate- 
induced variations in ice 
sheets. But, if this is fun, it 
also has deeply serious 
implications. 

Her many researches in 
Antarctica seek to answer 
two related questions. How 
does the Antarctic ice shelf 
respond to variations in air 
and — more importantly — 
seatemperature? And how 


do dramatic changes in 





This could unleash almost 
unimaginable volumes of 
water from the Antarctic 
continent. 

“Some people worry 
about the Arctic sea ice 
melting’ says Dr. Kristen: 
sen. “But, ifthe sea were to 
rise again by six or seven 
metres, it will.probably be 
because the Wester Ant 
arctic icé Sheet is break g 
up. Its stability, may well e 
sensitive to climate char es. 

Nonetheless; DE} 
sen remains positive and 
practical. And she loves the 
Antarctic landscape-‘I find 





it exceedingly beautiful. I 
feel happy when I'm here 


—in all the cold and misery! 


Antarctic ice sheets in their turn affect global Up on the Polar Plateau, at latitudes above 84 
weather? What, for example, ifthe ice shelvesare degrees South (and temperatures below —40 
disintegrating, or melting under water? degrees centigrade), navigation by sextant and 
There are signs that the sea level rose dead reckoning calls for a timepiece that is 
universally by six or seven metres 130,000 years utterly reliable. However Dr. Monica Kristensen 
ago. Could it happen again? Algae invasions reports that, throughout “all the cold and 
and seal diseases suggest that ocean = 5 a misery, her Rolex Oyster felt W 
temperatures are indeed rising. i Q equally at home. ROLEX 
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landings so you can stay asleep 
even during stopovers. 

Skybeds are available on a 
first-come, first-served basis on 
selected flights between Asia and 
the USA, Europe and the 

Middle East. 
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-The language of business 

r reading Andrew Horvat’s article, 
Insular Americans, 25 Apr.], I'd like to 
‘present another side of the story before we 
yon condemning Americans for being too 


: The i issue at stake is not that Americans 
are necessarily insular or averse to learning 
lee or about foreign cultures, 


-dnternational medium of communication, 

“an accomplishment that may be directly at- 

-tributed to the influence of the British Em- 

pire during the period of colonial expan- 

sion. 

The Japanese have a greater incentive to 
study English not only because the US is 
Japan's largest export market in the world, 
but also because English is spoken right 
in Japan's own backyard, namely Asia. 
Some of the countries where English is 
commonly spoken include Singapore, 
Malaysia, the Philippines, India, Australia 
: and New Zealand. 

_ How many Japanese can speak German, 
~ Russian or even Spanish? It’s a matter of 
- priorities. Even if elementary schools in 
_ the US offered Japanese as part of their 
curriculums, languages such as French, 
“Spanish and German share the same al- 

phabet as English. 

Japanese, on the other hand, uses an 
entirely different system of writing which 
borrows. many Chinese characters that re- 

quire a great deal of time to memorise. If 
students have a choice, Japanese isn’t likely 
to be their favourite. 

It is in everyone’s interest, not just 
Americans, to get on speaking terms with 
the Japanese in their own language, but 
other factors such as time and cost have to 
be considered. 


Taipei F. W. MARRAZZO 





Documentary changes 

Derek Davies’ schoolboy abuse would not 
: Warrant a response were it not for the inac- 
- curacies, recycled falsehood and distortion 

that make up his piece about my work, 

especially my last film, Cambodia: The Be- 
- frayal [TRAVELLER'S TALES, 11 Apr.]. 
Here are just a few examples: 

> ` 1. Davies writes that my Richard Dim- 
» bleby Award was “for factual reporting for 

his latest film on Cambodia.” No it was not. 

It was for a lifetime’s work spanning some 

30 major documentaries. 

2. Davies quotes a former British ambas- 
sador to Thailand, Derek Tonkin, as saying 
that I “twisted Mrs Thatcher's words, alleg- 
ing that she said that the Khmer Rouge 
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were ‘reasonable people’ who would have 
to play some part in a future Cambodian 
Government (she had said nothing of the 
kind).” 

This is false, as demonstrated by the fol- 


lowing broadcast on the BBC's Blue Peter | 


programme in December 1988: 

Mrs Thatcher: “I think there are proba- 
bly two parts to the Khmer Rouge, those 
who supported Pol Pot and then there is 


a much, much more reasonable grouping 


within the Khmer Rouge.” 

Interviewer (clearly taken aback): “Do 
you really think so?” 

Mrs Thatcher: “Well, that is what I am 
assured by people in the know, so that you 
will find that the more reasonable ones in 
the Khmer Rouge will have to play some 
part in a future government.” 

3. Davies quotes Tonkin as saying that 
“a sequence (in The Betrayal) purported to 
show the Singaporean UN delegate shak- 
ing hands with ‘Pol Poťs man at the 
UN’ when the man was actually Son Sann, 
leader of the non-communist Khmer Peo- 
ple’s National Liberation Front.” 

All of this is false. There is no suggestion 
in my film that the Singaporean shook 
hands with anyone. What the commentary 
says is this: The Singaporean representative 
leads delegates who voted for the Khmer 
Rouge-dominated coalition to Pol Pot’s 
man at the UN. The Singaporean is clearly 
shown leading delegates to shake hands 
with both Son Sann and Thiounn Prasith, 
Pol Pot’s man at the UN who is seated be- 
side him. 

4. Davies quotes the same mine of 
misinformation as saying that I “misrep- 
resented US humanitarian aid to civilians in 
Khmer Rouge camps as military aid to the 
Khmer Rouge itself.” 

This is a distortion. The commentary of 
The Betrayal says: “In 1980, bowing to US 
pressure, the World Food Programme 
handed over US$12 million worth of food 
to the Thai Army to pass on to the Khmer 
Rouge.” 

This is sourced, moreover, in their 
study, Rice, Rivalry and Politics, in which 
American relief workers Linda Mason and 
Roger Brown wrote: “The US Government 





insisted the Khmer Rouge be fed.” 
London JOHN PILGER 
Corrections 


In SHROFF [2 May], Asia Terminals was 
reported to be mainly owned by Jardines. It is in 
fact 50% owned by Sea-Land Orient. New 
World Development owns 39% and Central 
Development owns 10%. 


TRAVELLER'S TALES [2 May] referred to 

the president of the Vancouver branch of 
the Hongkong/Canada Business Association 
as Daniel Caw. His name, in fact, is Daniel 
Gaw. 
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* Philippines : US Bases 

< While the future of US bases is in 
jeopardy, it looks increasingly unlikely 
that a treaty for the renewal of the lease 
“will be negotiated before the country 
-elects a new president next year 10 


_ Foreign Relations : Japan’s Policy 
In a declaration signalling a major new 
‘foreign policy initiative, Prime Minister 
Kaifu announces that Japan intends to 
‘play a greater political role in Asia, while 
_ taking pains to play down fears of future 
«= Japanese military might 44 
-Bangladesh : Cyclone Aftermath 
` The death toll in the 1 May cyclone was 
exacerbated by gross over-population in 
-< some of the country’s coastal areas. The 
_ ¢ydone is likely to have severely set back 
"economic growth, originally estimated at 
6% for 1991 12 
= China : Nuclear Puzzle 
- -China issues an unusually forthright 
_ explanation over its controversial nuclear 
__ cooperation programme with Algeria 
-following questions by Western countries 
_ about Peking’s alleged role in the 
<: ` proliferation of nuclear technology and 
missiles 45 


-India Election. Campaign 

The fortunes. of India and the Nehru- 
__ Gandhi family have been so closely 

- intertwined that it has been impossible to 
_ disentangle them over the past half 








a ee ESET 
INTELLIGENCE 


~ Modest Needs 


_ The US has long been puzzled as to why 
the Armed Forces of the Philippines (AFP) 
has not been more assertive in the bases 
talks, particularly now that negotiators are 
seeking to channel a major part of future 
US military aid into the country’s 
economic support fund. US officials were 
equally surprised by the AFP’s decision to 
turn down Washington’s free offer of a 
large number of new M16 rifles. And 
instead of accepting a similar offer of 
surplus 1.5-tonne military trucks, the AFP 
chose a consignment of jeeps — 

vehicles the Philippines already has in 
abundance. 








century. Rajiv Gandhi, head of the 
Congress party — and in many respects 
the “family firm” — is now facing the 
possibility that he may be the last of his 
line to rise to the country’s highest elected 
office. Although Congress should be able 
to garner strong support in the late May 
general election, it may not be enough to 
offset the evident divisions that seem 
likely to split the vote across the s 

of rural-caste-nationalist-religious based 
parties vying for the electorate’s support. 
New Delhi bureau chief Hamish 
McDonald examines Gandhi's and 
Congress’ chances of once again 
returning to power, and the gathering 
forces that may prevent this 

happening 16 

Pakistan : Sharif's Award 

Exploiting his personal and party links to 
provincial leaders, Prime Minister Sharif 
introduces a new resource-sharing: deal 
that increases the size of 
the tax pie, as well as 
giving the provinces a freer 
hand in planning their 
own economic 
development 19 


Fiji : Politics 

A decision to delay the 
general election by at least 
a year gives the 
government and the 
traditional chiefs time to 
organise a strategy to 
counter the rising wave of 


One of Us 

After initially criticising the military 
takeover in Thailand, the US is now 
taking a more cautious attitude. The 
reason appears to be the Thai army’s 
choice of respected businessman and 
former foreign affairs undersecretary 
Anand Panyarachun as the interim 
prime minister. Anand is held in high 
regard by US officials, who feel, as do 
many other observers, that he is far from 
being a mere frontman for the ruling 
junta. 


Hitting a Bad Patch 

Kirkland Resources, a British oil firm, is in 
the process of relinquishing its concession 
in Burma. Kirkland was one of 10 foreign 
oil companies to be awarded onshore oil 
exploration blocks in January 1990 by the 
Burmese Government. Kirkland’s block, 
however, was located in the Moulmein 
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Cyclone aftermath (12). 





dissent within the ethnic Fijian 
community 19 mans: coe 

Hongkong : Politics 

A battle over the choice of a candidate to 
represent the Hongkong General 
Chamber of Commerce in elections to the 
Legislative Council has drawn attention to 
anomalies in the colony’s functional 
constituency system. 20 ` 


allegations of malpractice by its leaders in 
three states 24 “EAE 
Burma : Border Boom = = — — —— o o 
Despite scepticism from some quarters, 
investors and local authorities are banking 
on a tourism boom in the Golden. 











Triangle, and are even looking to the da 





region in southeast Burma where ethnic 
Mon and Karen insurgents are active, 
making it impossible for the company to 
carry out any survey work. Company 
executives have also privately complained 
of obstacles created by the Burmese 
bureaucracy and of the difficulty in 
getting equipment cleared through 
Rangoon’s port. 


Rare Stake 


Ho Sin-hang, the nonagenarian honorary 
chairman of Hang Seng Bank, may put 
his estimated 10% stake — valued at 
between HK$2.5-3 billion (US$320-384 
million) — in the profitable lender up for 
sale as he sets his estate in order. In early 
May, Ho sold his privately owned 

Hang Chong Investment to a group led 
by New World Development chief Cheng 
Yu-tung for HK$5.6 billion, His 
shareholding in Hang Seng, a 61.5%- 
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when the region usurps Macau’s role as a 
regional gambling centre 23 


Focus: Aviation 1991 


airline industry has rarely faced so 
uncertainties: recession, airport and 
congestion, weak demand, scarce 
, falling values for second-hand 
and rapid changes in aviation 
31 


and Society 


China: Art : 
Contemporary Chinese art is fast catching 

on in Hongkong galleries and 

international auction rooms 56 


| Business Affairs 
| Malaysia : 


_ The government will soon unveil a new 
economic programme, and Finance 


_ Minister Anwar has come under scrutiny — 
~ because he will have a major role in plans — 
- for Malaysia to become a fully developed - 


nation 60 
- Anwar's political springboard 62 


“Hongkon: ’s prosperity is closely linked 
‘with that of China's Guangdong 


owned subsidiary of the Hongkong Bank, 
“is said to be coveted by the Bank of China 


group. 


Agents of Influence 
The planned late 
May visit to Japan by 
~~ president of the EC 

Commission Jacques 
“Delors — his first 
since 1986 — is 

to 
foreshadow a much 
strengthened bilateral 
relationship between Delors. 
Tokyo and Brussels. 
Tokyo has been pressing for its regular 
economic policy dialogue with the 
12-nation EC to be widened to embrace 
broader political and security issues and 
to be elevated to a higher level, matching 
Brussels’ ties with Washington. Delors 
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province, especially the Pearl River Delta, 
but the relationship is changing quickly as 
the province's affluence and industrial 
power grows. Guangdong trade officials 
and businessmen now view Hongkong as 
a prospective partner rather than a 
mentor, and they appear to be planning 
even closer. ties. Correspondents 
Elizabeth Cheng and Michael Taylor 
examine how Guangdong will have 
increasing importance for Hongkong and 
how the evolving relationship offers 
opportunities as well as challenges. Also 
looked at is how Guangdong plans to 
develop its infrastructure and to raise its 
output of high-demand goods such as 


cars, televisions and telecommunications 


systems 64 


Thailand : industry 
Differences between the government and 
Charoen Pokphand have bogged down . 


the review of a US$4 billion telephone 
Project 69 


“Hongkong : Markets | 
-A bid by the vice-chairman of the stock 
-exchange to revive a discredited share-_ 
allotment scheme damages the frail - 


credibility of the market 74 


Indonesia : industry 
-A leadi 


g cooperative bank has received a 


Seoul steps up the pressure on the 


will probably be able to offer a format 
whereby annual meetings are held, either 
in Japan or Europe, between the Japanese 
prime minister and EC officials, including 
the commission president and the 
president of the EC Council of Ministers. 
This arrangement could take effect from 
1993. 


Smoked Out 


Baktinendra and Yusni Prawiro, sons of 
Indonesia’s senior economics minister, 
Radius Prawiro, plan to withdraw from a 
private consortium which earlier this year 
was granted a monopoly on the trading of 
cloves. The consortium, led by President 
Suharto’s youngest son, Tommy, 
received a US$255 million low-interest 
loan in April from the government to 
support its efforts to raise dove prices — 
the essential ingredient of Indonesia’s 
kretek cigarettes. Radius, a key player in 
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e cash infusion from shareholders and 
~ tycoon Liem Sioe Liong to cover a rash of 
` bad debts 72 
_ South Korea : Policies 


chaebol to sell non-essential land 73 


Philippines : Companies : 
Sime Darby’s subsidiary pulls out of 


plantations to concentrate on 


manufacturing 74 
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Indonesia's campaign to reform and 
deregulate the economy, has come. 
under intense criticism for allowing 

his sons to join the clove consortium, 
which many view as a setback for 
economic reform. The withdrawal of the 
Prawiro sons will deprive the clove 
consortium of considerable political 
influence. 


Bomb Threat 


All of China’s railway stations have 
been put on a bomb alert following an 
explosion at a suburban Tianjin station 
several weeks ago. In addition to being 
on the lookout for explosive or 
inflammable materials being carried by 
passengers, railway workers have been 
told to watch for people acting 
suspiciously, leading to concern that 


the bombing may have been a deliberate a 


act. 


REGIONAL AFFAIRS 


PHILIPPINES 


Bases deal could be delayed until after Cory has gone 


Seven-year hitch 





By John McBeth in Manila 


he future of US military bases in 
i the Philippines looks increasingly 





doubtful following the latest, and 
possibly most frustrating round of 
negotiations on lease renewal. 

Philippine Senate Armed Services Com- 
mittee chairman Ernesto Maceda now be- 
lieves it is “impossible” for the Corazon 
Aquino government to get the 16 votes 
needed in the 23-member upper house to 
ratify any new US bases treaty and says 
there is enough ambiguity in the Constitu- 
tion to allow the issue to be delayed until 
after next year’s presidential and congres- 
sional elections. 

That is, if there is a treaty at all. Seven 
round trips, US$2 million in travel 
and hotel costs and a year after the 
talks began, senior US negotiator 
Richard Armitage returned to Wash- 
ington on 3 May still unable to 
convince Foreign Secretary Raul 
Manglapus that “what you see is 
what you get” and carrying his own 
gloomy assessment of Senate intran- 
sigence. 

In pushing for a 10-year bases 
lease, the US says it is sticking to its 
offer of US$360 million a year in 
compensation and an additional 
US$160 million towards the Philip- 
pine Assistance Programme (PAP), 
plus supplementary benefits not di- 
rectly connected to the bases. The 
Philippines wants a seven-year 
agreement and is holding out for an 
annual US$825 million package — 
US$400 million in cash grants and US$425 
million in non-budgetary items. 

It is now far from clear whether there 
will be another round of talks. “It will take 
a political decision on their part before it 
would make any sense for us to come 
back,” said one US official. Manglapus, for 
his part, insisted during a weekend briefing 
that it is the duration issue, not the money, 
which is keeping the two sides apart and 
said Aquino will not budge from a seven- 
year lease, 

Pressure on Manila is growing. Japanese 
Prime Minister Toshiki Kaifu, who arrived 
in Manila the day after Armitage left, stress- 
ed the importance Japan places on the 
bases. It is understood other officials drop- 
ped oblique hints that if a new treaty was 
not concluded, it could affect the PAP. 


Whether by coincidence or design, four 
Gulf-bound Japanese minesweepers were 
docked at Subic Bay naval base during two 
of the three days Kaifu was in Manila. 

The guarded Japanese message was ap- 
parently similar to that conveyed to Vice- 
President Salvador Laurel when he called 
on Foreign Minister Taro Nakayama in 
Tokyo recently. Last month, visiting Singa- 
pore Prime Minister Goh Chok Tong, 
whose country is now providing the US 
with basing rights, also urged the Philip- 
pines to extend the lease for Clark and 
Subic bases. 

Leaving apart Tokyo’s own concerns 
over sea-lane protection, security is still one 
solid aspect of the US-Japanese relationship 
and often appears to be a significant consid- 





Manglapus: mixed signals. 


eration in the way Tokyo dispenses foreign 
assistance. Turkey, for example, receives a 
considerable chunk of Japanese aid, not be- 
cause Ankara is a particularly close friend 
of Japan, but because of the importance 
Washington places on its strategic position. 
After continuing to fend off other Philip- 
pine demands for expanded trade access 
and official debt reduction, the Americans 
are not ready to quit just yet. But US offi- 
cials say the recent announcement of more 
base closures across the US has intensified 
the sense of frustration and resentment 
among US congressmen over the way the 
Philippine negotiations are proceeding. 
While it is unclear just how long the US 
is prepared to haggle, Maceda says if a 
treaty is signed the issue could still drag 
on into the 1992 election campaign and 
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beyond. “It will be impossible to get the 1¢ 
votes,” the influential Liberal Party senato! 
told the REvIEW. “If Cory [Aquino] really 
wants a treaty, she will have to delay. | 
think her ballgame is not to get it to a vote 
at all. Cory will be more than happy to pass 
it on to the new president.” 

Based on a survey he took last February 
after a comprehensive Manglapus briefing 
which outlined a Philippine position not 
dissimilar from what it is now, Senate Pre- 
sident and Liberal Party leader Jovito 
Salonga found that 11 senators were op- 
posed to a new treaty “without reserva- 
tion.” The rest were either conditionally op- 
posed or preferred to reserve judgment 
until the treaty had been finalised. 

The 1987 Constitution says that after the 
5 expiry of the current agreement this 
: September, “foreign military bases, 

| troops or facilities shall not be al- 
lowed in the Philippines except 
under a treaty duly concurred in by 
the Senate . . . and ised as a 
treaty by the other contracting 
state.” But Maceda feels the provi- 
sion is not all that dear. “The Con- 
stitution does not say when the 
Senate has to concur,” he points 
out. “There is enough ambiguity to 
justify a freeze.” 

The US Senate goes into recess 
in early July and does not return 
until early September when con- 
tentious budgetary legislation is 
expected to be the first time-con- 
suming order of business. While 
the Philippine Senate takes a break 
between early June and the last 
week of July, Maceda says the Aquino 
administration will probably argue that 
if any new treaty does emerge it will 
first have to be approved by the US 
Senate. 

Under that scenario, the bases could be- 
come a live campaign issue in the 11 May 
1992 presidential and congressional elec- 
tions, effectively serving as a referendum 
— something the Constitution itself per- 
mits only if a treaty first gets Senate ratifi- 
cation. Public-opinion polls indicate the 
majority of Filipinos favour the retention of 
the bases, which leads analysts to speculate 
that those senators who are elected are 
likely to be more conducive to a lease exten- 
sion. 

There are many other intangibles, how- 
ever. Given the mood in Washington, US 
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negotiators are concerned about how the 
House Appropriations Committee will 
view the Philippine compensation package 
when it begins consideration of 1992 bud- 
get allocations on 15 May. Much of that 
concern appears to rest on Wisconsin 
Democrat David Obey, the head of the 
committee's foreign-affairs section, whose 
patience with Manila is widely reported to 
have run out. 

“s not going to be easy,” said one 
State Department official. “The Philippines 
already accounts for more than 90% of the 
assistance we give to all the East Asian 
countries and the people in Congress look 
at that and say ‘Wait a minute. What is 
this?” If the committee decides the talks 
have dragged on too long, it could cut the 
US$360 million from the proposed budget 
and effectively thwart further negotiations. 

The patience of the US military itself also 
appears to be wearing thin. Analysts note 
that when Philippine officials began express- 
ing reservations last year about the con- 
tinued presence of US combat forces, the US 
Air Force responded within days by an- 
nouncing the withdrawal of both its Clark- 
based F4 fighter squadrons. The 48 jets have 
now been redeployed to Alaska’s Elmen- 
dorf air base. 

Whatever transpires, it is becoming ap- 
parent that a treaty will not be ratified by 
the 16 September deadline and the Ameri- 
cans will still not have begun their with- 
drawal. The US interpretation of the cur- 
rent agreement is that it has a one-year 
grace period from the date of termination to 
affect a withdrawal. 

The main frustration for the Americans 
is the confusing Philippine approach to the 
talks. Armitage was greatly encouraged fol- 
lowing a visit to Washington by Finance 
Secretary Jesus Estanislao several weeks ago 
which left him with the impression the 
Filipinos were backing away from the sharp 
distinction they had previously drawn be- 
tween base compensation and other forms 
of US assistance. 

No sooner had Estanislao returned to 
Manila, however, than Manglapus moved 
the goal posts back to where they were. For 
Armitage, the letdown stemmed from the 
fact that Estanislao was acting on the in- 
structions of President Aquino herself. Cer- 
tainly this was the impression of Manila- 
based diplomats, who were surprised that 
the president seemed to turn her back on 
Estanislao and subsequently re-state the 
original Philippine position. 

Given the current impasse and the fact 
that Washington has made the conclusion 
of a treaty a condition of his visit, US offi- 
dals are equally puzzled why Manila 
still wants to be added to the Asian tour 
of Vice-President Dan Quayle later this 
month. The Philippines will be left deeply 
embarrassed if the bases stand-off con- 
tinues and the US feels compelled to cancel 
the visit. 5 
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RELATIONS 


Kaifu soothes fears over Japan’s political plans 
Í I I i 


The gentle 


By Michael Vatikiotis 
Je Prime Minister Toshiki Kaifu’s 








announcement, in a keynote speech 

during his recent Asean tour, that 
Japan will assume a greater political role in 
Asia has underlined Tokyo's emerging 
power status. But Kaifu himself seems to 
have been acutely aware of the need to 
allay fears of any future projection of Japan- 
ese military power. 

Kaifu used his tour — covering all Asean 
countries except Indonesia — to identify 
more closely with Asean and to signal 
Japan’s deeper involvement in regional 
affairs, representing a marked departure 
from its customary focus on economic aid 
and investment. Kaifu was originally slated 
to deliver his policy statement in Bangkok 
but the recent military coup prompted a 
change of venue, and Singapore 
was chosen instead. 

Speaking on 3 May, Kaifu 
painted a broad canvas to illus- 
trate Asia’s importance in the 
emerging new world order. He 
drew attention to Asia’s — and 
specifically Japan’s — assistance 
to the US-led coalition during 
the Gulf War, embraced the now 
fashionable post-Cold War jar- 
gon of multipolarity, and said 
“the Asian newly industrialised 
economies, Asean and other 
countries are also emerging as 
important players on the interna- 
tional stage.” 

Against this backdrop, he 
moved gently to the notion of 
Japan’s increased political role. 
“Amidst these changing times,” 
Kaifu said, “I feel acutely that Japan is ex- 

ed to make even greater contributions in 
the Asia Pacific region — not only in the eco- 
nomic sphere but in the political sphere as 
well.” 

He then delivered perhaps the strongest 
Japanese expression of regret for the Impe- 
rial Japanese Army’s actions during World 
War II. Kaifu pointed out that 1991 marks 
the 50th anniversary of the outbreak of the 
Pacific War, and went on to express “sin- 
cere contrition at Japanese past actions 
which inflicted unbearable suffering and 
sorrow on a great many people of the Asia 
Pacific region.” He reiterated what Japan- 
ese leaders have often said in the post-war 
period — that Japan vowed never again to 
become a ings power. 

Tying these feelings of contrition neatly 
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giant 


to “rising expectations for Japan's interna- 
tional contribution today,” Kaifu suggested 
that all Japanese should think about what 
they can do to contribute towards peace 
and prosperity in the region. He emphasis- 
ed this message by expressing his deter- 
mination to curtail incipient nationalistic in- 
fluences on the teaching of Japanese history 
in Japan. 

In describing Japan’s “appropriate role 
in the political sphere as a nation of peace,” 
Kaifu focused on the region’s unresolved 
conflicts and expressed concern that the 
momentum for peace in Cambodia seemed 
to have slowed. He confounded some ana- 
lysts who say Japan's foray into the Cambo- 
dian quagmire last year was a dishearten- 
ing experience, by signalling a continued 
role for Japan in searching for a solution to 
the conflict. Japan was ready to hold an in- 





Kaifu in Singapore with Goh Chok Tong: apology. 


ternational conference on the reconstruc- 
tion of Cambodia at the appropriate time. 
Japanese diplomats are also said to be in- 
volved in persuading the government in 
Phnom Penh to agree to a UN-sponsored 
plan to disarm the warring armies in the 
run-up to elections. 

Asean diplomats generally welcomed 
Kaifu’s sentiments. “What Kaifu is trying 
to do is very gently take Japan over the 
threshhold into playing a wider role,” said 
Singapore's former ambassador to the UN, 
Tommy Koh. “There was nothing provoca- 
tive. The statement represents a prudent, 
cautious, step-by-step approach,” Koh told 
the REVIEW. 

Although Kaifu was not specific about 
the precise meaning of Japan’s political role 
in the region, he was being as bold as he 





dared, many ‘deena ‘felt. The epy: 
statement was delivered just a day before 
the arrival of. a Japanese naval flotilla 
in the Philippines en route to hunt for 
mines in the Gulf. In Asean capitals there 
was general approval of the Japanese 
_< navy’s first operational mission beyond ter- 
-< © titorial waters since the end of World War 
oF 





Malaysian Defence Minister Datuk Seri 
Mohammad Najib Razak said his govern- 
ment had no misgivings about the flotilla’s 
planned stop at Penang, while Indonesian 
~ Foreign, Minister Ali Alatas said Japan was 
acting, within its rights. 
ae Essential to Asean’s acceptance of 
-Japan's emerging political role is Tokyo's 
security alliance with Washington. “A 
Japan that remains firmly anchored to the 
_ US alliance system and which is trusted by 
tts neighbours will be a positive force,” said 
-= Singapore’s Prime Minister Goh Chok Tong 
“vata welcoming banquet for Kaifu. 
o>. Kaifu accordingly stressed that the Ja- 

_- spanese security relationship with the US 
_» was vital to the stability of the region. How- 

_ever, he was careful to lay equal stress on 
Japan's “partnership” with Asean. Japan, 
he said, had long worked for closer 
‘cooperative relations with Asean in all 
fields, and stood ready to move for “still 
closer and more diversified cooperation.” 
Kaifu consciously strove to eliminate the 
perception that Japan, as the dominant eco- 
homic power in Asia, was somehow dis- 
tinct from the region. In a collective context, 
he said, “we need to go beyond the eco- 
nomic realm and work in political, social, 
and foreign policy realms as well to become 
a. major force for stability grounded in free- 
dom and democracy.” 


P=: aside, Kaifu’s policy state- 





































ment comes at a time when Asean 
Ss countries are as anxious for Japan to 
play an expanded role as the Japanese are 
to assume one. In Bangkok, Thai Foreign 
Minister Arsa Sarasin told the Review he 
“welcomed a Japanese political role in the re- 
gion. In Singapore, Koh spoke of “support 
for Japan's desire to play an expanded role 
othe world.” And in Kuala Lumpur, 
the Malaysian Government is hopeful that 
Japan will indicate support for its East Asia 
‘Economic Group after the proposal is dis- 
cussed among Asean officials. 
Part of the reason Japan’s incipient role 
as a regional power is being viewed with 
less suspicion is Asean’s need for a more 
comprehensive framework of economic 
cooperation in the region. But this leaves 
‘the question of the region’s security needs 
< in the wake of a reduced US military pre- 
sence unanswered. Nor did Kaifu go be- 
yond vowing that Japan will never again 
play a military role. What some observers 
suspect is that Japan’s next hurdle will be to 
define a political role stripped entirely a 
-security considerations. 
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Overpopulation and lack of land behind cyclone s toll 


Malthusian nightmare 


By S. Kamaluddin in Dhaka 








opulation pressures in the coastal 

areas of the Bay of Bengal that have 

intensified alarmingly over the past 
10 years made the cyclone that hit 
Bangladesh on 1 May far more damaging 
than it need have been. The death toll of 
between 150,000 and 250,000 represents an 
intolerable tragedy even for a country ac- 
customed to natural disasters. On a less 
dramatic note, the crisis may have come at 
the worst possible time for the new govern- 
ment of Prime Minister Khaleda Zia. 

Before the cyclone struck, Khaleda had 
come under attack from the opposition for 
“opportunism” when she chose to ad- 
journ parliament for three days in antici- 
pation of the storm. Yet Khaleda also came 
under attack after the disaster for her gov- 
ernment’s allegedly slow response to the 
emergency. 

The physical damage caused by the cyc- 
lone appears to have been far worse than 
that left by the last major cyclone disaster in 
1970, reflecting the fact that the storm itself 
was more intense. Rough seas, filled with 
numerous uprooted trees, thatched houses 
and corrugated iron sheets, were still im- 
peding rescue efforts a week after the disas- 
ter struck. Large areas of the land affected 
by the disaster were littered with the corp- 
ses of humans and animals, which added 


the further danger of disease as they 
moved in and out with the.tides. 

Yet the overriding irony of the catas- 
trophe is that there would have been few, if 
any, deaths had the population in the de- 
vasted areas not grown’ so remarkably. 

Past experience, together with warnings 
over radio and television three days before 
the cyclone actually hit, meant that the 
majority of people living in threatened 
areas should have had time to move to the 
safety of relief shelters or simply out of the 
storms way. Extreme overcrowding in the 
coastal areas, however, slowed down ef- 
forts to move people away. 

Refusal to pay proper attention to the 
warnings may also have added to the death 
toll. According to one relief worker, many 
people “didn’t believe. that the disaster 
would be on the scale indicated by the 
radio announcements.” This reflects the 
fact that cyclones and tidal waves along 
much of the Bangladesh coast are a con- 
stant danger which local people have 
learned to live with. Government 
meteorologists estimate the Bay of Bengal 
produces about 10% of the world’s cyc- 
lones. 

The 1 May cyclone affected the south- 
eastern part of Bangladesh, devastating 
many of the areas hit in 1970. However, 
physical damage was far greater owing to 
population pressures which forced people 
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Although loss of life represents the most 
tragic cost of the 1 May cyclone, the disas- 
ter may also have inflicted billions of US 
dollars worth of damage to crops and 
property and probably seriously reduced 
Bangladesh’s medium-term economic 
growth prospects. 

Before the cyclone struck, the govern- 
ment was forecasting GDP growth of 
around 6% for 1991, largely because of 
good harvests earlier in the year. This is 
now certain to be cut back sharply as a 
result of widespread damage to standing 
crops and the salinisation of coastal ag- 
ricultural areas. 

The area of standing crops totally de- 
stroyed by the storm is estimated at 
around 30,000 ha, an insignificant part of 








Progress overwhelmed 


the country’s total cultivated area, thougk 
another 120,000 ha are reported to have 
been partially destroyed. In both. these 
areas it will be impossible to plant new 
crops until the monsoon washes out tida 
water and reduces salinity. 

Other major damage includes the de 
struction of an estimated 1 million house: 
and thousands of schools and other publi 
buildings; the loss of foodgrains, salt anc 
sugar worth at least US$100 million helc 
in public and private warehouses, anc 
several hundred thousand. livestock kill 
ed. In addition, the country’s shrimp 
hatcheries have been wiped out, ruining < 
multi-million dollar export business, 

The total cost of. damage may exceec 
the US$1:5 billion losses suffered during 
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to move. onto land formed by silt 
from the Ganges delta over the past 
-20 years. Most islands in the area hit 
~ by the cyclone are almost at sea 
level, and include some that are 
-periodically submerged during par- 
_. ticularly high tide. The so-called cyc- 
~ done shelters provided by the gov- 
emment are inadequate to deal with 
these conditions. Many of the shel- 
_ ters were, in the event, destroyed by 
6-7.7. m waves that hit the is- 
at height of the storm. 
relief worker told the REVIEW 
t if the country’s population had 
+: remained at the 1970 level, casual- 
ties would have been very few 
though damage to property could 
‘not have been avoided. Casualties 
were in fact kept under control on 
the larger islands of Sandwip, 
Hatiya, Banshkhali and Kutubdia. 
Smaller islands, such as Urirchar 
and Manpurad, on the other hand, 
were the hardest hit. 

While Khaleda came under at- 
tack from the opposition for her 
“hesitant” response to the crisis, 
four Western ambassadors told the REVIEW 
that they felt the government was doing a 
reasonably good job. 

At a press conference delivered five 
days after the event, Khaleda attempted to 
use the crisis in order to rally national 
support for her government's relief efforts. 
“The entire population of Bangladesh is 
united to face this calamity,” she told the 
press. “We shall overcome the present 
calamity and success will be ours.” 

Khaleda cited estimates that a total of 
Taka 50.4 billion (US$1.4 billion) would be 
needed to cope with reconstruction. Of 






ccd sodas delta 


Bay of Bengal Fe 


A big difference between the cur- 
rent situation and previous _ 
emergencies was the existence of an 
organisation within the government __ 
specifically charged with relief work. 
The Relief Ministry barely existed 
during during former president H. 
M. Ershad’s rule, with the result that _ 











this, Taka 23.9 billion would be used for 
short-term relief and Taka 26.4 billion for 
long-term rehabilitation. In addition, the 
government says it needs 100,000 tonnes of 
rice and 100,000 tonnes of wheat. 

Khaleda took the initiative in appealing 


to the international community for 
emergency relief, but in doing so drew criti- 
cism from the opposition which claims this 
is the president’s prerogative. Foreign gov- 
emments which have so far responded to 
the appeal include Australia, Britain, 
Canada, Germany, Japan, Saudi Arabia 
and the US. 























of the armed forces. 
expect the Relief Mini: 
a more efficient channel for har 
foreign aid than Ershad’s office 
the ministry initially appeared 
sure of itself and as result attracted — 
widespread criticism. : 
The loss of four helicopters: in 
Chittagong during the storm: also — 
adversely affected relief and survey 
operations. With three helicopters 
provided by India and two by Pakis- 
tan, the situation has now im 
proved. z 
The government's i improve 
ganisation for disaster relief sugge 
the aftermath of the 1 May cyclo 
may be less chaotic than the events _ 
that followed the 1970 cyclone. But the psy- 
chological impact in a grossly overcrowded 
nation could be worse. The Bangladesh 
cyclone was the first major disaster of its. 
kind to occur since the designation by the. 
UN General Assembly of the 1990s as the 
“International Decade of Natural Disaster __ 
Reducation.” It also coincided with increas- 
ing worries about the impact of global | 
warming on the coastal areas of Bangladesh: 
So far the effects of this have proved hard 
to measure, but a handful of forecasters 
have suggested up to half the country 
could be under water by 2030. . 











the devastating floods of 1988, accord- 
ing to official preliminary estimates. How- 
ever, a voluntary worker representing a 
Western relief agency who knows the cy- 
clone-hit areas well, told the REVIEW the 
total cost could easily be double early esti- 
mates. 

Another major casualty of the cyclone 
is the country’s export processing indus- 
tries, which suffered direct damage to in- 
dustrial plants sited near the coast while 
any recovery will be hampered until the 
port of Chittagong is again fully opera- 
tional. 

Chittagong lost most of its ship and 
cargo handling equipment and naviga- 
tional aids, including specialised vessels 
such as tugs and pilot boats as well as 
shore cranes and fork-lift trucks. Prelimi- 

reports also indicate that the Kar- 
naphuly River channel, which provides 

. access to the port, has been made unusa- 
ble by the wrecks of dozens of sunken 
ships. No requests were made to interna- 
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tional agencies or foreign governments for 
help in dearing the channel during the 
week following the cyclone, presumably 
because the authorities were giving prior- 
ity to requests for emergency relief and 
food supplies. 

Apart from damage to the port 
facilities, the cyclone also destroyed or 
damaged some US$75 million worth of 
machinery and commodities within the 
dock area, little or none of which is likely 
to be salvaged. The smaller port of 
Mongla in western Bangladesh is still 
operating, but officials said it was unlikely 
that it could handle more than a fraction 
of the country’s normal export traffic. 

Mongla is not expected to replace Chit- 
tagong as the outlet for the booming gar- 
ment industry, which has emerged as a 
key export sector with a 200% growth rate 
in shipments projected over the next four 
years. Industry sources estimate the in- 
dustry will lose about US$125 million in 
overseas sales as a direct result of the 

















damage to port facilities, while damage to to. 
textile plants has also been extensive — | 
particularly in the Chittagong area. ‘Belore 
cyclone, exports had been expected to 
hit US$1 billion by the end of 1991. 
In addition, Chittagong’s burgeoning: 
industrial areas of Sitakund, Barabkund. 
and Kalughat — together with the nearby.” 
export processing zone (EPZ) — have been, 
badly damaged by salt water, with nearly... 
all the factories in the EPZ believed to have 
been put out of action. 
Telecommunications were another — 
major casualty of the cyclone. Damage to” 
the Betbunia satellite station in Chittagong ` 
broke all international direct dialing and- 
overseas facsimile connections. A smaller ff 
satellite station at Talibabad near Dhaka is: 
maintaining links with the outside world, 
but it now takes at least two hours to’ 
make an international call. Japanese tele- 
communications experts have been asked. 
to urgently assess damage to the Betbunia 
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REGIONAL AFFAIRS 


Junta alert as martial 

law ends in Thailand 

> Martial law was lifted in Thailand on 3 
May and the interim government said it 
was preparing legislation to rescind 
separate laws announced by the military 
junta banning political party activities and 
political gatherings. The quiet passage of 
May Day, during which the junta had 
feared a backlash from state enterprise 
unions banned three weeks earlier, 
secured the lifting of martial law. However, 
junta leader Gen. Sunthorn Kongsompong 
put the military on full alert on 3 May, 
apparently because of reports of possible 
action by the state enterprise unions, or 
even a counter-coup attempt during the 5 
May Coronation Day holiday. The alert 
was quietly lifted on 6 May. 


Indonesian dissidents denied 
foreign travel permits 

> Members of Indonesia's Group of 50, a 
banned dissident organisation, have been 
denied permission to travel abroad. 
Several Group of 50 members, including 
former mines minister Slamet Bratanata 
and former Jakarta governor Ali Sadikin, 
had applied for exit permits from the 
Immigration Department on 3 May. 
Coordinating Minister for Security and 
Political Affairs Sudomo said the dissidents 
were liable to make critical statements 
about Indonesia while abroad, which 
could threaten Jakarta’s continued access 
to funding from foreign donors. 


Kaifu pushes for closer 

watch on history books 

> Japanese Prime Minister Toshiki Kaifu 
met Minister of Education Yutaka Inoue 
immediately after returning from his visit 
to Asean nations to ask the ministry to be 
more thorough in checking textbooks 
relating to modern history. But while 
promising to exert more effort, Inoue said 
there is no problem with curriculum 
guides in current use — which already 
direct teachers to cover the “grave injuries 
suffered by China and other Asian 
countries” during and before World War II. 


Indian army intercepts 
Kashmir militants at border 

> The Indian army said at least 73 Kashmiri 
militants were killed in a battle on 6 May 
when army units intercepted about 300 
armed men who had crossed from the 
Pakistan-controlled sector of Kashmir. Two 
Indian soldiers were killed in the three- 
hour battle and 96 Kalashnikov rifles were 
recovered. The clash was the biggest along 
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the so-called Line of Actual Control for 
some years. Indian and Pakistani troops 
also exchanged artillery fire in the same 
area over a two-day period, and in much 
of the Indian sector of Kashmir pro- 
independence militants enforced a 
shutdown of business on 7 May. 


Vietnam’s rulers purge party 
before national congress 

> Vietnam's communist party, which is 
preparing to hold a national congress in 
June, has ousted 78,200 party members 
and disciplined nearly 128,000 others in a 
“rectification” campaign launched in 1987, 
according to a party spokesman in Hanoi. 
During the same period, 303,230 new 
members joined the party, increasing its 
size to almost 2.16 million members, of 
whom 1,176 will be elected as delegates to 


the congress. 


Social indicators 














By-election victory goes 

to Malaysia’s ruling party 

> The Bayu by-election in northern Kedah 
state on 4 May was won by Malaysia’s 
ruling United Malays National 
Organisation (Umno), but with a reduced 
majority of 3,592 votes against 5,774 in the 
1990 general elections. The opposition Parti 
Islam (Pas) lost the psychological edge in 
this poor, Malay-Muslim heartland, where 
a clash in 1985 between villagers and the 
army resulted in the deaths of four soldiers 
and 14 followers of a local religious teacher. 
Pas sought to exploit the so-called Memali 
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incident, named after the village, but its 
emotive power had dissipated through 
time. 


Indonesian president set 

for first pilgrimage to Mecca 
> Indonesia's 
President Suharto 
will make his first 
pilgrimage to Mecca 
on 16 June. 
Information Minister 
Harmoko said 
Suharto would travel 
with his wife and 
family. Harmoko said Suharto. 
Indonesia, home to 

the world’s largest Muslim community, 
would send about 80,000 pilgrims to the 
holy city this year. Suharto’s pilgrimage 
comes less than a year before scheduled 
parliamentary elections in Indonesia, and 
is being viewed by political observers as an 
attempt to strengthen support from 
Muslim voters. 





Taiwan’s military precautions 
anger island residents 

> Residents of Taiwan’s offshore islands of 
Jinmen (Quemoy) and Matsu are 
protesting against the reimposition of 
martial law after the decades-old “period of 
communist rebellion” was formally ended 
by President Lee Teng-hui on 1 May. 
Owing to their proximity to China, the 
Defence Ministry reimposed martial law 
on the islands after 1 May. Residents say 
curfews and the other constraints of 
martial law are unnecessary, and violate 
the constitutional i t that 
emergency rule should be ordered only by 
the president with legislative approval. 


North Korea offers to 

relent on UN entry conditions 
> Faced by South Korea's application for 
membership in the UN, North Korea has 
said it might drop its condition that the two 
governments on the Korean peninsula 
adhere to President Kim II Sung’s 
combined foreign policy and defence 
formula for reunification. The suggestion 
may foreshadow Pyongyang’s eventual 
agreement to follow Seoul and enter the 
UN as a separate member. Yun Ki Bok, a 
ranking member of the secretariat of the 
ruling Korean Workers Party told foreign 
journalists in Pyongyang on 3 May that 
this new position “comes significantly 
closer to South Korea's reunification 
formula” of recognising each side's 
sovereign right in diplomacy and defence 
under some sort of confederation. 
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Options increase. Questions accumulate. Optimum fuel 
management for your nuclear reactors calls for more numerous and complex strategies. 
Whatever your question, the Cogema group helps to provide an answer. Cogema, the major nuclear 
fuel cycle group, is the only company with expertise in the whole nuclear fuel cycle. Our know- 
how draws upon more than forty-five years of experience. 

Whatever your question, the Cogema group is your closest adviser. Uranium mining and conver- 
sion, enrichment, fuel assembly fabrication, reprocessing, transportation, spent fuel condi- 
tioning, storage, engineering, consulting, each Cogema group product and service meets your 
requirements for quality and competitive advantage. 

Whatever your question, the Cogema group supports your strategy. Cogema experts contribute to 
the efficiency of your power generation system. In each step of the nuclear fuel cycle, our industrial 
commitment means reliable products, flexible services and long-term security of supply. 
Whatever your question, the Cogema group is committed to you. Today and tomorrow. 


COGEMA: THE MAJOR NUCLEAR FUEL CYCLE GROUP. 
~ 2,rue Paul Dautier. 78140 Vélizy-Villacoublay. France. Phone: 33 (1) 39 46 96 41 Fax: 33 (1) 34.65 09 21. 
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CHINA 


Nuclear cooperation projects under fire from West 


Bending rules 





By Tai Ming Cheung in Peking 


hina disclosed at the end of April 

that it has been quietly helping 

Algeria develop a nuclear capability 
since the early 1980s. Although Peking em- 
phasised that the assistance was for purely 
peaceful applications, the secrecy of the 
deal raised international concerns — par- 
ticularly within the US — over the prolifer- 
ation of nuclear weapons-related techno- 
logy and missiles to Third World states by 
China. 

China, worried that the Algerian nuclear 
cooperation project might damage its inter- 
national standing, provided an unusually 
detailed response in an effort to dispel in- 
ternational speculation that it was helping 
the Algerians to develop a nuclear-wea- 
pons capability. 

By and large, however, China continues 
to maintain that Western powers show ar- 
rogance in claiming exclusive rights in the 
field of nuclear power. China also resents 
the fact that cooperation projects involving 
peaceful nuclear power automatically come 
under suspicion from a military viewpoint 
even when open to international scrutiny. 

China said it had only provided a 10-15 
MW heavy water reactor to Algeria for 
peaceful research as part of a 1983 nuclear 
cooperation agreement. China had also 
pressed Algeria to open the nuclear facili- 
ties to inspection by the International 
Atomic Energy Agency (IAEA). Algiers 
agreed to do so a few days later. 

Although the US and other Western 
governments were pleased that Peking 
went to some length to clarify its nuclear 
arrangements with the Algerians, they are 
still concerned over China’s role in the af- 
fair. For example, though the Chinese have 
consistently claimed that the nuclear coope- 
eration programme was for peaceful pur- 
poses, analysts are puzzled why Peking 
chose to keep the arrangement secret in the 
first place. 

The revelations on China's nuclear as- 
sistance to Algeria come at a particularly 
embarrassing time for Peking. In the after- 
math of the Gulf War, the US and other 
Western countries are seeking to curb the 
proliferation of nuclear technology and mis- 
siles into the Middle East. 

These states are concerned that Peking 
has declined to sign international accords, 
such as the Nuclear Non-Proliferation 
Treaty (NPT) and the Missile Technology 
Control Regime (MTCR) that prevent 
states from selling destabilising weapons 
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abroad, in particular missiles to the Middle 
East. 

The Sino-Algerian nuclear cooperation 
project has also further complicated the in- 
creasingly difficult Sino-US relationship. 
US Under-Secretary of State for Political 
Affairs, Robert Kimmitt, raised the issue 
when he met Chinese officials during a 5-6 
May visit to Peking. 

The issue will be discussed again when 
US Under-Secretary of State for Interna- 
tional Security, Reginald Bartholomew, 
who overlooks proliferation issues, visits 
China in June. French Foreign Minister Ro- 
land Dumas also raised the subject when 
he met Chinese leaders in Peking at the 
end of April. 

The Sino-Algerian nuclear cooperation 
programme is only one 
of a number of un- 
publicised arrangements 
China has entered into 
with other developing 
countries. In early 1990, 
Brazil disclosed it had 
signed a secret nuclear 
arrangement with China 
in 1984. 

While the cooperation 
was peaceful, involving 
mainly academic ex- 
changes, the Brazilian 
military was actively 
engaged in nudear- 
weapons research and 
development during this 
period. 

According to official 
Chinese publications on 
nuclear issues, about 40 
countries — including 
North Korea, Iran, Pakis- 
tan and Jordan — have entered into civilian 
nuclear exchanges with China. 

Other countries, however, are believed 
to have approached China for technical and 
material assistance to help develop nuclear 
weapons. 

Libya asked to buy nuclear weapons in 
the 1970s, while Pakistan and Argentina 
wanted China to provide them with heavy 
water, necessary for the running of nuclear 
reactors. But, along with a North Korean 
request for help, the Chinese have been re- 
luctant to provide any military-related nu- 
clear assistance. 

While China has not signed the NPT — 
primarily for historical and political reasons 
— it has explicitly endorsed the aims of the 
treaty. However, Peking has greater prob- 
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Kimmitt: raised Algerian issue. 


lems coming to terms with the IAEA. Al- 
though China joined the Vienna-based or- 
ganisation in 1984 and agreed to accept 
IAEA monitoring of its nuclear exports — as _ 
the Sino-Algerian cooperation agreement il- 
lustrates — Peking has been less than forth- — 
coming in meeting its treaty obligations, 
especially on agreements pre-dating its 
membership. 

It is the secrecy with which Peking con- 
ducts its nuclear exports, despite the IAEA 
safeguards, that undermines Western con- 
fidence in its pledges of non-proliferation. 
“While there is as yet no evidence that 
the Chinese have ever provided military- 
related nuclear assistance to any country, 
their refusal to be open and frank about the — 
issue can only fuel intense suspicion,” one 
diplomat said. 

In addition, given the money-making 
potential of nuclear-technology exports, 
diplomats say the Chinese may be tempted 
to either bend the rules or turn a blind eye — 
in securing foreign orders. In Algeria’s case, 
rather than push for international supervi- 
sion of the nuclear reactor, the Chinese 
only sought Algerian promises that they 
would abide by the 
peaceful terms of the 
cooperation agreement. 

Pekings ability to 
monitor and control the 
activities of domestic 
companies engaged in 
nuclear exports is also — 
open to doubt. Arms 
companies, using top 
leadership connections, 
have often been known | 
to flout government re- 
strictions on the sale of 
weapons abroad. Ana- — 
lysts fear this could also 
happen in the nuclear 
field, though there are 
more safeguards to con- — 
trol nuclear exports. | 

Of greater concern to — 
the US and other major 
powers, however, is the 
proliferation of Chinese 
missiles. The recent sighting of launchers — 
for China’s M11 missile in Pakistan indi- 
cates that the Chinese have resumed selling 
missiles despite US objections. Analysts say | 
the Chinese are also about to supply M9 
missiles to Syria. 

The MTCR, made up of 16 mainly West- _ 
ern nations, is specifically aimed at stop- 
ping the proliferation of missiles such as the 
M9 and M11, both of which have a range 
of about 500 km. 

Analysts say China’s decision to export 
these weapons, despite Western objec- 
tions, stems from the fact that Syria and 
Pakistan provided the bulk of the funds to 
develop the missile systems. These missile _ 
sales are likely to cause further ripples in 
the Sino-US relationship. = 
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- Changes in traditional voting patterns may break Congress’ political grip 


Watershed election 





By Hamish McDonald in New Delhi 


It is a reassuring image for 
Rajiv Gandhi, leader of 
India’s Congress party. The 
crowds are adoring. Elderly 
women cling and touch the 
hem of his shirt, young 
men seek his autograph, 
young women climb aboard 
-his open jeep for a few yards and mid- 
. dle-aged men hoarsely shout his praise 
- until the microphone is prised from their 
fingers. Marigold garlands are heaped 
“around his neck, and eagerly grabbed by 
- his supporters when he flings them into the 
crowd. 
From Dehra Dun in the Himalayan foot- 
“hills, Gandhi's convoy has slowly crawled 
— through the hot, dusty towns of the 
__ Ganges plain towards New Delhi — follow- 
-ing a carefully orchestrated daily program- 
_ me. At Hardwar, a Hindu pilgrimage site 
where the sacred Ganges emerges from the 
_ mountains, Gandhi stops to offer a prayer 
`= for national unity. This is 
_ quickly followed by a stop at 
Roorkee, where Gandhi en- 
ters the tomb of an Islamic 















saint and again offers 
- prayers, this time alongside 
Muslim clerics. 


Despite these obvious 
“attempts at appealing to 
the widest possible consti- 
tuency, it is charisma and 
“familiarity, and not much 
else, that Congress is taking 

_» to the elections due to be 
held in most of India be- 
tween 20-26 May. Gandhi 
_. works the crowds as though 
it will take only one smile, 
< one meeting of the eyes, 
¿with each of India’s half bil- 
lion voters for the past to be 
forgotten and his Congress 
_ party to be returned to 
power as though it were the natural course 

“of events. 

; It is also a tried and proven formula. In- 
-dians are a forgiving people when it comes 
“to the Nehru-Gandhi family, which has 
provided four generations of Congress 
_ leaders and prime ministers for all but some 
_ five years of the country’s 44 years of inde- 
_» pendence. Congress might reasonably as- 
~~ sume that if Indians forgave Indira Gandhi 
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the authoritarian excesses of her emergency 
rule during the 1970s and re-elected her — 
after a suitably humbling spell in opposi- 
tion — her son Rajiv could count on them 
to forget the peccadilloes of his own five 
years in power. 

Now, as in 1980, the alternative of the 
Janata stream of agrarian socialist parties 
has been shown to be incapable of govern- 
ing, while the other political option, the 
Hindu revivalists of the Bharatiya Janata 
Party (BJP), threaten inter-religious vio- 
lence on a scale not seen since the 1947 par- 
tition that preceded Britain’s withdrawal. 

Yet there is palpable anxiety in the Con- 
gress camp. Gaps in the crowd are noted at 
hustings that were filled to overflowing in 
previous campaigns, the party’s own cheer- 
leaders are often just a little too obvious and 
party managers are still waiting for the 
surge of public enthusiasm that a successful 
campaign generates. Even then, the mana- 
gers are acutely aware from Congress’ de- 
feat in the November 1989 elections that 
large crowds in entertainment-starved rural 


Congress slips 





areas do not always translate into votes. 

A large part of the anxiety comes from 
what is at stake for Congress in this elec- 
tion: not just the fruits of office, but 
perhaps the 106-year-old party’s very exist- 
ence in its present form. Since it achieved 
its original goal of winning Indian indepen- 
dence from Britain, Congress has evolved 
into an organisation chiefly dedicated to 
winning elections. It has never lost two 
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elections in a row, and if it loses one 
now, many see its break-up as inevitable. 
Likewise, if Gandhi loses again, the dynas- 
tic magic is gone. 

Pessimism on this score may be over- 
drawn, however. If the crowds are not 
flocking to Congress, voter lassitude has 
also affected many other parties — possibly 
from the heat and preoccupation with the 
harvest, possibly from weariness with the 
intense political battles of the past 18 
months. In addition, it will take a dramatic 
break in voting habits to defeat Congress. 

The conventional wisdom in New Delhi 
is that Congress will emerge with the 
largest number of seats, though probably 
not an absolute majority of parliament's 
545-seat lower house, and thus be invited 
to form a government by President R. Ven- 
kataraman. The tide of so-called turncoats 
— politicians who switch party allegiance 
according to the prospect of a winnable seat 
— has been swinging towards Congress 
this time. 

Even when its fortunes plunged in the 
1989 elections, Congress’ 
percentage of the vote was 
as much as that of the other 
national parties combined. 
In that election, the desire to 
oust Congress was strong 
enough to bring Janata Dal 
and its leftist allies into a vot- 
ing trade-off with the right- 
wing BP. Now these two 
forces are competing, along 
with several breakaway 
Janata groups and leftist par- 
ties. With the simple first- 
past-the-post election sys- 
tem, Congress will also pro- 
ft from the division of 
its rivals in the heavily 
populated Hindi-speaking 
states of the north — where 
it essentially lost the election 
last time. 

But there are also some 
respected analysts who suspect this elec- 
tion will be different — that India could be 
about to make a sharp break with its old 
habits. According to this view, Congress is 
caught in a trap of caste conflict, 
heightened by Janata Dal’s offer of reserved 
government jobs to the so-called backward 
castes (REVIEW, 2 May) — estimated to rep- 
resent about 52%-of the population — and 
of Hindu consciousness raised by. the BJP. 


Z 
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© The Congress has been, since its foun- 
dation in 1885, a party led by upper caste 
Brahmins, who translated into modem 
politics the village role of the Brahmin 
priests and teachers who protected the 
lower orders and minorities from excessive 
use of political and economic power by the 
middle castes. The core of Congress voting 
support has been the Brahmins and other 
upper castes, numbering about 10% of the 
population, the former so-called untoucha- 
ble castes and various tribal peoples, about 
15% in total, and Muslims, another 12% or 
so. 
All three of these vote banks may be nun 
down — and possibly overdrawn. Most ob- 
viously, the Muslims have turned away 
from Congress as a result of both Indira 
and Rajiv Gandhi's tendency to flirt with 
Hindu revivalism over the years. To many 
Muslims, the breaking point came in 1989 
when the then Gandhi government al- 
lowed Bjp-affiliated groups to lay the foun- 
dation stone of their proposed temple to 
the god Ram at Ayodhya on the site of a 
mosque, Gandhi compounded the damage 
by launching his 1989 election campaign 
from Ayodhya with a promise of a Ram 
rajya (realm of Ram) for India. 

In contrast, Janata Dal’s V. P. Singh has 
been able to say he lost power by standing 
up to the BJP's temple-building attack on the 
“Ayodhya mosque last October. No amount 
of assertions of Congress secularism have 
won back the Muslims, who are noticeably 
numerous at Singh’s rallies and sparse at 
Gandhi's. 

The Congress platform promises to pre- 
serve the status quo of religious sites as 
they were on 15 August 1947 — Indian 
independence day — which was before 
Hindu idols mysteriously appeared in the 
Ayodhya mosque. On 3 May, a few days 
after the Congress manifesto came out, the 
imam of New Delhi's Jama mosque and 
India’s most senior Muslim cleric, issued 
-advice that all Muslims should vote for 
Janata Dal. 
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Among the upper castes, Congress may 
have lost support as it has replaced upper 
caste candidates with nominees from the 
backward castes, which it has done in parts 
of the north in an effort to counter Janata 
Dal. In t, upper castes could switch 
their vote to the BJP, which has put forward 
many candidates likely to appeal to the 
urban middle classes. 





The Harijan vote, meanwhile, is. 
pulled several ways: partly to Janata Dal 
which portrays itself as the party of soc 
equity, partly to aggressive moveme 
such as the Bahujan Samaj Party, v 
seeks to raise consciousness among | 
(as many of the untouchable castes 
themselves) and partly even to the BIP - 
whose affiliated Rashtriya Swayamsevak 
Sangh movement has been conducting so- 
cial work campaigns among Harijans for 
years as part of its drive to modernise Hin 
duism and unite Hindus. noe 

Although it has pushed a campaign that 
purports to lift it above caste and religion as 
the only force that can bring unity and 
bility to India, Congress has felt it neci 
to consider these factors more closely than 
ever before. 

Its quandary is epitomised by its selec- 
tion of prospective chief ministers for Uttar 
Pradesh, now held by a Janata Dal offshoot 
and where state elections will also be held 
this month. So confused, or cynical, has 
Congress been about playing with caste a 
peal, it has floated three potential chief min 
isters before Uttar Pradesh voters: form 
state premier N. D. Tiwari, a Brahmin 
Ramnaresh Yadav, from a backward. c 
and Mohsina Kidwari, a Muslim. 
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Critics claim Gandhi is not up to the job 


Unlearned lessons 








a salutary thing for politi- 
cians. But from all that 
Rajiv Gandhi and the Con- 
gress party say and do, 
they clearly think it is the 
Indian public who should 
have learned a lesson for 
daring to try someone else in government. 

In just the 18 months since Gandhi was 
voted out of office, goes his standard cam- 
paign speech, India has fallen from high 
economic growth and stable prices into in- 
flationary chaos. Where India was once a 
respected and influential voice in world af- 
fairs, it was now unheard on the periphery. 
If his previous government had a fault, it 
was a failure of communications. 

It is this kind of complacency which 
leads many Indian businessmen, senior 
newspapermen and academics to conclude 
that Gandhi has not used his period in the 
wilderness to put either the party or his 
own thoughts in order. Rahul Bajaj, of the 
big motor-scooter firm, sees an immaturity 
in Gandhi. A political scientist comments: 
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“Gandhi has learned nothing.” A business- 
man who attended the elite Doon school 
with Gandhi said he simply lacked the abi 
lity to hold down the top job. o oo o 
Most are ready to concede the economi 
lift Gandhi achieved when he expanded 
tentative liberalisation moves begun by his- 
mother in her second spell in office in 1980- 
84. Surrounding himself with like-minded 
technology buffs with foreign experience, 
Gandhi did try to break out of the | 
growth, redistributive-minded socialist 
mould. Imports were liberalised to bring i 
hi-tech components and plant, and pro- 
duction quotas under the stultifying sta 
economic planning system eased. The re 
sult was a boom in industrial output, which 
led to faster economic growth overall and 
higher, more diversifed exports. a 
But the seeds of the economic. crunch’. 
Gandhi blames on his successors — the 11 
month Janata Dal government headed by 
his former finance. minister V. P. Sin 
and the minority Chandra Shekhar govern 
ment — were sown in this period as w 
Imports grew faster than exports beca 
the domestic economy remained a patch- 
work of highly profitable monopolies and 









- oligopolies set by regulation “to conserve 
_ scarce capital.” 
z If Gandhi was unable to take any reme- 
` i dial action while V. P. Singh was in power, 
-his excuses for letting Chandra Shekhar fid- 
_ dle with the country’s crisis are extremely 
_.-thin. Gandhi was invited to form a govern- 
<- oment when Singh fell, and could have done 
so. Instead he became the power behind 
Chandra Shekhar’s unruly bunch of Janata 
Dal breakaways. Responsibility for Finance 
Minister Yashwant Sinha’s recent undig- 
“nified begging operation around the 
~ world’s financial capitals for emergency aid 
_ to cover the foreign payments crisis can be 
directly pinned on Gandhi. 
_. Although most people grant his per- 
- -sonal charm and decency, Gandhi's erratic 
_. leadership has drawn a range of unflatter- 
-Jing descriptions: ingenuous, inept, vacillat- 
ing. He is criticised for trying to be all things 
to all people, for reflecting in his opinions 
and decisions the last piece of advice he has 
received. The “appeasement and gimmick- 
ry” he sees in Janata Dal’s handing of inter- 
nal rebellion are seen as all too characteristic 
of his own record in trying to engineer 
quick solutions for deep-seated problems 
like Sikh separatism. 
“= Much of this reflects the fact that, 
neither by instinct nor training, is Rajiv 
Gandhi a politician. A very ordinary scho- 
~ lar at the Doon school and at Cambridge, 

















where he did not complete his engineering 





degree, Gandhi was a happy pilot of tur- 
boprop domestic aircraft until his brother 
Sanjay’s untimely death led him into poli- 
tics. His accession to the prime minister- 
ship, within hours of his mother’s assassi- 
nation on 31 October 1984 by Sikh body- 
guards, was like the coronation of a boy- 
king in political terms. The huge sympathy 
vote in elections a month later, which gave 
Congress an unprecedented 415 lower 
house seats, made him over-confident. 


andhi’s advisers quickly drew an- 

tagonism as a “foreign-minded” 

clique, but failed to give him direc- 
tions on how to effect structural changes. 
The freeing of imports, for example, was 
achieved by shifting items from one cate- 
gory to another. 

În the party itself, Gandhi implicitly 
recognised the damage done under his 
mother’s leadership, when the grassroots 
organisation was virtually destroyed, the 
most effective regional bosses driven to 
form a breakaway congress party, and 
party posts and nominations given to yes- 
men and moneybags. In a speech in De- 
cember 1985, he talked of a party domi- 
nated by “self-perpetuating cliques.” 

A number of prominent party figures 
were removed from office for being too 
“old guard.” Many of them are now back, 
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Smoking 










The Congress election 
manifesto said V. P. 
Singh’s Janata Dal party 
had misled the nation 
with false accusations 
against Congress and 
Rajiv Gandhi over the 
E scandal involving al- 
~leged pay-offs to middlemen in the In- 
dian army’s purchase of howitzers from 
the Swedish arms maker Bofors. “It 
promised to reveal the ‘truth’ on Bofors 
in 15 days [but] 15 months have passed 
and nothing has been established. It is 
now clear that the whole controversy 
was a campaign of calumny, baseless, 
dishonest and motivated,” the mani- 
festo proclaimed. 

This must be news to India’s Central 
Bureau of Investigation (CBI), which in 
January 1990 registered a “first informa- 
tion report” (FIR) alleging that after win- 
ning the Skr 8.4 billion (US$1.36 billion) 
gun contract in March 1986, Bofors paid 











Skr 319 million as an illegal commission 
into several Swiss bank accounts. 

A Geneva court froze the accounts 
on New Delhi's request, but stayed an 
order opening them for investigation 
until a challenge to the FR is resolved 
in the Indian courts. On 19 December 
1990, just before retiring from the bench, 
a High Court judge rejected a lawsuit 
against the legality of the FIR, but 
quashed the cB! document suo motu (on 
his own word). The government and 
other interested parties — including the 
Janata Dal — are appealing against this 
order in the Indian Supreme Court, 
which has held over further hearings 
until July. 

The interest of the Indian police is 
therefore by no means quenched, nor 
have all lines of inquiry been exhaust- 
ed. 

Incumbent Prime Minister Chandra 
Shekhar further stirred the issue in a re- 
cent interview with the Economic Times 
newspaper. “What great sin has been 
committed if he [Gandhi] accepted Rs 
600 million [US$29.7 million] as commis- 
sion?” Chandra Shekhar asked. “Is it 
such a catastrophe which will make or 
mar the country’s future? Since the days 
of Jawaharlal Nehru, commissions [have 
been] regularly accepted.” 

m Hamish McDonald 
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like Pranab Mukerjhee, as Gandhi's per- 
sonal advisers. In 1986, splits developed 
with some of the most talented individuals 
in the government. V., P. Singh and Gan- 
dhi’s cousin Arun Nehru were driven from 
the Congress Party, essentially for interfer- 
ing with the middlemen and business ty- 
coons who had shifted their attachments to 
Gandhi. 

In foreign policy, Gandhi talked con- 
stantly of nuclear disarmament, the need to 
avoid big power hegemony, and peaceful 
cooperation from the pulpits of the UN 
General Assembly and the Non-Aligned 
Movement and in the halls of the indulgent 
Russians. In its own region, Gandhi's India 
used its intelligence agency to arm and 
train the Tamil uprising in Sri Lanka, and 
eventually forced Colombo to accept Indian 
intervention. 

It applied a trade squeeze to landlocked 
Nepal, acted in a high-handed. way with 
Bangladesh over water-sharing, and came 
to the brink of war with Pakistan with the 
provocative “Operation Brasstacks” mili- 
tary exercise in 1987. India became the 
biggest importer of weapons and its move 
to build a nuclear submarine force raised 
concern in Southeast Asia and Australia. 

In terms of policy, the new Congress 
platform does show some attempt to move 
in a coherent way from New Delhi di- 
rigisme. It gives socialism only a token 
mention, and talks of a cautious with- 
drawal of the public sector “from areas 
where the private and joint sectors have de- 
veloped capabilities.” 

It promises a stable tax regime for five 
years (without saying what it should be), 
and pledges fiscal balance. But there is 
something for everyone, even socialists: the 
planning mechanism is to be strengthened, 
and prices of kerosene, diesel and eight 
other items reduced. 

Financial adviser Pranabh Mukerjhee 
talks of this platform as Rajiv's blueprint for 
perestroika in India. Given what has hap- 
pened in the Soviet Union it is an unfortu- 
nate comparison. 

Gandhi has meanwhile pinned his for- 
eign policy on the continuing relevance of 
the Non-Aligned Movement, and almost 
suggests that the Gulf War would not have 
happened had he been in power. Many In- 
dians would agree that the inattention paic 
to India during the conflict was merciful, 
Indian policy pursued neither self-interes' 
nor morality. 

Gandhi's switch from consultation tc 
isolation, plus constant alarms and excur- 
sions on this or that crisis. far removed from 
India's immediate concerns, show a mar 
who has still not found:his footing in poli 
tics. One gets the impression watching hirr 
campaign that within himself he does no 
take it at all seriously and that, if only the 
country would let him, he would lay dowr 
the burden of being Nehru’s grandsor 
quite happily. I 








PAKISTAN 


_A bigger pie to share for the provinces 


By Salamat Ali in Islamabad 





arely a month after he induced the 
country’s four provinces to agree to a 
long-overdue scheme on sharing the 
3 waters of the Indus River, Prime Minister 
< Nawaz Sharif has pushed through another 
-settlement — this time on the division of fi- 
- nancial resources, derived mainly from fed- 
eral taxes, between the central government 
and the provinces. 

Differences over the sharing of the tax 
pool and other national resources have long 
‘been a major cause of inter-provincial and 

centre-province resentments. The issue is 
widely seen as having been a contributory 
cause to the 1971 breakaway of East Bengal 
and the subsequent formation of Ban- 
gladesh. Yet no administration has fully 
addressed the problem since the mid- 
- 1970s. 

The 1973 constitution, still largely intact 
despite the intervening years of military 
tule, provides for a National Finance Com- 
mission (NFC) to decide on the allocation of 
the resources once every five years. But ex- 
cept for the award made in 1975, the NFC 
has not met regularly — or, when called, 
has failed to decide on an award. 

Under the Sharif-inspired award, made 
possible only because the four provincial 
chief ministers belong to Sharif’s: own 
party, the Islamic Democratic Alliance, the 
provinces get a bigger pie to share and also 
a freer hand to plan their own long-term 
economic development. 

The award, while retaining the 1975 for- 
mula of basing allocations according to the 
provinces’ population, expands the divisi- 
ble: pool of resources by including excise 
duty on.sugar, tobacco and tobacco pro- 
ducts. The 1975 award comprised only in- 
come and corporate tax, sales tax and ex- 
port duty on cotton. 

Islamabad will keep one-fifth of the 
“pool. Of the remainder, Punjab gets 
57. 88%, Sindh 23.28%, North-West Fron- 
tier Province (NWFP) 13.5% and Baluchistan 
“5.3%. Net profits from hydroelectric power 
< generation will go to the province generat- 
-ing it and each province will continue to re- 

ceive royalties and excise duty on oil and 
-gas collected at the well-head. The develop- 
“ment. surcharge collected from oil and gas 
-fields will go to the home province, with Is- 
amabad retaining 2% as collection charges. 
Also, Sindh will be given an annual 
grant of Rs 700 million (US$29.7 million) for 
the next five years. Punjab will get Rs 1 bil- 
“lion a year for three years, and the NWFP 





16 MAY 1991 





and Baluchistan Rs 200 mil- 
lion and Rs 100 million, re- 
spectively. The award ends 
the federal practice of pick- 
ing up both deficits and 
surpluses in the provincial 
budgets. Islamabad will con- 
tinue to pay for strategic 
roads and other essential 
projects and will help to re- 
pair damage caused by 
natural disasters. 

One widely accepted un- 
official estimate is that the 
NFC award will reduce fed- 
eral revenue by Rs 22 billion. 
No figures are available from 
either the government or the 
opposition to suggest how much addition- 
al revenue each province will receive or 
what the centre will save by passing on 
some of its current obligations to the pro- 
vinces. 

A Sharif crony, the former Baluchistan 












governor rand Denak Homeland rar 
chief Nawab Akbar Bugti, has said 
since the federal government is in the h 
of fudging figures for the national tax pool 
it is futile to try to assess who has ga 
what. 

Sharif's critics, citing the lack of defini 
figures, say the award is mere windoy 





province turmoil. Now 
Islamabad has loosened 
grip on the purse strings 
favour of the provinces, th 
centre may have lost 
lever it has always been ab 
to wield against recalcitrant 
Generally, however, 
award appears to have m 
with approval. What 
the drawbacks, it is wi 
seen. as eliminating, a 
for the time being, another cause for an 
lamabad agitation by provincial leaders 
Also, it is hoped. that greater control ov 
their. own affairs will encourage the pro- 
vinces to exercise fiscal discipline and: ox 
pan their income base. 
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Delayed polls buy time for beleaguered government 


Chiefs and Indians 


By Robert Keith-Reid i in in Suva 





one-year delay in preparations for a 

promised general election in Fiji 

seems to have come as a relief to 
Ratu Sir Kamisese Mara’s government, 
though officially the government is disap- 
pointed by the electoral commission's delay 
in redrawing constituency boundaries. 

The postponement, to mid-1992 at the 
earliest, should allow time for the Fijian 
chiefs’ Vakavulewa Ni Taukei, or Fi- 
jian Political Party, to become established in 
all the country’s districts and villages and 
thus — the government hopes — defeat 
dissident Fijian groups at the polls. The 
strength of various Fijian dissident move- 
ments has become the government's 
biggest worry after the adoption in July 
1990 of a constitution which was rigged to 
perpetuate the power of the chiefs. 

The constitution, condemned and re- 
jected by the coalition of the Fiji Labour and 
National Federation parties that formed the 
government for a month until the army re- 
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moved it in 1987, prescribes a 70-member 
House of Representatives. Of this total, 3 
MPs will be native Fijians, one will repr 
sent the Polynesian island of Rotuma 
part of mainly Melanesian Fiji. — five will 
represents. “general” voters (or non-Fijian 
and non-Indian) and 27 seats will be re: 
served for the Indians, who are nov 
slightly outnumbered by ethnic Fijians. 








general MPs. They also assumed Fijians 
would be united under a party led by trad- 
itional chiefs. However, while the coup re- 
moved a new Indian-dominated govern- 
ment that had ended Mara’s 17- year reign 








as prime minister, it also revived long 
buried or suppressed Fijian regional and 
bal divisions. 

Fijian dissidents fall into various. cate. 
gories, ranging from personal opponents o! 
Mara to extreme nationalists. who wan! 
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Fiji's large Indian tion expelled. 
Nationalists also demand that all freehold 
land should be given to ethnic Fijians and 
want to see Christianity made the state reli- 


Regional tensions are another problem. 
Led by Mara and Ratu Sir Penaia Ganilau, 
another senior traditional leader who is the 
country’s president, the chiefs of eastern 
Fiji seem to be sensing they are in danger of 
losing their century-old dominance over 
western Fiji. 

Eastern Fijians are mainly of Polynesian 
extraction and have a strong political iden- 
tity stemming from their ancestors’ early 
19th-century invasion of the islands they 
now occupy. Western Fijians have Melane- 
sian roots, and feel the easterners look 
down on them. Tensions are increased by 
the fact that western Fiji contains much of 
the country’s gold, timber and sugar re- 
sources as well as the bulk of its tourist 
facilities, while eastern Fiji is made up of 
small islands which produce little. 


n addition to east-west divisions, the 
chiefs’ traditional authority has been 
eroded by urbanisation. It was this 
realisation that led to the decision of the 
Great Council of Chiefs last March to ap- 
prove the launch of the Fijian Political 
Party, with membership restricted to ethnic 


While the chiefs have their worries so 
does the opposition. In April opposition 
leader Adi Kuini Bavadra resigned as chair- 
man of the Labour Party after announcing 
her engagement to Clive Speed, an Austra- 
lian businessman who once worked as a 
media adviser to Mara. Bavadra is likely to 
be succeeded as opposition leader by Tu- 
peni Baba, a Fijian university lecturer who 
held a ministerial post in the short-lived 
government of her late husband, Timoci 
Bavadra. 

Bavadra’s resignation distracted atten- 
tion from yet another move by Mara to 
prop up his administration. Mara made the 

ise announcement at a meeting of the 
chiefs on 18 April that 1987 coup leader 
Maj.-Gen. Sitiveni Rabuka would leave the 
army and join the cabinet on 1 June as 
Home Affairs Minister and Co-Deputy 
Prime Minister. Another key figure in the 
coup, Methodist church minister and ultra 
nationalist Manasa Lasaro, was offered 
the Youth and Sports portfolio. However, 
Rabuka has yet to resign from the army and 
there are indications neither he nor Lasaro 
will take up their cabinet posts. 

Mara’s efforts to take Rabuka and La- 
saro into his cabinet are seen as intended to 
defuse the possibility of another coup if 
things go wrong for the chiefs at the next 
election. By then Mara is expected to have 
succeeded the ailing Ganilau as president, 
an office which gives him considerable con- 
stitutional scope for ensuring Fijians main- 
tain their present dominant position. = 
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Functional constituency system under fire 


Lack of a fair say 





By Stacy Mosher in Hongkong 
. battle over nominations for a candi- 





date to represent the Hong Kong 

General Chamber of Commerce in 
next September's election to the Legislative 
Council (Legco), the colony's law-making 
body, suggests that Hongkong is at last be- 
coming a more politicised community. 

The chamber of commerce row has also 
cast a light on controversial aspects of the 
functional constituency system used to 
elect members of Legco, and suggested that 
Hongkong’s traditional business elite is 
likely to be increasingly challenged by so- 
called democratic forces. 

The nomination struggle took place dur- 
ing the chamber’s annual general meeting 
in late April when veteran business leader 
Jimmy McGregor, who was elected to the 
chamber’s functional constituency seat by a 
two-to-one margin in 1988, announced his 
withdrawal from the September election 
after a long public conflict 
with the chamber’s gen- 
eral committee. 

The chamber’s leader- 
ship had become increas- 
ingly critical of Mc- 
Gregors public com- 
ments on democratic re- 
forms and relations with 
China. Some of the more 
conservative members 
of the committee saw 
McGregor’s outspoken 
approach as a threat to 
good relations with 
China, which they con- 
sider the key to Hong- 
kong’s economic survi- 
val. 

At the meeting the 
membership voted to 
adopt a consultancy report recommending 
that the general committee be allowed to 
endorse a candidate for the Legco elections. 
However, even before the meeting it had 
become clear that the committee intended 
to endorse Paul Cheng, currently a govern- 
ment-appointed member of Legco and a 
proponent of Hongkong as “the interna- 
tional division of China Inc.,” as its official 
candidate. 

On the surface, the McGregor affair ap- 
peared to be the simple removal of an 
elected representative who had failed to re- 
flect the reviews of his constituency. But it 
raised doubts about the fairness of func- 
tional constituencies at a time when they 
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are about to take on a greater role in Hong- 
kong’s political system. Functional con- 
stituences will account for a majority of 
Legco seats after Hongkong reverts to 
Chinese sovereignty in 1997. They will also 
provide 75% of the members of a commit- 
tee responsible for choosing the future chief 
executive of the Hongkong Special Ad- 
ministrative Region. 

The system has long been criticised for 
strenghtening the political influence of 
Hongkong elites, but doubts have been 
recently raised whether functional con- 
stituencies even provide a fair say for the 
minority of the population they are sup- 
posed to represent. 

The method of electing representatives 
follows the internal practices for choosing 
leaders of designated business or profes- 
sional organisations. But Legco representa- 
tives are now being drawn into debates 
over sensitive matters such as political re- 
form and relations with China. This means, 

according to critics, that 
g there is an urgent need to 
introduce more demo- 
cratic selection processes 
within organisations rep- 
resented in functional 
constituencies. The Gen- 
eral Chamber of Com- 
merce is a typical exam- 
ple of the problem. Most 
of its 3,000 member com- 
panies joined for busi- 
ness reasons and are not 
interested in the 
chambers political ac- 
tivities. 

Most of the elections 
for the chamber’s general 
committee offer only as 
many candidates as there 
are seats, with only three 
contested elections in the past 30 years. In 
every election, only those candidates en- 
dorsed by the sitting general committee 
have been returned. Under rules intro- 
duced in 1987, only 25% of the general 
committee seats are open to election each 
year. This change came at a time when the 
general committee was beginning to receive 
an increasing number of challenges from 
unendorsed members. 

The number of votes cast for each candi- 
date is never revealed, a system which 
some say denies candidates in a close race 
the encouragement to try again. The sys- 
tem of proxy voting also favours the gen- 
eral committee in a situation where the 
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chamber seldom has more than 100 of its 
3,000 members turning up for annual gen- 
eral meetings. 

Over the past few months a member- 
ship drive succeeded in recruiting some 300 
new member companies to the chamber. It 
is said that most new members are as- 
sociated with the large companies that con- 
trol the committee, and particularly with 
favoured Legco candidate Cheng and his 
supporters. In one extreme case, 10 newly 
admitted member companies were listed 
under a single address. 

McGregor had raised his concern over 
possible “ballot stuffing” in functional con- 
“ stituencies during a Legco session last 
year. But Secretary of Constitutional Affairs 
Michael Suen answered this by saying it 
was government policy to leave the func- 
tional constituencies to regulate them- 
selves. 

McGregor is not the first victim of official 
indifference to a dispute within a functional 
consitutency. Before the first Legco elec- 
tions in 1985, Lee Jark-pui was sacked after 
16 years as general secretary of the Chinese 
Manufacturers’ Association when it was 
rumoured he intended to run for the as- 
sociation’s functional constituency seat. 
The government took no action over Lee’s 
dismissal, or over the association's decision 
to bar its employees from participating in 
the election — a rule that contravene’s the 
government's own Legislative Council 





(Electoral Provisions) Ordinance. 
The McGregor controversy is one of a 
number of signs that the Hongkong 


populace is taking more interest than ex- | 
pected in the colony’s attempts at demo- | 
cratisation. A second pointer to this trend | 
was provided by the 5 May Urban Council | 
elections, the second in a trio of polls due to | 


be held before the end of 1991. 


Although only 23.1% of registered vot- | 
ers went to the polls, this represented a | 
substantial increase over the previous elec- | 


tion in 1989, which attracted only 17.6% of 
the electorate. The liberal United Demo- 
crats of Hongkong (UDH) emerged as the 


strongest group in what is seen as a rehear- | 
sal for the first district-based direct elections | 
to Legco in September. The UDH returned | 
11 of its 15 candidates, and captured 37% of | 
the total votes cast. Its nearest rival, the | 


conservative Liberal Democratic Federa- 
tion, won three of the seven seats it con- 


tested and received just under 10% of the | 


vote. 


The UDH victory echoed the results of | 


district board elections in March, which 
also showed an unexpected increase in 


voter turnout over the previous poll. Some | 
analysts had predicted “election fatigue” | 
because of the year’s three separate polls. 


Instead there are signs of “election fever,” 
— with 12 of the winners in the Urban 
Council elections immediately declaring 
their intention to try for a Legco seat. B 





AUSTRALIA 


Something rotten in the states of Labor 


The WA Ine. stain 


L (ALP) celebrates the centenary of the 
sheep shearers’ strike which marked 
its birth, the country’s oldest political party 
is facing a grim future. In power nationally 
and in five of Australia’s six states, all but 
one of the ALP governments look certain for 
savage defeats when they next face elec- 
tions. 

Three ALP state governments are endur- 
ing the ignominy of scrutiny by Royal 
Commissions in the wake of devastating fi- 
nancial mismanagement. In Western Aus- 
tralia (WA) the revelations extend from the 
suse of Labor Party money for rare stamp 

collecting by former premier and Australian 
ambassador to Ireland, Brian Burke, to se- 
> aret meetings in London with missing 
financiers, the warehousing of a private gas 
company on behaif of the state government 
and handfuls of diamonds being tossed 
across the state government's cabinet table 
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in a dubious deal that involved the govern- 
ment in a diamond mine. 

The tentacles of “WA Inc.,” as the re- 
lationship of former WA government offi- 
cials and major WA entrepreneurs became 
known, have embraced the national capital, 


Canberra, and threatened federal Labor's | 


tenuous hold on national government. 
A recent WA state by-election for the 
seat of Geraldton, 400 km north of Perth, 


proved a portent of the doom ahead for | 


Labor. Geraldton has been a Labor seat for 
nearly 70 years. Last month the ALP suf- 
fered an unprecedented 30% swing against 
it. The party won only 16.7% of the pri- 
mary vote. 

The only Labor leader likely to still be in 
power two years from now, Queensland's 
Wayne Goss, predicted the party’s future in 


a centenary celebration speech in which he | 
said the party was “about to enter what | 


may well be a bleak period in the forthcom- 
ing decade around the country.” 
He made the accurate observation that 
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REGIONAL AFFAIRS 


the ALP had reached record levels of un- 
popularity federally and in all states but 
Queensland, where, ironically, Goss’ ALP 
was voted to power 18 months ago after the 
exposure of widespread corruption under 
rightwing governments for much of the 
time they had ruled the state for the pre- 
vious 30 years. 
Labor's woes are hooked on the inability 
of Prime Minister Bob Hawke's govern- 
ment to handle the economy or financial 
regulation at a national level and on disas- 
trous public sector adventurism. But daily 
sensational headlines from Royal Commis- 
sions involving prominent Labor per- 
sonalities in WA, South Australia and Vic- 
toria exacerbate the Labor decline. 

During most of the 1980s Labor's politi- 
cal stranglehold was assisted by the ab- 
sence of credible opposition. This is no 
longer the case. The new breed of Liberal 
Party leader is epitomised by the competent 
and pragmatic Liberal Premier in New 
South Wales (NSW), Nick Greiner, who 
has just announced NSW will go to the 
polls on 25 May. 

In Victoria the Labor Premier, Joan 
Kirner, is expected to be forced to an elec- 
tion before the end of the year, prob- 
ably in November. Kirner inherited 
a financially strapped state from 
former Labor premier John Cain 
who resigned after the government- 
owned State Bank collapsed last year 
with a A$2.7 billion (US$1.42 billion) 
loss. Kirner has been unable to com- 
bat the damaging record of financial 
mismanagement revealed by Victor- 
ia's Royal Commission into the col- 
lapse of the merchant banking arm 
of the state bank, Tricontinental. 

In South Australia another Royal 
Commission has raised serious 
doubts about the judgment of 
Labor Premier John Bannon, the na- 
tional ALP president who has 
hitherto been regarded as a Labor 
“rock.” This year, however, Bannon 
had to provide a A$970 million res- 
cue package for his State Bank, only 
months after he told the state parliament 
that he had every confidence in the State 
Bank Board. 

The plethora of investigations involving 
Labor luminaries has overshadowed in- 
quiries into the affairs of former opposition 
leaders in Queensland and in the island 
state of Tasmania. 

Labor rules in Tasmania in a coalition of 
Green independents. The government is 
shaky and has been unable to inspire confi- 
dence despite being helped by revelations 
from a Royal Commission set up to investi- 
gate allegations that former Liberal Premier 
Robin Gray was implicated in an attempt 
by Tasmanian newspaper proprietor Ed- 
mund Rouse to bribe a Labor backbencher 
to cross the floor and bring down the coal- 
ition. Rouse is now serving a jail sentence. 





Hawke and 


Gray strenously denies involvement, but 
the commission has revealed murky deal- 
ings among his friends. 

In Queensland a jury found this month 
that leading businessman Sir Leslie Thiess 
had bribed former Queensland conserva- 
tive premier Joh Bjelke Petersen “on a large 
scale and on many occasions.” Bjelke Peter- 
sen and all he stood for was detested by 
Labor supporters. A finding that he had ac- 
cepted bribes would once have been the 
cause of great joy in the Labor camp. As the 
revelations about some of their own leaders 
are paraded in the press and on television 
screens there is little room for ALP gloating. 

The most dramatic revelations are those 
emanating from WA, where Burke was one 
of Labor's golden boys during the 1980s. 
Born into an old Labor family, he became 
premier of WA at the age of 36 in February 
1983, one month before Hawke became 
prime minister, and was often seen as the 
man earmarked to be Hawke's successor. 
He was immensely popular in WA and ex- 
tremely successful at raising funds for the 
ALP. In 1988 he stepped down from the pre- 
miership and his friends in Canberra re- 
warded him by sending him, with his large 





family, to represent Australia as ambas- 
sador to Dublin and the Holy See. 

In Perth increasing concern about 
Burke’s legacy, the close relationship of the 
state Labor government and well known 
entrepreneurs such as Perth merchant 
banker Laurie Connell, casino developer 
Dallas Dempster and international entre- 
preneur Alan Bond, failed to penetrate the 
electorate and Burke's successor Peter 
Dowding was returned as Labor premier in 
the 1989 state elections. 

Reverberations from the international 
stockmarket crash brought everything 
unstuck. Connell’s bank, Rothwells, col- 
lapsed, Bond lost a reported A$2.25 billion, 
and the extent of government involvement 
in dubious business dealings began to 
emerge, including the use of taxpayers’ 
money in 1987 to rescue Rothwells. One of 
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Bond in happier days: disastrous adventurism. 
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the government's business friends, Yosse 
Goldberg, fled Perth and has not been 
found, though Burke told the Royal Com- 
mission he had seen Goldberg and former 
deputy premier David Parker in London. 

After a debacle involving a deal with the 
government and Bond over a proposed 
petrochemical plant, evidence of which is 
still to go before the Royal Commission, 
Dowding was ousted as premier last year 
in favour of the present incumbent Carmen 
Lawrence. Largely as a result of a public 
campaign by her brother, Bevan, who led 
marches “for honest government,” Law- 
rence was forced to call the Royal Commis- 
sion into WA Inc. 

This Royal Commission is only in its in- 
fancy but it has already had a disastrous im- 
pact on Labor. Connell took the witness 
box and said that before a fund-raising 
lunch in Burke's private suite in 1987, 
Hawke gave Connell an assurance that his 
government would not impose a tax on the 
gold industry. 

At the end of the lunch guests, who in- 
cluded Bond, Connell and Dempster, put 
A$950,000 into a Labor Party slush fund to 
help the federal government win the ensu- 
ing election. Bond and Connell had 
substantial gold industry interests. 

Hawke has vehemently denied 
giving such private assurances. He 
mishandled his explanation in par- 
liament when he overlooked the fact 
that he had made statements on 
radio about the gold tax before the 
lunch. He has compounded this by 
failing to dispel suspicions that a 
written pledge that he gave to the 
gold-mining industry was not 
prompted by the lunch. 

Other evidence before the Perth 
Royal Commission includes: 
> The warehousing of a private gas 
company on behalf of the state gov- 
ernment brought a profit of more 
than A$10 million for companies 
controlled by Goldberg or Connell. 
> Parker used Labor campaign 
money for his own personal use, though he 
later repaid it. 
> Packages of money — sometimes hun- 
dreds of thousands of dollars — moved in 
and out of a private slush fund run by Bur- 
ke as leader and no one can account for it. 
> Burke cannot recall from where the 
more than A$200,000 he invested in gold 
bullion from his leader's account came. 
> Burke invested A$87,000 of party money 
in rare stamps. He merged the stamps with 
his own private collection and admits he 
could not now identify which stamps are 
which. 

The WA Royal Commission is expected 
to continue well into next year and, though 
no one knows who else will be targeted by 
the WA Inc. investigations, one thing is cer- 
tain — for the ALP it has not been an auspi- 
cious birthday party. n 
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Peace brings investors to notorious border region 


Forgotten frontiers 





By Bertil Lintner in Mae Sai, northern Thailand 


he bustling border town of Mae Sai 
is where the smooth, Thai highway 
ends and the rutted dirt tracks of 
Burma begin. But if enthusiastic local Thai 
planners have their way, more sophisti- 
cated lines of communication are likely to 
-. be opened not only across the border into 
~ Burma but also all the way to China. 

The most ambitious visionaries are talk- 
ing about a four-lane motorway over the 
mountains of Burma’s eastern Shan state to 
Yunnan, or linking up the northern Thai 
railway system, which now ends at Chiang 
Mai, with the Chinese railway to Kunming. 

Others have proposed sending tourists 
in hydrofoils up the Mekong River 
to Yunnan. If any of these plans were 
to materialise, China would gain direct 
access to Southeast Asia and it would, 
at least in theory, be possible to travel 
by road or rail from Peking to Singa- 
pore. 

Among the many plans being aired, 
however, two could materialise within 
a few years: an air link from Chiang 
Mai or Chiang Rai in northern Thailand 
to Jinghong in Yunnan’s autonomous 
Xishuangbanna prefecture; and river 
transport along the Mekong from 
Chiang Saen in northern Thailand to 
Jinghong. 

Daily flights already connect Chiang 
Rai with Chiang Mai and Bangkok, and 
a new airport was opened in Jinghong 
last year. Chiang Rai’s airport will be 
upgraded to international status in 
April 1992, which seems to indicate that 
flights to China indeed are on the 
agenda. Several Thai tour operators 
now are considering offering package 
tours from Chiang Mai or Chiang Rai to 
Xishuangbanna, a region with histori- 
cal, cultural and linguistic links to northern 
Thailand. Visas for China could be issued at 
the Chinese consulate in Chiang Mai, 
which opened in April. 

Other transport links between Thailand 
and China may take longer to develop, but 
the issue was discussed in January when 





Chiang Rai’s energetic governor, Banasit 


-o Salabsaeng, received a 10-man Chinese de- 
‘legation led by Yunnan’s vice-governor, Li 
Shuji. 

The Mekong River route may come 
next, after the air link, sources suggest. In 
May last year, the Chinese even surveyed 
the river and sailed the 700 km from Jing- 
hong to Laos’ old royal capital of Luang 
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Prabang. In November, four Chinese boats 
made it all the way to Vientiane, a distance 
of 1,100 km. Chinese sources say they may 
have to spend US$50 million to dredge 
parts of the Mekong before it becomes fully 
navigable. 

Vitavas International, a company which 
is also investing in a major tourist resort 
in the Golden Triangle, where the borders 
of Thailand, Burma and Laos intersect, is 
already studying the feasibility of using 
hovercraft or hydrofoils to ferry tourists and 
businessmen from Chiang Saen, along the 
spectacular river route between Burma and 
Laos, on to Jinghong. 

Sources in Chiang Rai say that Li told 
his Thai hosts that the 722-km road from 


Tourist triangle 





Yunnan’s provincial capital, Kunming, to 
Jinghong is in good condition, cautiously 
adding that “a road from Jinghong through 
Burma to Mae Sai will be a long-term pro- 
ject, requiring major investments.” How- 
ever, if Thailand and Burma were willing to 
cooperate, Li said he would seriously con- 
sider the proposal. Despite Thai enthu- 
siasm for the project, Rangoon has yet to 
express its opinion. 

Today, only a 168-km track connects the 
Burmese border town of Tachilek with 
Kengtung, the nearest town and centre of 
eastern Shan state. The hazardous journey 
over some of the region’s most precipitous 
mountains can take anything from two 
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days to two weeks, depending on the 
son and the availability of transport. - 

From Kengtung, the road continues 
the Shan state capital of Taunggyi, 450 
to the west. There is no road available 
vehicular traffic leading north to the ¢ 
nese border; the rugged, remote hills no 
of Kengtung for years were battle zones for 
government forces and guerillas of | 
Communist Party of Burma (cps). The : 
bels also controlled the area immediatel 
adjacent to the Yunnan frontier. 

In March-April 1989, however, the 
and file of the CPB mutinied and drove 
party’s ageing, Maoist leadership into. 
in China (REVIEW, 1 June ‘89). The. 
subsequently broke up into smaller, region: 
al armies which now have reached ceasefire 
agreements with Rangoon, bringing 
to the area for the first time in decades 

Thai planners suggest that these 
conditions would be conducive to the 
struction of a road to China. But ob 
say that the “peace” is still tenuous 
it may take several years for Ran 
to extend full control over former CPE 
areas. Moreover, Burma lacks both 
the means and the funds to launch a 
major road-building project on -this 
scale. L 
But if it ever materialised, the road 

would most probably follow the route 
from Kengtung to the border village of . 
Mong La, and then on to Menghai and 
Jinghong. Before World War I, this. w. 
a major route to China. In more recen! 
years, it has turned into a mule tr 
used mainly by black marketeers trad- 
ing in Thai consumer goods and other. 
contraband. Despite the extremely 
rough terrain and poor infrastructure, - 
there is already a substantial surface. 
trade between Thailand and China, 
through Burma. : 
A road is therefore a possibility, 
though it is bound to be an extremely 
long-term project. But international © 
perts say that constructing a railway 
link from Chiang Mai, over the moun- | 
tains of eastern Shan state and southern | 
Yunnan, to Kunming is not possible — 
no matter what local Thai officials. 
tell visiting dignitaries. In the face 0 











suggest an alternative route throu 


where the French had plans:to ild aa r 
way before World War H. i 
Early this century the French did biih 


narow-gauge line from Hanoi, along the 
Red River, to Kunming. The border cross- 
ing has been closed since the late 1970s, but 
in view of the improvement in China-V: 
nam ties, trains may soon ply this route 
once again. 

Although most plans regarding surface 
connections between Thailand and China 
may not materialise in the foreseeable fu 
ture, they are being taken seriously enough 
by businessmen to prompt them to inv 
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-in hotels and local industry. oe: 

_ Chiang Rai, a small provincial town 
_ with few attractions of its own, today 
boasts four five-star hotels, and more are 
_ being planned. However, with the tourist 
boom yet to hit the region, the town’s lux- 
_ury hotels are less than half filled. The local 
_ tourist industry has been further hit by the 
Gulf War. Not surprisingly, local business- 
| men are pinning their hopes for a revival 
_in tourism on the possible opening up of 
some kind of links between northern Thai- 
land and China. 

The Chinese attitude has been more 
lown to earth. Officials do speak enthusias- 
tically about tourism to Xishuangbanna and 
trade prospects with Laos, Burma and 
_ Thailand. But the emphasis so far has been 
On trade in consumer goods, forestry pro- 
ducts and minerals with China's two im- 
-mediate neighbours. Roads are also being 
__. built up to the borders with Laos and Burma 
to facilitate the trade. As for surface links 








terested in the Mekong River than in am- 
bitious plans for highway and rail links. 

Today, Yunnan’s exports to Thailand 
have to be sent by rail to Hongkong — 
more than 1,600 km to the east — and there- 
after take a week to reach Bangkok by 
sea. That could be cut to a few days if the 
Mekong were fully navigable. But as for 
road and rail links, a few hints were given 
by Pan Qi, a former vice-minister of com- 
munications, in the 2 September 1985 issue 
of the Peking Review. His article — “Open- 
ing to the Southwest: An Expert Opinion’ 
— discussed the possibilities of using and 
upgrading already existing roads and rail- 
ways connecting Yunnan, through Burma, 
with the Andaman Sea. 

One possible route, according to Pan Qi, 
leads from the Yunnan mining town of 
Tengchong to Myitkyina in Burma’s Kachin 
state, that country’s northernmost rail- 
head. The Burma Road, already a major 













y Bertil Lintner in the Golden Triangle 

\ tating that gambling in Burma has 
been “firmly prohibited for a quarter 
WJ of a century,” Rangoon’s Ambas- 
sador to Thailand, Nyunt Swe, in De- 
cember 1989 vehemently denied reports in 
the Thai press that his government had 
permitted a Thai company to build a casino 
__ on Burmese soil. Similar denials soon fol- 

_ lowed from the Thai side, saying that the 
_ deal between the Burmese Government 
-and a private Thai company was about a 
. golf course, not a casino. 

Despite such denials, a major resort is 
_. definitely under construction on the Bur- 
mesë side of the Golden Triangle. Thai 
hoteliers and officials insist that the main at- 
traction there will be the biggest and most 
‘modem casino in Southeast Asia. Local 
‘sources say the casino is part of a plan to 
_ take over Macau’s role as a regional gambl- 
_< ing centre when the Portuguese enclave re- 

verts to Chinese rule in 1999. 

o In late 1989, a Thai company, Vitavas In- 
ternational, managed to secure a 30-year 
lease of a 32-ha neck of land between the 
_ Mekong River and the Nam Ruak, which 
_ «forms the border between Thailand and 
_ Burma. The ambitious, Baht 1 billion 
__(US$39 million) “Golden Triangle Paradise 
_ Resort” project includes a 300-room hotel, 
| restaurants, a zoo, a trade centre, several 
_— golf courses, a bank — and a casino. 

_ Blueprints made available to the REvEW 


















j ino at centre of border development plan? 


Jpstaging Macau 


also show a helicopter pad on the bank of 
the Mekong. The construction of an inter- 
national airport in the nearest Thai provin- 
cial capital, Chiang Rai, is also said to be 
linked to the plans to turn the Golden 
Triangle into a regional gambling centre. 

Initial plans indicate that the resort is 
scheduled to become fully operational in 
three years. Gambling is banned in Thai- 
land, but it is extremely popular. So the 
casino, once completed, is expected to at- 
tract hordes of visitors every year. Gambl- 
ing is banned in Burma too, but by leasing 
the land to a Thai company, the Burmese 
authorities might claim that the area is not 
under their jurisdiction. 

On the Thai side, two five-star hotels 
have already opened: the 74-room Golden 
Triangle Resort, which is owned by the 
family of Narong Wongwan, a prominent 
businessmen and former minister of ag- 
riculture, and the 110-room Bann Boran 
Hotel, designed and managed by Trid- 
hosyuth Devakul, a well known Thai ar- 
chitect and developer. Both hotels report a 
satisfactory occupancy rate, cashing in on 
tourists making excursions from Chiang Rai 
and Chiang Mai. 

“Tourists usually travel to the Golden 
Triangle before moving on to [the border 
town of] Mae Sai and the Kuomintang vil- 
lage in Doi Mae Salong in Mae Chan,” a 
local hotelier said. Neither hotel sees any 
competition from the hotel under construc- 
tion on the Burmese side; on the contrary, 
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with Thailand, the Chinese appear more in- trade ‘route between China and Burma, 














connects: Yunnan with the railhead of 
Lashio. The railways from Myitkyina and 
Lashio link up at Mandalay before leading 
down to Rangoon and the Andaman Sea. 
A third possible route, Pan Qi said, goes 
from Yunnan to Bhamo — also in Kachin 
state — by the Irrawaddy River, which is 
navigable all year round down to the sea. 
Ruili in west Yunnan has already be- 
come a bustling trade centre and an airport 
was opened last year at nearby Mangshih 
on the Burma Road. It seems obvious that 
the Chinese are casting their eyes in that di- 
rection rather than to the next-to-impassa- 
ble terrain in the undeveloped area be- 
tween Yunnan and Thailand in eastern 
Shan state. If that is the case, the hotels in 
Chiang Rai may remain empty longer than 
expected, and local businessmen will have 
to be content with. package tours by air to 
Jinghong, and possibly a few cargo barges 
down the Mekong River. n 


it is hoped that the casino will attract more 
guests to the hotels on the Thai side as well, 
since it will be only a short walk to the 
tourist complex across the Nam Ruak bor- 
der stream. The possibility of some kind of 
links with Xishuangbanna in China is also 
expected to turn the tri-border area into a 
major tourist destination. 

But the prospect of the Golden Triangle 
emerging as a regional gambling centre is 
not entirely welcome in all quarters. At- 
tempts to get the Laotian authorities. in- 
terested in cooperating reportedly: fell 
through when the issue of a casino came 
up. “The Laotians are afraid the casino will 
facilitate the spread of vice to Laos,” a 
source said. “They're also worried it will 
distract East European aid workers cur- 
rently in Laos.” 

In Australia, the project became a politi- 
cal issue in August last year when a spokes- 
man for New South Wales Police Minister 
Ted Pickering said a “casino fin the Golden 
Triangle} will be an ideal way of laundering 
drug money . . . an airport and a heliport 
would provide the obvious means of taking 
drugs out of the area.” A Sydney-based 
gambling-machine company, Ainsworth, 
which had been contacted to provide slot 
machines for the proposed casino, report- 
edly pulled out of the deal when the con- 
troversy erupted in Australia. 

Police sources emphasise that casinos 
anywhere in the world are ideal for laun- 
dering and moving drug money. Most 
casinos are linked to a worldwide. credit 
system whereby gambling profits or credits 
can be deposited at, for instance, a casino 
in Las Vegas and later collected in Macau 
without going through an established bank. 
“Billions of dollars are being moved around 
the world in this manner and there’s no 
way we can check it,” a police source 
said. n 
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Swissair Customer Portrait 89: Chaiyos Kingchatchaval, managing director of a jewelry company, Bangkok, photo by 
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Disarming suggestion 


hile the Gulf War may have 

ushered in a new era of multi- 

national cooperation centring 

on the US, it also demonstrat- 
ed the fragility of regional peace in the face 
of a strong military power controlled by an 
irrational leader. On the Korean peninsula, 
the war has raised the question of North 
Korean President Kim Il Sung’s potential 
for triggering a similar military adventure, 
and produced the conclusion that an arms 
control pact between the two Koreas prob- 
ably constitutes the most effective means of 
forestalling such a possibility. 

In the South, a democratisation move- 
ment started in 1987 has moved the coun- 
try closer to a more representive form of 
government — despite creating turbulence 
between domestic conservative and pro- 
gressive social forces. Internationally, Seoul 
has acquired new perspectives in its global 
relations by pursuing its Northern Diplo- 
macy. By contrast, the North is still locked 
into a Stalinist system that has prevented it 
from undertaking structural reforms such 
as those sweeping Eastern Europe and the 
Soviet Union. 

Stability on the Korean peninsula hinges 
not only on US-Soviet strategic relations, 
but also on the evolution of North-South 
Korean ties. The question principally rests 
on whether or not they can manage a re- 
duction of military tension through some 
sort of arms-control agreement. Such a 
move would be the crucial first step on the 
road to territorial reunification. 

In 1990, prime ministers of the two sides 
held three rounds of talks and Northerners 
and Southerners met in Peking to cheer 
their respective athletes competing in the 
Asian Games. They have since exchanged 
soccer teams and artistic troupes for the first 
time since 1945 — and even fielded a joint 
table-tennis team in a recent Japanese tour- 
nament. 

On the official level, North Korean lead- 
ers have not only taken a more flexible po- 
sition on the proposed tripartite talks in- 
volving the US and North and South 
Koreas, but have also stopped insisting on 
prior withdrawal of US forces as a precon- 
dition for holding such talks. In recent 
months, the North has conceded the need 
for taking various military confidence- 
building measures (CBM) by saying it is 
ready to accept advance warning of military 
exercises, and reduce tension in the de- 
militarised zone (DMZ) that divides the 

i in tandem with arms reduction. 

Some ideas such as opening a military 


By Cha Young Koo 


“hotline” between the two sides appear 
realistic and practicable, but others — in- 
cluding Pyongyang’s demand for cutting 
back the number of troops to a 100,000- 
man level on each side — seem to be more 
propaganda than a serious proposal. The 
North also remains obdurate on other is- 
sues. For example, it insists on mutual in- 
spection of nuclear facilities by the Interna- 
tional Atomic Energy Agency (IAEA) by say- 
ing it will allow IAEA inspection only when 
the US opens its nuclear arsenal in South 
Korea for similar checks. 

Despite these impediments, a partial 
withdrawal of US forces from South Korea 
over the next few years will improve 
Seoul's negotiating position with the North 
on arms control issues. Some in the South, 
however, are under the illusion that mak- 
ing a major concession to the North on 
arms-control will end the present state of 
confrontation between the two countries. 
They also believe such a move would lead 
to an immediate peace settlement and brin 
drastic cuts in the current high levels of de- 
fence expenditure. 

The North will find it hard not to take 
advantage of such a simplistic notion. The 





North Korean troops at the DMZ. 


long lead-up to the strategic Arms Limita- 
tion Treaty between the US and Soviet 
Union showed negotiations themselves 
scarcely prevent increased military spend- 
ing. Unless treaties are accompanied by 
clearly defined political and military CBMs, 
they are worthless. It therefore seems ap- 
propriate that the signing of a peace treaty 
should be kept until the final stage of solid 
arms-control negotiations. 

The primary aims of these negotiations 
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should be the removal of mutual mistrust 
and the establishment of solid CBMs and 
the introduction of cross-border onsite in- 
spections. More structural arms controls 
dealing with systematic cutbacks of troops 
and offensive weapons should be covered 
in the second phase of such talks. 

However, reaching agreement on these 
points requires fundamental changes in 
Pyongyang’s present attitude. Such an ac- 
cord would require the North to drop its 
long-term opposition to joint membership 
of the UN with the South and acceptance of 
six-party talks on Korean security involving 
all interested powers — the US, Japan, 
China, the Soviet Union and the two 
Koreas. Pyongyang must also formally re- 
nounce its official line of furthering violent 
revolution in the South. 

Nevertheless, even were these condi- 
tions to be agreed, the South must remain 
wary of the North’s unpredictability. In 
negotiating arms-control protocols, for 
example, Seoul should insist on a maxi- 
mum degree of “transparency” in order to 
prevent surprise attack. Its chief objectives 
must include the withdrawal of ground 
forces now concentrated near the DMZ. 

One way of achieving a breakthrough 
may be the establishment of a “Limited 
Deployment Zone” — an area within 
which only a mutually agreed number of 
troops would be permitted. A joint military 
committee formed by both sides would be 
empowered to deal with violations arising 
from policing such a zone. 

Practical steps like these would provide 
the basis for recognising each other's legiti- 
macy within a broader negotiating frame- 
work. They would enable Seoul to better 
appreciate the North’s legitimate security 
concerns, while allowing Pyongyang to 
gain a more realistic assessment of the 
South’s military strength. 

All signs indicate that North Korea has 
reached the point where it can no longer re- 
sist some fundamental changes. By now it 
should be clear to the Northern leaders that 
they cannot sustain the enormous costs of 
diplomatic and economic isolation. They 
need to come to grips with the challenge of 
change, which means taking some risks. 
These risks should not deter them, for once 
they are properly assessed they can expect 
to be amply rewarded for their efforts. = 


Cha Young Koo is research director of the Policy 
Planning Directorate at the Korea Institute for 
Defence Analyses, a Seoul-based government 
think-tank. 
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WE'RE IN AGOOD POSITION FOR 
FUTURE GROWTH. 





With the dramatic and In addition, construction is all of our facilities. And these are 
much-publicized growth that currently underway on major just a few of the ways The Ports 
The Ports of Virginia have improvements to our Ports- of Virginia are modernizing to 
experienced over the last few mouth Marine Terminal facility, meet the challenges ahead. 
years, one might get the idea including new cranes and Every day we're looking to 


that we're running out of room. 1,500 feet of additional berths. the future, investing in new 
And in fact, We've also set ways to build on our successes 





nothing could the industry to ensure that The Ports of 
be further from standards for Virginia continue to provide you , 
the truth. efficiency and with the finest services and 
Currently, technological facilities possible, now and into 
our expansion innovation in our the next century. 
for the 1990's crane and yard So if you hear some 
includes the operations. We're exaggerated boasting from 
development of s continuing to other ports about their facilities, 
a new 300-acre terminal provide excellent services perhaps they're the ones who 
with over 4,000 feet of such as the Virginia Inland are getting a little too big for 
berthing space adjacent to Port and on-site rail yards at their britches. 


Norfolk International Terminals, 
effectively doubling this = 
terminal's existing capacity. Ir Ni » The Ports of Virginia 

And we're the only port on the SLAN 

U.S. East Coast to enjoy the | Were the Natural So S 


availability of adequate land 4 4 USA-Main Office Virginia Port Authority. 600 World Trade Center. 
for such an expansion. Norfolk, VA. USA 23510. (804) 683-8000. Toll-free (800) 446-8098. 
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ypocrisy avaunt! No matter how 
__§§ the feminists object. Before I quit 
singing the attractions of Sydney 
and Vancouver (and this will be 
y last word on either for many a moon, I 
swear), I must pay tribute to the beer halls 
of the western Canadian city. They are scat- 
tered throughout Vancouver, the best ones 
lowntown, and offer beer, other drinks, 
food, snacks and “exotic” dancing. I must 
admit to amazement when first introduced 
to them. My picture of Canada, especially 
the prairies, the Rockies and the West coast 
(So far, after all, from the French quarter) 
‘was of a mixture of Scandinavian, Ger- 
manic and Scots Calvinistic protestantism 

















_ But Vancouver retains much of its rau- 
cous, pioneering, fur-trapping, lumber- 
manning, gold-rushing days, and the beer 
halls are well within this tradition. The 
drinks and food are priced most reasona- 
bly, and the bar-like atmosphere is friendly. 
Every 20 minutes or so, a dancer or two 
swing up on to a stage and perform most 
athletic strips to the usual shouts of en- 
couragements. 











phed a notice adorning 


‘the public facilities at the city’s central bus 
exchange which indicates that Canberra’s 
nightlife offers more in quantity rather than 
_ quality: 








On a domestic flight in Australia, Paul 
Savage found an air sickness bag in the 
pocket in front of his seat which could also 
be used to send in films for development to 
a Turramurra, New South Wales firm. 
Clever idea, except that the processing 
company invited photographers to RELIVE 
THOSE WONDERFUL MEMORIES — which 
could apply equally to those who use the 
bag for its other purpose. 

But illiteracy is to be found at all levels. 
Kelvin Rowley spotted this unforgivable 
“Situation Vacant” ad in the quality pages 
of the Weekend Australian: 


| Bendigo Collegeof — 
Advanced Education _ 
Planning lor the future as eee 
1A TROBE UNIVERSITY COLLEGE OF NORTHERN VICIORA 


FACULTY OF EDUCATION _ 


LECTURER IN LETERACY EDUCATION 


The Elite Consulting Group of Melbourne in- 
serted this ad in the “Situations Vacant’ 
columns of the Weekend Australian, spotted 
by Paul Ivory, who suggests that some 
of the REVIEW’s readers in China might 
be interested in applying since many 
of them seem to possess the necessary 
skills: 


_ PROCESS ENGINEER 


One of the. World's. major. petrochemical 
organisations, our client is secking an ambitious 
engineer ~ man or woman - to take responsibility 
for ‘recommending methods. of maximising 
production costs at their -modern petrochemical 
complex in Victoria. 


The gastronomic delights offered by a Mel- 
bourne hotel which were advertised in The 
Age and spotted by Dr P. L. Wong were 
evidently expecting a rough-and-ready 
Aussie response: 


TWO NEW TASTE 
SENSATIONS 


‘Neil Ashmead from Elderton Wines, winner 
of the prestigious Hyatt “Wine of the Year 
“Award” and Patrick Watson, chef of the 
:Mercat: Cross Hotel, have combined their 
talents to present a special dinner. for your 

et sete See enjoyment, i 

_ A four-curse dinner will be served with seven _ 
oo specially selected wines, = 
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Traveller’s Tales 


Over in Papua New Guinea (PNG) they 
have a real life Bishop in charge of censor- 
ship. Shades of the Inquisition! 

Neil Ryan sends me a cutting from the 
Niugini News of a couple of years ago when: 
Bishop David Hand (who bears an un- 
canny and iritual resemblance to 
the late Dick Hughes and who also bears 
the titles of Chief Censor and Chairman of 
the Censorship Board) launched a “Censor- 
ship Awareness imme” designed to 
“open the minds of the people” — not to 
any new ideas of course but to “an under- 
standing of the role of the Censorship 
Board.” 

Not surprisingly the body, according to 
a poster which the good Bishop was photo- 
graphed clutching, needed public support 
“in upholding our Nation’s noble tradi- 
tions, christain [sic]. principles and moral 
values.” 


One newspaper item threw some light on 
the “christain” principles and moral values 
obtaining in PNG. It reported that High- 
land leaders were worried about inflation 
and were pressing for larger inter-clan com- 
pensation payments. 

They wanted Kina 400 (US$376) and 
two pigs for a broken limb, Kina 10,000 and 
40 pigs for a killing; Kina 400 and 40 pigs for 
death resulting from a road accident and a 
Kina 1,000 and 10 pigs as a bride price. I like 
the idea of a set of moral values indexed to 
inflation. 


Still in Port Moresby, N. Ellinopoullos 
spotted this ad in the Papua New Guinea 
Post Courier offering very special services 
from an enterprising, and fittingly named 
Chinese entrepreneur: 


WANTED TO 
SELL 


CHICKEN cow Horse 
Manure Why drive to 14-Mile 
when it can be delivered to 
you. Leave your orders or pick 
your bags behind Traffic Reg- 





istry. 4-Mile Mr Shit your 
manure specialist 

Be self. sufficient grow your 
veg with Mr Shit. 


Green Moresby with Mr Shit. 
nae 
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How the legend unfolded 
in Hong Kong. 





HONG KONG 


In the East, hospitality is an art, much 
like the graceful calligraphy which 
the world has long admired. 

And this tradition of perfection was 
Asia’s legacy to Mandarin Oriental 
Hong Kong, when it first opened its 
doors over a quarter century ago. 

It led us to create a hotel with an 
atmosphere of understated splendour, 





providing superb, unobtrusive service. 
So that your stay at Mandarin Oriental 
Hong Kong will be nothing short 

of perfect. Today Mandarin Oriental 

is a legend, and like its sister, 

The Oriental Bangkok, it is consistently 
voted one of the finest hotels in the 
world. Our story began as a quest 

for perfection. And lives on as a legend. 


MANDARIN ORIENTAL 





THE WORLD'S FINEST HOTELS 


















Flying direct to less popular 
long-haul destinations has never 
been profitable. 

Until now. 

Off-peak flights to major 
hubs have always been less 
profitable. 

Until now. 

The new Airbus A340, now 
being built, can fly either type of 


route cost-effectively because 
you only need to fill 144 seats on 
an A340-300 to break even. 

What's more, it gives you 
scope to avoid crowded hubs 
and fly direct to less 
congested airports, offering new 
opportunities to extend route 
networks. 

In addition to all this, with a 




















full passenger load, the A340-300 
can carry more revenue-earning 
cargo than a typical long-haul 
jumbo. 

Figures like these speak for 
themselves. 
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The Gulf War was just one of the problems facing airlines 


=- Airborne uncertainty : 


By Michael Westlake 


ome years ago an aviation industry pundit proclaimed that 
one of the industry's greatest advantages was that it tended 
to be run by aviation enthusiasts — but he quickly added 
aa that this was also one of the industry's greatest handicaps. 
. In short, the cyclical nature of aviation means that what is a rational 
_ decision in the industry's terms this month may be proved totally 
-wrong next month, but those in the industry may be hard-pressed 
to explain either case to people outside the industry at the relevant 
time, 

Rarely, if ever, have airlines, aircraft manufacturers, aircraft leas- 
‘ing companies and the industry’s sources of finance faced so many 
different uncertainties at the same time. Recession, airport and air- 
way congestion, weak demand, scarce finance, falling values for 
second-hand aircraft, rapid and unpredictable changes in aviation 

` politics . . . the list is almost endless. 
_. Although the Gulf crisis is over, some of its effects will continue 
o be felt for at least the rest of this year as passenger markets in 
ious parts of the world recover more 
lowly than had been hoped. And while 
aircraft manufacturers and airlines are try- 
_ ing to persuade people to take to the air 
once more, now that overt threats of ter- 
rorism seem to have ended with the Gulf 





Recession 
Safety 


~ war, nothing has changed basic economics. Flight KE 007 ...... 
Recession was apparent in the US be- Gulf War ........... 
fore the Gulf crisis, and despite the best ef- Aerospace s 


forts of US officials it will not merely be 


On other pages 


PEREN = from US airports. Again, Asia is a prindpal 
PEENE target. 

E 40 While the majority of Asian airlines have 
PEE 44 enjoyed years of rapid expansion and high- 
AEE 48 profits, based on the region's growing. 
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talked into going away until 1992 at the earliest, say airline men. US _ 
airlines — that is, those few large carriers which survive the current 
financial shake-out — can therefore be expected to make even 
more strenuous efforts to use their marginal or loss-making domes- 
tic networks to feed expanding overseas routes. Asia, with its high — 
economic growth rates leading the rest of the world, is a principal - 
target. ay 
European airlines, also suffering from heavy splashes of red ink _ 
in their accounts, are seeking expansion by acquisitions an 
partnerships. They are also using the prospect of a unified market 
after 1992 as a threat with which to try to lever US officials into al- 
lowing foreign carriers traffic rights on flights within the US. : 
Europe’s plan to drop internal trade barriers from the end of » 
1992 worries some Asian carriers because of what they see as un- — 
certainty surrounding beyond-rights for European destinations. — 
And a very real threat has now emerged from recent British-US air. 
talks: while the talks achieved their original objective of allowing 
ailing Pan Am to sell its US-London routes - 
to United Airlines, the British forced the US- 
into allowing British Airways beyond-rights _ 
























52 wealth, trade links and attractions for tour- 
ism, problems inside and outside the re- 
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RAYTHEON 
PROTECTS. 


Literally overnight, the world became aware of the 
Raytheon-built Patriot air defense system. Its performance 
in the Middle East speaks for itself. 

And yet Patriot is only one product from one division 
of Raytheon. 








Close to half of our annual sales come from non- 
defense-related products and services. 

For example, for more than 20 years, Raytheon and 
key subsidiaries—including Badger and United Engineers & 

_Constructors—have been providing engineering, technology, 
project management and construction skills for industries 
such as oil and gas, electric power, steel, petrochemicals and 
pharmaceuticals. 

We're working globally to help vital industries solve 
engineering, construction and environmental problems- 
from building oil refineries and power plants to building 
equipment that builds the roads. 

For more information on the surprising world of 
Raytheon, write for our 1990 Annual Report: Raytheon 
Company, 141 Spring Street, Lexington, MA, USA 02173. 





Pioneering in modular construction. 














Upgrading air traffic control systems. 


Building equipment that builds the reads, 


























gion are likely to cut heavily into Asian carriers’ growth figures in 
the short to medium term. First, the financial weakness of US and 

carriers, brought about by falls in traffic accelerated by 
the Gulf crisis, means that those carriers will drive hard bargains 
when approached by Asian carriers seeking ddditional traffic 
rights. 


ts 

Secondly, sources of finance for new aircraft have begun to dry 
up, in part because of recession taking cash out of the potential pot. 
But another reason is that governments — most recently, those in 
Japan and Hongkong — have begun clamping down on the ex- 
porting of tax benefits involved in cross-border leveraged leases, 
the most common means by which airlines 
acquire the benefits of using aircraft with- 
out actually owning them. 

An up-and-coming replacement is the 
US foreign sales corporation, intended to 
promote US exports through low tax rates 
on lease income. This has been used by, 
among others, Singapore Airlines (SIA), 
Hongkong’s Cathay Pacific Airways and 
Malaysia Airlines, and until or unless it 
falls into official disfavour it offers bene- 
fits to airlines similar to those of leveraged 
leases — namely, tax breaks for a lender 
which are passed on to reduce lease pay- 
ments. 

But because this is a more complex 
structure, involving tighter controls and 
hence higher risks for the lender over a 
longer term, as well as the effects of reces- 
sion, new lenders may be hard to find. An 
alternative is a straight operating lease, 
something usually taken on as a short-term 
solution to capacity shortage. But this has 
the disadvantage that the airline gains no 
benefit from the ultimate sale of the aircraft, and hence must extract 
higher operating profits from the machine to achieve the same end 
result as other leasing ents. 

A further financial problem about to hit aviation is a drop in 
the values of used aircraft, caused in the main by aircraft being 
dumped on the market by ailing and failing airlines in the US. Until 
a strong upsurge in demand for seats occurs, demand for extra air- 
craft is likely to remain weak, causing short-to-medium term 
lems for leasing companies and longer-term problems for manufac- 
turers. 

Just as happened in the last recession in the early 1980s, accord- 
ing to US aviation consulting firm Avmark, orders will be dropped, 


Jet aircraft delivery forecast 





craft acquired relatively recently for expansion rather than replace- 
ment. But carriers such as SIA, which generally keeps aircraft 
for eight years, and Cathay, whose oldest 747 is now 12 years 
old, have in the past made significant profits from sales of used 
aircraft 


But sia’s planned roll-over of its earlier 747s over the next few 
years may hit a soft market — something Cathay avoided with its 
18-strong Lockheed TriStar fleet by preselling all of them last year 
and leasing them back, but which it too may encounter if and 
when it wants to dispose of older 747s. 

None of the three major manufacturers — Boeing and McDon- 
> nell Douglas in the US and Airbus Industrie 
$ in Europe — seem unduly worried about 
= any of this. In March, Boeing confidently 

forecast a swift recovery after the Gulf War, 

with the world’s airlines taking delivery of 
an average of US$41 billion-worth of air- 
craft a year for the next 15 years, compared 

with an average of US$16 billion-worth a 

year over the past 20 years. About 30% of 

these new aircraft would be for Asian air- 
lines, according to Boeing. 

All three produced remarkably similar 
worldwide growth forecasts, with traffic 
growth estimated to oscillate around a 
trend line of about 5% — in which Asian 
market growth was set at 7.5% a year. Air- 
bus, however, sounded a note of caution 
by saying that worldwide orders would fall 
from the 1,000 a year of the past three years 
to about 100-200 a year from 1993-95. At the 
same time, Airbus reckons that annual de- 
liveries by all three major producers will be 
600-700, fulfilling the accumulated backlog 
of orders. 

While overtly optimistic about the longer term, Boeing paid or 
advertisements in major periodicals worldwide in an effort to 
“jump-start” demand for travel after the Gulf War, and has since 
issued various releases aimed at boosting business travel. In re- 
sponse to the hype, Avmark president Barbara Beyer said bluntly: 
“We are pessimistic,” and went on to predict that the current reces- 
sion would last until 1993, with a further recession in 2001-03 and 
another one starting in 2009. 

The only potential benefit of the present financial bloodbath 
among US carriers and the lower than expected rise in demand for 
seats at present could be a breathing space for congested airports 
and airways while replacements and additions are being created. 


deliveries will be postponed or a Japan has plans for a swathe of 
cancelled and excess older The Asian growth factor new or airports, of 
i t parked. Avmark which Osaka’s new Kansai air- 


equpmen 
icts that aircraft on order 
the next two years will be 
delivered because large 
amounts of money for them 


port is under construction — 
though 50% over its original 
US$7.7 billion budget and now 
due to open 15 months late in 





have been paid to the man- 
ufacturers and production 
lines are difficult to stop. But 
Avmark expects “a flurry of ac- 
tivity in the next few months 
as orders decline, options are 
cancelled and airlines and les- 
sors rush to reorganise their 
order books and delivery 
schedules.” 

Compared with their coun- 
terparts in the US and Europe, 
Asian airliner fleets are re- 
latively young, with 
numbers of wide-bodied air- 
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mid-1994 because of a higher 
than rate of settle- 
ment at the giant offshore re- 
clamation site. 

South Korea is planning a 
new airport for Seoul near 
Inchon, Bangkok is discuss- 
ing plans for a replacement 
for Don Muang, Jakarta is 
going ahead with the second 
phase of Cenkarang’s termi- 
nal, Singa is planning its 
third haa at Changi and 
Macau has started reclamation 
work for its first airport. De- 
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AEROSPATIALE is the world’s leading exporter of helicopters. 
8500 machines have already been sold to 115 countries. In the l inited 
States, this commercial success is reflected by the company’s rating as 
N° 2 in the American civil market with 25% penetration. In Japan, it is 
the leader, with a 48% market share. One out of every three helicopters 
flying today is from AEROSPATIALE. 

AEROSPATIALE ploughs back more than 35% of its turnover into 
research and development. This percentage, the world’s highest, firmly 
places AEROSPATIALE at the very heart of all major European 
aerospace projects. From the outset, its history has been marked 


75 FRO 
Lf OSPAR 
by a series of international successes that are the fruit of true serospatiok 
































vehicle market. and the Airbus 30% share of the civil aviation market. 70% 
of AEROSPATIALE’S turnover is realised in programmes which involve 
cooperation of one sort oranother ~ with 20% of these in South East Asta. 
Within the context of a partnership built upon free exchange of 
information, methodology, technology ind human expertise, 
Singapore has a significant role to play in the Airbus A320 programme. 
And, together with China, it is also working in collaboration with 
AEROSPATIALE on the P120 light helicopter programme. 
AEROSPATIALE, driving force in the European aerospace 
industry, will tomorrow be spearheading the partnership aimed 
at developing a new supersonic aircraft ~ and thereby add to 





cooperation ~ as demonstrated by Ariane, with 50% of the launch naspan the legend it has already created for itself in the skies. 
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Focus 


tailed design is being done for Hongkong’s planned new airport at 
Chek Lap Kok, though the project may be delayed, significantly al- 
tered or even scrapped because of political arguments between the 
_ governments of Hongkong, Britain and China. 

¿Airway congestion in Asia continues, with one long-sought 

route across China and the Soviet Union to Europe put into use 
during the Gulf crisis. Alas, shortly after the end of the Gulf War, 
_ the route was closed — airline sources said Soviet demands for 
__ Overflight fees were ridiculously high and therefore unacceptable. 
Eventually, it is hoped, representations from the UN specialist 
body, the International Civil Aviation Organisation, may enable 
the route to reopen with more reasonable charges. 
Flat demand for seats in the US has wrought dramatic changes 
the aero-political environment, with the prospects of more to 
_ come. With its airlines short of cash and seeking (and being de- 
_ nied) tax breaks to save money, the US finally allowed foreign air- 
_ lines to own — but not yet to control — up to 49% of US carriers. 

_ Although this is a significant foot in the door which over time 
should logically be extended to genuine globalisation of the airline 
ndustry worldwide, there was virtually no immediate effect. After 
l, with most US airlines declaring vast losses for the first quarter 
this year, owning almost half a money-pit in a foreign country 
has few attractions — until the shakeout ends and the survivors’ 
real potential evaluated. 
With Europe anxious to discard nationality requirements for air- 
e ownership in its bid to form a single market, ultimately the US 
will have to follow suit. This has the potential for severely curtailing 
iot actually eliminating protectionist measures such as cabotage 
~ the barring of foreign carriers from domestic routes — which are 
inherent in the present bilateral aviation treaty structure originally 

up in 1944. 

_. The opportunities for business partnerships between airlines 
_ should thus grow both in number and in closeness of the relation- 
ships, thus offering smaller Asian carriers the chance to buy into 
_ US and European airlines’ home market shares for mutual benefit. 
‘ould also avoid Asian carriers ultimately become niche-market 
perators, at the mercy of oligopolies. However, the process is 

ely to be a slow one, with many twists and turns to frustrate air- 
line planners who see opportunities for new business outside their 
immediate operating domain. a 











US airlines | . 
worst hit | 


he almost eight-month Gulf crisis provided a convenient 

l scapegoat for the world’s airlines, most of which had been 

experiencing declines in traffic since late 1989 as the first 

whispers of economic recession began to intrude into financial re- 

sults. In truth, the Gulf situation merely accelerated and then mag- 
nified the airlines’ woes. 

Jet fuel doubled in price for a relatively short time during 1990 
and early 1991 as speculators entered the crude-oil market to rip off 
huge profits. While there was indeed a temporary shortage, with 
the time needed for refineries to change production fractions after 
the loss of Kuwaiti and Iraqi capacity, this was short-lived. 

With the start of the fighting in mid-January, the price collapsed 
and is not expected to be a major factor except for inflation rises in 
the foreseeable future. 

The overall effect of the traffic drop was, in line with expecta- 
tions, worst for US-based airlines because of an already soft domes- 
tic market hitting carriers which were already far from financially 
strong. Even among the strongest, it has forced sharp changes in 
previous plans for global expansion. 

The giant American Airlines, for instance, which had expected 
to launch a major expansion to Australia, is now concentrating on 
Europe, and is negotiating to sell its 7.5% stake in Air New Zealand 
while dropping — for the moment at least — plans to bid for a 
stake in Australia’s flag-carrier, Qantas. 

In Europe the effects have been less obviously dramatic but are 
still causing concern. British Airways is parking Lockheed TriStars 
and brand-new Boeing 767s because of falls in traffic, Air Europe 
has collapsed and various carriers have been asking for govern- 
ment help to stay in business until the market recovers. 



















and wide because of the heightened security which was 
y supposedly in place because of threats of Iraqi-sponsored 
-terrorism during the Gulf crisis. 

-> _ The first, in China, ended in tragedy: on 2 October, a single 
-hijacker aboard a Xiamen Airlines Boeing 737 demanded to be 
flown to Taiwan. The crew flew to Canton instead, but while land- 
__ ing the aircraft veered from the runway and hit a China Southern 
_ Airlines Boeing 757 which had just finished boarding passengers, 
_ as well as severely damaging an empty Boeing 707. There were 127 

"people killed and scores more injured in the disaster. 

-> The second involved a Singapore Airlines shuttle flight from 
_ Kuala Lumpur to Singapore's Changi airport on 26 March this 
_ year. Four Pakistani men hijacked the flight, which had a total of 
_ 129 people aboard, and after landing demanded the release of va- 
tious people jailed in Pakistan. 


: T wo hijackings in the Asian region sent waves of alarm far 
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Early next morning the Airbus A310 was stormed by Singapo- 
rean commandos, who killed all four hijackers. No passengers 
were hurt — the only injuries were to two stewards who had been 
thrown out of the aircraft by the hijackers during the night to rein- 
force their demands. It turned out that the hijackers were armed 
with nothing more lethal than fireworks. 

An explosion which killed eight people aboard a Philippine Air- 
lines (PAL) Boeing 737, taxiing towards take-off on 11 May 1990 at 
Manila, was at first thought to have been caused by sabotage. But 
investigations showed that the explosion had been in the virtually 
new aircraft's almost empty fuselage fuel tank, and suspicions 
centred on possibly faulty wiring for the fuel-quantity indicating 
system. 

Manila was the site of two other fatal accidents during 1990. 
First was the forced landing off the airport of an Aero-Transport 
System DC3 with an engine on fire, with seven passengers killed 
out of 29 people on board. The aircraft was a freighter, not au- 
thorised to carry passengers, and the fire occurred after its second 
take-off on the trip — the first had resulted in a forced landing at 
Manila airport because of engine vibration. 

In the second accident, on 18 May, an Aerolift Beech 1900 
crashed into a house after an engine failure during initial climb. All 
21 aboard were killed, plus four people on the ground. In In- 
donesia, another accident related to technical trouble killed nine 
out of 13 people aboard when a Pelita Air Service C212 was forced 
to ditch in the sea near Sumatra on 2 January. 

Three of 1990's fatal accidents, all on domestic flights, had bad 
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Predictions that Asian carriers would suffer less, backed by 
higher economic growth rates in the region as a whole as well as 
their generally higher profitability, proved correct, though perhaps 
not to the extent expected. 

While intra-regional travel was forecast to be a major cushion 
against drops in trans-Pacific and Asia-Europe traffic, to the con- 
sternation of several airlines, Japan’s outbound traffic fell away 
sharply during the crisis. Recovery, though it is happening, is 
slower than had been hoped. 

But as a Boeing forecaster commented at the end of the Gulf 
War: “You can’t base forecasts for the next several years on events 
over the past six weeks.” Partly by default, because of the huge 
backlog of orders for new aircraft, airlines have been forced to 
adopt nine-to-10-year planning views instead of the more usual 
three to four years. 

So far there have been only a handful of postponements of 
orders — largely by Middle Eastern carriers — and the production 
slots opened by these have been snapped up by other airlines. 

Other significant events included: 

Japan Airlines (JAL) reported profits for the half-year to 30 Sep- 
tember 1990 up by 3.1%, but its forecast for the full year to 31 
March was ¥31 billion (US$223 million), a drop of 41% from the 
previous year. Prospects for 1991 were seen as much improved, 
with business travel in March this year almost at the same level as 
in March 1990 and with tourism expected to follow suit rapidly. 
Both JAL and All Nippon Airways (ANA) were hit by a national edict 
that overseas holiday travel was unseemly while the Gulf War was 


going on. 

Before the Gulf crisis began, JAL had experienced dramatic 
growth on its direct services to Europe, made possible with the 
Boeing 747-400. Overall international growth in 1989 was 5.6%, but 
the European flights registered 33% more traffic with extra capacity 
limited by a shortage of air-traffic “slots” at Narita. In May 1990, 
JAL placed an order for another 20 747-400s plus options for a further 
34, bringing its total orders and options for 747-400s to 74 worth 
US$12 billion. Deliveries are to be completed by 1999. 

ANA racked up a 70% increase in pre-tax profit for the year to 31 
March 1990 to reach ¥31.51 billion. Operating revenue rose 16% to 
*¥672 billion. In August ANA took delivery of the first of 26 firm or- 
ders for 747-400s and announced options on another 17. In the year 





Survivors of SIA hijack. 


weather as a factor. On 25 January all 19 aboard an Airfast In- 
donesia British Ai 748 died when it hit high ground near 
Lombok during a bad-weather diversion. On 11 May an Air North 
Queensland Cessna Citation crashed into high ground near Cairns 
in a thunderstorm, killing all 11 aboard. And the crash of a 
Bangkok Airways Dash 8 in heavy rain and strong winds while on 
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to 31 March 1991, ANA’s number of passengers carried rose only 
17% because of the Gulf situation, against a forecast of 30%. Its 
forecast for the current year is 30%. In December 1990, ANA an- 
nounced firm orders and options worth US$5.8 billion for 25 of 
Boeing’s planned 777 twin-engined airliner and 10 four-engined 
Airbus Industrie A340 long-range jets. 

Japan Air System recorded a profit of ¥2.2 billion for the year to 
31 March 1990, up 42%, and in 1990 it placed orders and options 
for a total of nine 747-400s. With international routes to Seoul and 
Singapore already operating, it plans to fly to Honolulu this year. 

Korean Air in June 1990 ordered 23 more 747-400s worth US$4.8 
billion, having received the first of an earlier order for nine in mid- 
1989. It expects its international load factor to rise only half a per- 
centage point to 73.1% this year, and forecasts a drop of 3.8 percen- 
tage points to 70% on its domestic routes. 

Rival Asiana Airlines, a subsidiary of South Korea’s Kumho 
transport group, began flying to Japan and Hongkong after two 
years of domestic services. It has plans for routes to Taipei and 
Bangkok in the region, and is looking at the US and Europe for late 





3 approach to the Thai resort island of Koh Samui killed all 35 on 
board 


Weather was also a factor in four major incidents in the Asian 
region during 1990. On 24 March, a Cathay Pacific TriStar made a 
hard landing in a crosswind at Tokyo's Narita airport, causing 
major wing-spar damage and a fuel leak. During the subsequent 
emergency evacuation, 27 passengers were injured. On 18 May a 
PAL 737 undershot the runway at Iloilo in heavy rain, hitting ap- 
proach lights and fences and causing severe damage to the aircraft 
— but no injuries. 

A Qantas 747 over Thailand ran into and severe tur- 
bulence on 2 July, forcing the flight to divert to Bangkok with 30 
passengers injured. And on 3 the nosewheel of a Far 
East Air Transport 737 collapsed following a heavy landing in bad 
weather. Again no one was hurt. 

Two other mishaps reportedly only caused embarrassment for 
the crews involved as well as damage to the aircraft: a Chinese Tri- 
dent ran off the end of the runway at Guilin while landing, damag- 
ing the wings and landing gear, and a Thai Airways International 
A300 ran its nosewheel into mud beside the runway at Manila 
while turning to taxi after landing. 

Only two “BFO” — “bits falling off’ — incidents were reported 
in Asia during the year. The first involved a British Airways 747 


which arrived at Bangkok with a section of wing -edge 
missing, and the second occurred during the take-off of a Pakiste 
International Airlines 707 at Peshawar, during which a main land- 


ing-gear rear axle broke and fell off. m Michael Westlake 
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1991 after it takes delivery of two 747-400s on firm order. Two 767- 
300s joined the previous fleet of 10 737-400s and two 737-500s dur- 
ing 1990. 

i September 1990, Asiana announced orders and options for 
almost US$6 billion-worth of Boeing aircraft comprising 747-400s 
(six firm and six options), 747-400 freighters (three firm and three 
options), 767-300s (10 firm and eight options) and 737-400s (eight 
firm and seven options). 

China's airlines placed orders and options for 72 Boeing aircraft 
worth US$ billion in mid-1990, including five 747-400s, one 747- 
200 freighter, four 767-300s, 13 757s and 13 737-300s. The freighter, 
Air China’s first, was delivered on 25 October 1990. 

Taiwan’s China Airlines (CAL) made a record profit of US$152.8 
million for 1990, up 17% over the 1989 figure. Officials said the pro- 
fit would have been even higher but for the Gulf crisis, based on a 
huge increase in passengers flying to Hongkong en route to China 
and an increase in overseas travel by Taiwan residents generally as 
the New Taiwan dollar has appreciated against the US dollar. 

CAL will also benefit from its majority ownership of a new air- 
line, Sky Rider Airlines, which has been set up to fly to Australia 
and other countries which have denied CAL landing rights because 
of political problems with Peking, which it hopes can be avoided by 
the new airline not being a national carrier. The only doud on the 
horizon is competition from Eva Airlines, owned by the giant 
Tiawanese Evergreen shipping 
company, which is due to start 
operating in July on overseas 
routes. 

In Hongkong, Cathay re- 
ported a 9.8% fall in profits for 
calendar 1990 to US$384 mil- 
lion. It is shortly expected to 
announce the conversion of 
some of 13 options outstand- 
ing for 747-400s into firm or- 
ders — seven are in service, 
with six more on firm order 
and one more to be leased. 
Also, Cathay has firm orders 
for 10 Airbus A330s with op- 
tions for a further 14, and 
is expected to make a decision 
on other aircraft — possibly 
Boeing 777s or larger versions 
of the A330 — later in the 
year. 

Philippine Airlines (PAL) suffered a severe setback when 22 of its 
executives were variously accused of negligence, mismanagement 
or fraud. The charges were hotly denied, but pending an official in- 
vestigation the move was alleged to be a method of delaying the 
airline's intended privatisation, still being studied. Eventually five 
were exonerated, 10 were sacked because they had lost the board’s 
confidence, three were “admonished” and four suspended for 
three to six months. 

A group of PAL pilots offered to buy the airline for US$357 mil- 
lion late in 1990, intending to sell off 40% to an unnamed foreign 
buyer and some of the rest to PAL employees and the public. But 
the government said that the airline would be sold by public bid- 
ding. PAL reported a profit of 2522 million (US$19.1 million) to 31 
March 1990, but was expected to report a loss for the 1990-91 year. 

A new Philippine airline, Cebu Air, in March was tipped for 
approval as the nation’s second international scheduled carrier. 
Owned by a group headed by Richard Chiongbian of domestic 
shipping company William Lines, Cebu Air is expected to be given 
the go-ahead later this year for regional routes, initially using land- 
ing rights not yet taken up by PAL. 

Thai Airways International ordered another five 747-400s in 
June, making a total of eight of the type. It had earlier ordered eight 
Airbus A330s and five A300-600Rs. In an important step for the car- 
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SIA Airbus A310: struggle to control costs. 


rier, following Thailand's military coup in March it was exempted 
from a government-imposed debt ceiling which has seriously ham- 
pered its expansion in the past. The airline announced a profit for 
1989-90 of Baht 6.754 billion (US$263 million), its second highest 
since its creation in 1960, with Baht 2-3 billion forecast for the 1990- 
91 year. 

Malaysia Airlines, under attack from government officials who 
want it to hive off its loss-making domestic services to another car- 
rier, ordered six more 747-400s and took options on a further six. It 
already had two firm orders and one option. 

Singapore Airlines (SIA) in January 1990 ordered another 15 
747-400s with options on a further 15, and ordered 5 MD 11s with 
options on 15 more for a combined total of US$8.6 billion, all for de- 
livery from 1994-99, A further firm order for six in March this year 
brought si4’s firm orders outstanding (nine have been delivered) for 
747-400s to 28, with 19 options pending. 

SIA’s results for the year to 31 March were expected to include 
a 20% drop in profit over the previous year to around US$520-540 
million. The first half of the year had shown a drop of 12.7% to 
US$302.8 million. While continuing to take a long-term view of the 
market, as demonstrated by its March orders, SIA was also strenu- 
ously trying to control rises in costs. 

Indonesia’s Garuda ordered three more MD11s, bringing its 
total commitments for the type to 10, including one option. The 
first is due for delivery in 1991, 
though delays in production 
and shortfalls in payload and 
range may push this date back. 
It also ordered 12 Fokker 100 
short-haul jets with deliveries 
to start in 1993, as well as nine 
Airbus A330s for regional ser- 
vices with deliveries commenc- 
ing in 1996-97. Early in 1991, it 
agreed to lease six A300-600s 
from Australia’s Ansett World- 
wide Aviation Services. 

Australia’s government- 
owned Qantas announced in 
early April that it might have 
to retrench up to 5,000 of its 
just over 20,000 staff to cut 
losses. It was predicting an 
operating loss of US$234 mil- 
lion for the year to 30 June, 
which would be offset by the 
sale of nine of its older 747s. It is also negotiating to buy 7.5% of Air 
New Zealand (ANZ) held by American Airlines (AA) — Qantas al- 
ready holds 19.9% of ANZ, and wants eventually to have 35%. 

Efforts to prepare Qantas for partial privatisation are being ham- 
pered by its own financial problems as well as those of foreign air- 
lines seen as potential buyers, as a direct result of traffic and rev- 
enue lost during the Gulf crisis. Its ANZ shareholding has become 
the centre of controversy because of guarantees on share values it 
gave to its partners in the consortium — New Zealand's Brierley In- 
vestments, AA and JAL — which bought Anz from the New Zea- 
land Government in 1988. 

Domestic carrier Australian Airlines is also a target of Qantas’ 
purchasing ambitions. Qantas says it needs to buy a chunk of the 
government-owned carrier, which is for sale, to give it a “feed” 
from domestic routes on to its international services. Australian 
Airlines in April announced an after-tax profit of A$9 million (US$7 
million) for the half-year to 31 December, a strong contrast to the 
same period in 1989 when it lost A$48 million as a result of the pro- 
tracted dispute with pilots which hit all Australia’s carriers. 

But an attractive alternative for Qantas could be a stake in pri- 
vate airline Ansett Australia, jointly owned by freight conglomerate 
TNT and media baron Rupert Murdoch’s News Corp. Murdoch’s 
need to reduce his corporate debt may drive him into selling all or 
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part of his half of Ansett, so the theory goes. 
_. Australian start-up domestic carrier Compass Airlines, using 
Airbus A300s and pricing seats at a little below those on Australian 
and Ansett, has managed to gain enough market-share to survive 
and grow without — so far — creating a mutually destructive fares 
war. A creature spawned by Australia’s liberalisation of domestic 
routes, it has been able to skim the cream from heavily travelled 
trunk routes, effectively protecting itself from retaliation by “um- 
brella-pricing” and by limiting its ambitions to a relatively few routes. 

In doing so, it has virtually closed the door on any other new 
carrier attempting to repeat its success in the present economic di- 
mate. Transcontinental Airlines has postponed starting operations 
for a second time, to November, a year later than originally in- 
tended, while Australian intends withdrawing capacity from some 
of its more inal routes. 

On the subcontinent, Air-India expected to end its 1990-91 year 
with a loss of more than US$50 million, compared with a profit of 











HIGH-SPEED TRANSPORT 


Overtaking | 


Concorde 


he obvious response of airlines faced with overcrowded air- 
[ ports such as those in Tokyo, Osaka, Hongkong and many 
_. others is to put more people into each aircraft, meaning that 
_ big is beautiful. For trunk routes, wide-bodied jets are the way to 
-gO for economic efficiency. Aircraft and engine manufacturers have 
_ done their bit by tweaking airframes to reduce drag and fuel-burn 
= over the years, bringing basic operating costs down. 
-> _ But this path of development is now approaching the end of 
worthwhile technological improvements, with only two new ex- 
__ tensions left. First involves the Airbus A330 and the Boeing 777, 
both now being developed, which 
-= will both be seen in the colours of 
». various Asian airlines in the mid- to 
late 1990s. When these designs are 
pushed to their ultimate form over 
= a few years of increasing engine 
power, both will be in effect twin- 
engined 747s so far as capacity is 
= concemed — high-volume people- 
movers ideal for Asia's regional 
_ trunk routes. 
.. The second path is to scale up 
“Capacity using four engines, and 
_ Airbus and Boeing are both looking 
-at designs for what will be effectively 
giant 747s, with 600-700 seats and 
either side-by-side double fuselages 
(Airbus) or a full-length double deck 
_. Boeing). Neither type is expected to 
"appear in less than 10 years, but when they do, among obvious ap- 
plications will be trans-Pacific and Asia-Europe routes. 
i But the speeds of these new types will be in the same range as 
_. that of virtually all jet transports since their inception in the 1950s 
_ and 1960s: Mach 0.8-0.85 (80-85% of the speed of sound), a zone 
_ mandated by the limits of subsonic aerodynamics, the historic cost 
_ Of materials and, latterly, environmental considerations such as 
noise and air-pollution from engines. 
The only exception used in commercial service is the Anglo- 
French Concorde, still flying regular supersonic trips across the 
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Sound, speed and time 


US$38.8 million in the year to 31 March 1990. The Gulf situation 
was blamed for the loss, because Gulf routes accounted for about 
24% of Air-India’s revenue and 38% of its profits. Before flights to 
the Gulf area had to be scaled back, the airline had expected a profit 
of US$17 million for 1990-91. 

Largely domestic carrier Indian Airlines said it expected to make 
a loss of US$47.2 million in the year to 31 March, and forecast a loss 
for the current year as well. Its 1990-91 problems stemmed from the 
grounding of its Airbus A320 fleet for several months after a crash 
in February 1990 — since found to have been caused by pilot error. 
The adverse impact of the Gulf crisis was blamed for its poor re- 
sults continuing. 

Ailing domestic Indian carrier Vayudoot, with debts estimated 
at US$20.5 million, was in danger of closure, according to govern- 
ment officials. An alternative being considered was privatisation of 
the government-owned carrier, which was set up in 1981 to link 
smaller cities. ™ Michael Westlake 






















Atlantic 15 years after its introduction. But Concorde has been the 
shoal on which other dreams of supersonic airliners have found- 
ered: a spectacular technical success for its time, it was an equally 
spectacular commercial failure, with only 14 entering commercial 
service. It is too noisy, too small, drinks fuel and has only been vi- 
able — at premium fares — because its development costs were 
written off by the British and French governments. 

The message for those with supersonic ambitions has been that 
if you cannot do better than Concorde, do not even try. One paral- 
lel US attempt, by Boeing, was cancelled in 1971 when studies 
showed that it would not be economically viable, and a Soviet at- 
tempt with the Tupolev Tul44, dogged by technical problems, 
ended with the crash of one aircraft at the 1973 Paris air show and 
the sentencing of the only other model to domestic cargo flights be- 
fore being scrapped. 

However, parts of the philosophy which led to Concorde still 
apply, and are leading to hopes that supersonic transport may be 
only a matter of 15-20 years away. First is that everyone would like 
to reach their destination faster, instead of spending boring hours 
confined in a metal tube. And second is that increasing an aircraft's 
speed also increases its potential productivity, meaning less units 
„ needed to do the same amount of 
á work. 

Various consortia in the US, 
Europe and Japan are now under- 
taking studies to define the market, 
the product and the technology 
necessary to bring this about, 
though the target date of 2005 is 
thought to be highly optimistic by 
most. Some of the efforts seem to 
focus on high technology for its own 
sake, with applications to be found 
later: Japan, for instance, has 
teamed up with four major Western 
engine manufacturers in an eight- 
year, US$224 million programme to 
develop a “variable cycle” turbo- 
ramjet capable of operating at Mach 
5, or about 4,800 km per hour. 

But a study by Boeing indicates that, for commercial success, a 
supersonic transport should fly at about half this speed, or only 
slightly faster than Concorde, for economic and environmental 
reasons. Boeing’s thinking was the result of its involvement in a 
project with the US National Aeronautics and Space Administra- 
tion to look at commercial supersonic flight in 1986. By 1988, im- 
pressed with the apparent potential shown by its studies, Boeing 
set up a team to do preliminary design work and look at technolo- 
gical development. 

Boeing’s market projections were based on worldwide passen- 
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Air hostess Darawan She also helped Thai win the 1990 ‘Executive Travel’ Magazine Award for most efficient cabin staff. coy Thai 


















































ger flows doubling by the year 2000 to 4.8 million passengers a day, 
or a rate of 5.9% a year — slightly higher than its own more recent 
estimate of 5.2%. Boeing then looked at the scheduled international 
_ Market, which accounts for 23% of the total, and took out routes of 
_ less than 2,500 nautical miles as uneconomic for supersonic flight. 
__ It also eliminated routes which are mostly over land, because of 
concern about sonic booms. 

__ What remains in the year 2000, says Boeing, is a group of trans- 
Pacific, Asia-Europe and trans-Atlantic routes which will account 
for 315,000 passengers a day, a figure which will grow to 607,000 a 
day by 2015. This, according to Boeing, is a potential market for 
1,000-1,500 supersonic transports with 5,000 nautical miles’ range, 
a cruising speed of Mach 2.4 and a capacity of 250-300 passengers. 

Time saved on average over subsonic flights would be 45%, 
_ leading to the supersonic aircraft having 1.8 times the productivity 

of its subsonic counterparts — though having to fly slightly longer 
routes to avoid supersonic flight over land. 

The 5,000-mile range was chosen because it encompasses more 
_ than 50% of the non-stop revenue passenger-miles in the potential 
supersonic market. Pushing the design range up to 6,500 nautical 
miles raises the coverage to 85%, but makes the initial aircraft 
heavy and expensive — better, says Boeing, to allow the aircraft to 
grow over time with improvements in technology. 

With this design basis, a non-stop Los Angeles-Tokyo trip 
would take only four hours and 18 minutes, compared with 10 
hours 18 minutes today. And even with one stop on longer flights, 
the time saved is dramatic: Los Angeles to Sydney would be 7 

10urs 18 minutes, including an hour's stop in Honolulu, compared 
with today’s non-stop subsonic flying time of 14 hours. 

The design cruising speed of Mach 2.4 was arrived at after 
_ studying 21 different configurations covering Mach 2.4 to 10. Air- 
_ craft size and complexity increase with higher speeds, and consid- 
_ erations of practical maximum weight for an aircraft by the year 
2000 — driven by the limits of known materials — as well as airport 
curfews and periods of slower flight over land near airports led to 
-< the choice of Mach 2.4. 


T ajor considerations for Boeing were that the supersonic air- 
craft should be able to use existing airports, comply with 
the latest noise regulations and not require exotic fuels 
uch as liquid hydrogen. This means new technology for engines, 
-and according to Boeing, various promising leads have been iden- 
tified which should lead to meeting goals set for noise and exhaust 
emission standards. Boeing says that meeting the noise goals “will 
_ be a difficult but achievable task,” and points to engine-manufac- 
turers’ research into ways of reducing emissions of oxides of nitro- 
gen which harm the earth’s ozone layer. 
Boeing says that while its goal is for the supersonic aircraft to 
_ operate profitably at the same fares as the subsonic fleet, this might 
happen. Part of this, though unstated by Boeing, is because 
logically a higher speed demands a premium to create another tier 
f service. 
Assuming that speed is worth money, Boeing says that “op- 
istic assessments” show that premiums of 10% and 20% over 
subsonic fares would bring in 85% and 65% respectively of the po- 
‘tential market. But Boeing adds that more conservative estimates 
__ show the same premiums bringing in only 50% and 25% respec- 
-i tively. 
: While use of supersonic aircraft from existing airports might 
elp to cut the rate of growth of fleets, given that less units will pro- 
duce more work, there is a downside to this argument. If a super- 
sonic aircraft performs twice as many trips as its subsonic counter- 
part, it will be on the ground twice as often, and therefore taking 
_ up parking bays, immigration and customs facilities and other air- 
__ port services for twice as long. 
_. The need for additional airports and better facilities is therefore 
_ hot going to disappear. Without them, the number of trips in 
_ which time spent in airports exceeds flying time will merely in- 
<| crease as aircraft speed rises. = = m Michael Westlake 
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FLIGHT KE 007 


New light 
on tragedy 


evelations in the Soviet media starting in December last 

year, and followed up by a TV programme in South Korea 

this year, have revived public interest in the continuing 
mystery of Korean Air Lines (KAL) Flight KE 007, shot down near 
Sakhalin island by a Soviet fighter on 1 September 1983. 

But while the official Soviet daily Izvestia has published a series 
of articles admitting Soviet lies about the circumstances surround- 
ing the incident, the mystery of how the flight went off course and 
when the crew were aware of it, remains officially unsolved. 

However, another look at the evidence strongly suggests that 
the aircrew knew they were off course relatively early in the flight, 
decided to continue without asking for help, later thought they had 
regained their proper track and finally realised they were still not in 
the right place. 

All 269 aboard the Boeing 747 were killed when it was was shot 
down about 480 km north of its proper track from Anchorage in 
Alaska to Seoul on the flight’s regular route across the Pacific and 
Japan. 

The revelations are more than something of a disaster for the 
small army of conspiracy-theorists in the West. In line with Soviet 
claims at the time, they have preferred to believe that the flight's in- 
trusion into Soviet airspace was not accidental, but that it was part 
of a US-sponsored effort to probe Soviet air defences. 

But contrary to the Soviet official statements of the time, Izvestia 
has now shown that: 
> The now retired Soviet fighter-pilot, Lieut-Col Gennadi 
Osipovich (formerly named by a US-based intelligence analyst as 
Maj. Vasiliy Konstantinovich Kazmin), saw that his assigned target 
was not a US military RC 135 reconnaissance aircraft. 
> The fighter-pilot did not try to contact KE 007 by radio, and did 
not fire warning tracer-shots past it. 
> The airliner’s navigation lights and anti-collision lights were 
switched on. 

The Soviet pilot also told Izvestia that he had been instructed to 
lie about these details in 1983. He also said that his only attempt at 
warning KE 007 was to flash his lights briefly and to fire ordinary 
cannon shells — invisible in the darkness — past it. 

Among the more extreme suspicions of some conspiracy 
theorists was that the US had recovered KE 007’s “black boxes” with 
their recordings of the flight's technical data and the last 30 minutes 
of cockpit conversations, but that these were being suppressed be- 
cause they were incriminating. But Izvestia said that Soviet divers 
had found the flight’s wreckage, which contained nothing suspi- 
cious, and had recovered the flight recorders. 

Unfortunately there is still no information on what evidence the 
flight recorders held, which leads to two theories. First is that the 
data and conversations showed that KE 007’s intrusion was an ac- 
cident, and thus had to be suppressed so as not to destroy the 
Soviet argument that it was a spy flight. Second is that the Soviets 
were unable to recover any data because they did not have the 
technical knowhow to do so. 

The daily’s articles were written without assistance from gov- 
ernment or Ministry of Defence officials: They demonstrate that 
those who chose to accept the Soviet line at the time that every ef- 
fort had been made to intercept KE 007 peacefully — claims which 
were hotly disputed by US officials — were victims of a Soviet dis- 
information effort aimed at justifying the disaster. 

The exposure of Soviet lies so far does not, however, totally cut 
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The sensible Citation business jets. 
From Cessna. 

When it comes to choosing a business jet, 
companies worldwide have made Cessna 
Citations the overwhelming choice. 

Nearly 1,800 Citations have been delivered, 
making them the best-selling business jets of all 
time. Last year alone, more than one out of 
every two light and medium business jets 
delivered was a Citation — representing an 
amazing 60% of the world market. 

The reasons are simple: 

Citations cost less to own and operate than 
any other aircraft in their respective categories. 
They offer outstanding performance. Excep- 
tional passenger comfort. An unparalleled 
safety record. Backed by the largest dedicated 
support organization in the business jet industry. 

And now there are even more reasons to 

- choose a Citation. Because now there are six 
-< separate models from which to choose. 





CITATION HI 


Never Have There Been 
Many Reasons To Choose A Citatior 


It is the most extensive line of business jets in 
the world, Offering enough choices to meet 
every imaginable corporate mission. 
CitationJet. The first new-generation business 
jet to use a highly efficient laminar-flow wing 
and advanced turbofan engines. 

Citation II. The best-selling business jet of all 
time, guaranteed to cost less to operate than the 
leading turboprop, or any other business jet. 


Citation V. A truly spectacular combination 
of speed, overall operating performance and 
passenger comfort. Spacious, versatile, reliable, 
and economical, it is perhaps the best value 
ever offered in a business jet. 


Citation VI. Priced substantially lower than all 
other midsize business jets, with stand-up com- 
fort and performance characteristic of midsized 
Citations. And Citation H, Cessna’s original 
midsize, continues to offer the most advanced 


technology available. 
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Citation VII. Takes the midsize jet to anew 
level — with outstanding high-altitude an 
day performance, coupled with the highest 
level of passenger comfort and elegance. : 
Citation X (“Ten”). At speedsuptoMach.9 
(594 mph), it is the fastest business jet in the 
world, Yet unlike other high-speed aircraft, 
the X also delivers extraordinary range and 
fuel efficiency. l 
For information on specific Citation mode 
write to Gordon C. Veith; Cessna Aircraft Co 
PO. Box 7706; Wichita, KS 67277 USA. 
Tel: 316-941-6056, Fax: 316-941-6640, 
Telex: 6875048, 
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_ the ground out from under the conspiracy theorists, who can still 
_ claim that a deliberate spy flight was taking place, whatever the 
_ manner of its termination. The fact that many of their assumptions 
_ and extrapolations have always been absurd on technical grounds 
_ has never seemed to worry them in the past, and there seems no 
reason for them to recant now. 
. The keys to resolving with certainty the problems of why the 
' 747 was so far off course, and whether or when the crew became 
- aware of their position, lie within the flight recorders. If the Soviets 
k have the recorders’ data, there seems little point in them continu- 
ing to hide it — or in retaining the recordings if they have been un- 
le to obtain the data. However, whether or not the original re- 
cordings could still produce their data is obviously debatable, de- 
pending on their condition when recovered and how they have 
been stored for almost eight years. 
= The keys to all previous attempts at solving the mystery have 
been finding an error by the crew in either the setting up of or the 
. subsequent use of the 747’s Litton LTN 72-28R-28 triple inertial 
“navigation system (INS), a computer-controlled system which takes 
readings from accelerometers on gyro-stabilised platforms and in- 
- tegrates then with other data to supply readings of position, track 
-or distance off it, wind strength and direction and speed over the 
_ ground, among other items. 
The machines must be correctly “initialised” for about 
20 minutes to allow their platforms to stablise correctly. With 
the latitude and longitude coordinates of the aircraft's starting 
point punched in by the crew via 
keyboards, the three machines in 
the system can be ordered either to 
Operate as individual units or to 
check each other throughout a flight 
-and overrule any one machine 
_ which disagrees by more than a set 
~ amount. 
-< The system, if so commanded by 
_ the crew, will guide the aircraft 
along its proper route by instruct- 
_ ing the automatic pilot to fly it 
~~ to a series of waypoints — notional 
points in the sky, whose coordin- 
ates are punched in by the crew. 
The automatic pilot can also be 
commanded to fly on a compass 
--course which is selected on a control 
“pox. 
Investigators from the UN’s specialist aviation body, the Interna- 
__ tional Civil Aviation Organisation (ICAO), recognised this fact by of- 
_© fering as possible causes (a) a one-figure mistake in inserting An- 
- chorage’s latitude; (b) flying a constant heading and then forgetting 
_ © to. switch back to the INS; and (c) subsequent inattention because of 
-the tedium of a long night flight. 
But even ICAO seems to have assumed — as did this correspon- 
dent, among other “accident theorists” — that one mistake was all 
‘that was necessary, and that any aircrew which found out that 
things were going wrong would report this and seek outside help. 
_. Neither assumption is necessarily correct. 
p In the first place, accidents usually result from an accumulation 
oof small errors which have passed unnoticed. In the second, air- 
-crews can and do try to cover up mistakes so as to avoid profes- 
sional disgrace — they are as subject to social and peer-pressure as 
anyone else, even if their public image and indeed the require- 
-ments of their work — demand otherwise. 
~ >. In the years since the KE 007 tragedy, the classic was the near- 
-< collision of two US airliners over the Atlantic after one crew in- 
_ Serted a waypoint’s coordinates incorrectly. Both crews saw the 
other aircraft, and a discussion was held via radio about covering 
-up the incident. The conversation was overheard and recorded by 
. another aircraft nearby, whose crew reported it to officials on ar- 
> rival. Otherwise, no one else would have been aware of it. 
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The wrong islands 





The sole merit of the theories regarding wrongly input latitude 
or flying a constant heading is that they work technically. t 
that, many pilots refuse to believe that such simple, single errors 
could go unnoticed for so long — more than five hours. 

The problem with all other theories put forward so far is that 
they rely on too many suppositions which cannot be confirmed or 
refuted by what is only circumstantial evidence. The jump from 
possibility to probability has thus been too large a gap to be span- 
ned rationally, and the chasm has been filled by conspiracy plots. 

But if peer-pressure is allowed to enter the analysis as a factor, 
then with another look at some of the facts, some new — but with 
hindsight, obvious — interpretations stand out. First is that an 
analysis of KE 007’s position plots, as recorded by US Federal 
Aviation Administration radar on the first leg of its route, from An- 
chorage to Bethel on the west coast of Alaska, shows the 747 flying 
a constant magnetic heading of 248 degrees. 

Second is that the flight’s subsequent slow drift southwards — 
but still diverging north of its proper track. 

Third is that KE 007’s speed over the ground, as shown by the 
radar, combined with its track from the top of its climb is consistent 
with the flight encountering winds which increased fairly steadily 
from 340 degrees at five knots to 310 degrees at 25 knots. 

The flight passed 20 km north of Bethel instead of overhead, 
and reported a wind of 295 degrees at 25 knots. At this stage, the 
crew seems to have been unaware of any problem. If they ie 
been, and they wished to continue the flight to cover u 
, Possible mistakes, they woul hie 
$ been careful to pass over Bethel’s 
radio beacon as a final position 
check before lauriching out over the 
ocean, and would have used their 
weather radar to check their position 
relative to various islands along the 
way. 

The first cue to them realis- 
ing that all was not well came with 
their position report at the next 
waypoint, Nabie, which. included 
the wind at Nabie and an estimate of 
their arrival time at waypoint Neeva, 
north of Shemya in the Near Is- 
lands, They were not at Nabie but 
well to the north, out of range for 
using very high-frequency radio, 
and also out of range of the radio 
beacon on St Paul Island, which would have confirmed their 
position. 

Instead, apparently experiencing far from unusual radio prob- 
lems, they asked another KAL flight, KE 015 which was on the same 
route about 15 minutes behind them, to relay their report. But their 
estimate for Neeva gave a flying time of 77 minutes, which was im- 
possible given the wind of 250 degrees and 60 knots they had re- 
ported at Nabie. 

This was the same as the time given on their flightplan, filed be- 
fore departure using a wind of 240 degrees and 29 knots assumed 
from forecasts. Such a report, in any case given several minutes 
late, indicates that they had ised that there was a problem, 
and were trying to identify it and resolve it without asking for help 
at that stage. 

About nine minutes later, KE 007 contacted Anchorage directly 
via long-range high-frequency radio and gave an estimated arrival 
time at Neeva of 81 minutes after their alleged passing of Nabie. 
Had they been on their correct track, this would have been about 
right. It indicates either that they had found a discrepancy between 
the INS units and had discarded information from at least one, or 
that they were trying to proceed by using basic compass, distance 
and speed information. 

The second major clue was supplied by the start of the Soviet 
radar track of KE 007 as it approached the Kamchatka coast. While 
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Were the leading edge in wings. And the last word in communications. We're the air you breathe. And 
the muscle to stop a 200-ton jumbo. We're guidance and propulsion, avionics and hydraulics. And, a whole lot 
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subject to dispute, because all that was supplied to investigators 
was a thick pen-line drawn on a chart instead of recorded data, this 
shows a distinct southwards swerve in KE 007’s flightpath so as to 
pass nearer to the Soviet Kommandorskiy Islands. It also extends 
from — allowing for plotting errors and assumptions in changes in 
wind-direction and strength — a constant magnetic heading of 248 
degrees from 20 km north of Bethel. 

If they had been approaching waypoint Neeva, 135 nautical 
miles on a bearing of 328 degrees from Shemya‘s radio-navigation 
aids, they should have seen at least two of the Near Islands on their 
weather radar screens. But the Kommandorskiy Islands would ap- 
pear similar in configuration on the screens, which are about six 
inches wide and do not show much coastal detail at long range. 

The overwhelming impression given is that KE 007 was correct- 
ing its track to what the crew thought was the correct distance off 
Shemya, unaware that they were looking at images of the wrong 
islands. This would indicate that they were indeed aware that they 
had problems with the INs, but it still gives no clue as to what the 
problem was or whether they had identified it correctly. There is 
also the puzzle of whether they later even saw, let alone identified, 
the coast of Kamchatka on their radar. 

Most elements of both these major clues, and comments about 
peer-pressure, were first voiced in 1986 by the captain of KE 015, 
Park Yong Man, in an article in the Chosun Monthly magazine in 
South Korea. Park said that when KE 007 had reported passing 
Neeva 86 minutes after Nabie — five minutes later than even the 
second estimate — he had realised that something was badly 
wrong and had radioed KE 007 to ask what was happening. 

The answer from KE 007 was that the wind was very strong — 
first from the copilot, and then, in answer to a second query from 
Park, from the captain, Chun Byung In. Park theorised that KE 
007’s crew would have chosen to believe that the islands they saw 
were the right ones because any alternative was too terrifying to 
contemplate. 


and said he only made his evidence available long after the 
official investigation into the KE 007 disaster because of what 
he regarded as absurd theories being put forward. 

Park also said there had been many instances of INS being incor- 
rectly set up by KAL crews, leading to expensive dumping of fuel 
before returning to departure-points to correct the problem, and 
leading in turn to expensive delays. He added that about 18 
months before the KE 007 incident, there had been one instance of 
a KAL crew continuing to fly with a known INS problem, caused by 
crew error, from Anchorage to Seoul for fear that turning back 
would bring disciplinary action upon them from the company. 

Ironically, Park himself may well have unwittingly added to any 
pressure on Chun by asking him what was wrong. Park had been 
an instructor and squadron-commander in the air force when he 
met Chun, who was still in training at the time. He was also in- 
volved in training Chun on the 747. 

The possible rationale behind the navigation of the rest of KE 
007’s flight remains a totally closed book, except for a right turn 
made before flying over Sakhalin island, and the setting of their 
transponder — a device which transmits an assigned “code” 
number for identification by ground-based radar. The transponder 
had been set at Anchorage, as directed by controllers, to 6072, and 
would normally either be left at that setting or set to the standby 
position while en route. 

But Japanese Defence Agency radar in northern Japan later 
showed that the flight's transponder was set to 1300 while over 
Sakhalin. According to ICAO, this was a setting intended for aircraft 
at or above 7,300 m when leaving Japanese radar coverage. 

No one has yet assigned a reason for KE 007 using this code. 
But it is tempting to theorise that the crew had discovered where 
they were, and were trying to get home direct to Seoul with the 
consequences of their diversion’s by then inevitable discovery to be 
faced later. m Michael Westlake 


P=: subsequently became involved in a dispute with KAL, 
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GULF 


Hi-technology 
really works 


Ws military experts are still scrambling to define all the 


WAR 


lessons to be learned from the Gulf War, some are readily 

apparent and should be taken aboard by Asian defence 
officials. First is that US high technology in the form of electronic 
systems for command and control, new stealth aircraft and preci- 
sion-guided munitions such as laser-guided bombs work much as 
advertised. 

The success of these systems has made China in particular 
realise how far behind it is in the technology race, and cannot have 
brought much cheer to countries such as North Korea or India 
with large inventories of cheaper but less capable Soviet-made 
weaponry, 

The second is that thorough training is vital to enable forces to 
use hi-tech equipment to its maximum capability, and that speed 
and flexibility in decision-making at the top, plus allowing, tactical 
responsibility to be taken lower down the chain of command, are 
essential. 

The “one-man band” command system as practised by Iraq's 





US Stealth ‘invisible’ fighter. 


Saddam Hussein, undermines initiative, misses opportunities and 
thereby costs lives in battle. 

The third is that a “poison-prawn” defence strategy — aimed at 
making an attack so costly that it either deters a potential enemy or 
eventually erodes an aggressor’s political mandate or will-power — 
does not necessarily work. If an aggressor has the resources to 
mount a massive blitzkrieg and then sustain it, a small nation’s de- 
fences will wither away rapidly. 

The fourth is that these and any other lessons learned should be 
applied with caution if at all, because all wars are individual situa- 
tions. While the US with all its massive military resources has failed 
or been unable to apply them to their maximum effect in and since 
the Vietnam War, in the Gulf all circumstances worked in favour of 
the US-dominated coalition. 

The result, then, is a decidedly mixed bag for Asian military of- 
ficials seeking to improve their forces’ capabilities. Apart from the 
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problems inherent in trying to develop strategic and tactical options 
unencumbered by cultural constraints, even the apparently simple 
option of buying battle-proven hi-tech equipment is likely to be 
fraught with difficulty. And not all the hi-tech gear is necessarily 
applicable to Asian potential battlefield scenarios. 

A major part of the coalition’s success in the Gulf was based on 
reconnaissance, intelligence and damage-assessment information 
received from US satellites passing several times a day over Iraq 
and Kuwait, a level of assistance no other coun 


numbers of simultaneous ground-target attacks by coalition aircraft 
as well as allocating airborne targets to patrolling coalition fighters, 
despite the fact that bad weather at the start of the campaign did 
hinder their effectiveness. 

Neither of these types is likely to find its way into Asian forces. 
The E3A has been sold in limited numbers to the US’ European al- 
lies in Nato and to Saudi Arabia, but in the absence of further or- 
ders Boeing says it will have to shut down its 707 production line 
shortly. The E8 is still being developed, and was rushed into the 
Gulf with some systems not fully operational. 

These systems are in any case far more capable than most na- 
tions could justify, quite apart from security considerations probab- 
ly ruling them out. The next step down is the Awacs version of the 
Grumman E2C Hawkeye, which so 
far has been acquired in Asia only by 


or electronic reconnaissance aircraft. 
South Korea and the Philippines rely 
totally on US forces based there for 
such activities. But this should pro- 
vide food for thought for other coun- 
tries in view of the US’ success in the 
Gulf War in pinpointing and then 
killing Iraq's air-defence radar sites 
and communications links, thus 


other targets. 

Another war-winner for the US 
was the Lockheed F117A stealth 
fighter, which was able to hit targets 
without the need for radar-jamming 
or suppression of defences by es- 
corts. Lockheed closed its F117A 
production line after making 59 of these aircraft, but might reopen 
it for further orders from the US and, perhaps, from Britain at a 
cost of US$45 million each — about the same price as a McDonnell 
Douglas F15 fighter. But even if it becomes available for sale to US 
allies in Asia, this is unlikely to happen for some years. 

The F15, in service in Japan, won the majority of the US’ 31 
air-to-air victories in the Gulf, most of these with S radar- 
guided missiles. Australia, South Korea and Japan have the Spar- 
row, as well as the infra-red guided Sidewinder common to many 
other countries. 

But while this tends to point up the abilities of the F15 as a 
fighter, it should be remembered that in the Gulf the F15’s great ad- 
vantage over other types such as the General ics F16 was 
its range, enabling it to fly long patrols while waiting for airborne 
targets to be allocated. 

Also, the fact that the air-to-air war was over almost before it 


Patriot rocket in action. 


mamn ol el ole = 


AD baa anna 





a 


‘| 


meant that the F16 — in service in Asia with Singapore, 
South Korea, Indonesia, Pakistan and Thailand — never had a 
chance to show its mettle as a fighter. Instead, it performed sterling 
service as a ground-attack aircraft. 

Air-to-surface missiles justified their costs in the Gulf. The infra- 
red-image-guided version of the Hughes/Raytheon Maverick air-to- 
surface missile had the highest rate of use, with more than 100 a 
day being fired in the early days of the conflict, costing about 
US$100-130,000 each. South Korea, New Zealand and Taiwan have 
stocks of the older, television-guided Hughes-built Maverick, 
which is limited to daytime use. Australia has the Harpoon missile, 
a development of which was used in the Gulf. 

Also in the US$100-130,000 cost range and used massively 
Gulf were “smart bombs” — officially known as precision 
munitions. About 5,900 tonnes of them were to 
targets such as hardened aircraft-shelters by being guided by a laser 
beam illuminating doors or even ventilation shafts. 

No M1A1 Abrams main battle tanks are yet in Asian inven- 
tories, but the type’s performance against Soviet tanks such as the 
T55 and T72 should be of interest to army staffs in India, Pakistan, 
Bangladesh, China, North Korea, Mongolia, Cambodia and Viet- 
nam, all of which have either those Soviet models or developments 
of them. Of 1,650 Abrams tanks used in the coalition’s drive into 
Iraq and Kuwait, only eight suffered damage — and four were able 
to be repaired. 


US Army officials say no crewmen were killed. Statements from 
the Gulf say that T55 shots bounced of the Abrams’ armour, while 
T72 gunfire only dented it. But the Abrams’ shells were highly ef- 
fective against even the T72, it was said. 

; uo Perhaps the highest-profile wea- 
3 pon of the war was the Patriot mis- 
sile, used for downing Iraqi Scud 
missiles fired into Saudi Arabia and 
Israel. Although the Scuds had no 
military significance, the ability to hit 
them was credited as a major factor 
in keeping Israel from joining the 
fighting. 

The Patriots’ success is open 


in the 


. So far, the only Asian country 
have ordered Patriots is Japan. 
The biggest threat to Asian mili- 

tary ambitions to acquire proven US 
hi-tech equipment is that the US defence curve lieder. 
times, with industry chiefs warning of potential company failures. 
In spite of their equi t’s highly praised success in the Gulf, it 
is believed to be unlikely that all the ordnance used will be re- 
placed. Glasnost and rising costs have cut into US and European mi- 
litary force requirements and budgets. 

Further, the entire US military funding process for research and 
acquisition is under fire, with manufacturers blaming micro-man- 
agement by government officials for what they see as their mar- 
ginal financial health. 

Stiff competition from European weapon-makers will add 
to the US companies’ woes, pushing prices down in a buy- 
ers’ market. But while those companies which survive will 
be only to keen to generate export sales, there is a risk that 
some battle-tested products will disappear with their manufactur- 
ers. m Michael Westlake 
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Think We Gain So 


Spruce. Linen. Steel wire. The stuff of which companies are launched. 


Boeing's first plane carried two passengers and cruised at 67 mph. A 1927 ad stated company 
policy: To develop airplane design and construction for speedy transportation — inexpensive, 


Boeing Model 1, B&W, 1916 


dependable, safe! Our airplanes have changed dramatically since then, but our operating philosophy is the same. 
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The latest design techniques and newest manufacturing processes. The most exacting development 


procedures and the most sophisticated materials and systems. Simply put, the Boeing 777 will be the most 


advanced airliner ever built. And before the first one is delivered, it will be the most thoroughly tested airliner in 


the history of flight. Not surprisingly, the airlines wouldn't have it any other way. And neither, of course, would we. 
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‘Fair-pricing’ 


Chinese style 


By Brian Jeffries 


or Asia-Pacific space nations, the past year has been marked 
F by confrontations, frustrations and dark shadows overtaking 
the fulfilment of ambitious dreams. 

China continues to attract the wrath of Western companies that 
launch satellites by offering to perform the same service at prices 
with which they say they are unable to compete. Japan’s efforts to 
create Asia's first manned space programme (with a little bit of help 
from the US) are being held up by Nasa’s problems with its space 
shuttles and the cost and design of its planned international space 
station, “Freedom.” 

Meanwhile, in recession-hit Australia plans to create the world’s 
first private-enterprise spaceport are bogged down because of lack 
of finance. 


The launch wars between China and the West erupted in April 
1990 when Peking put the AsiaSat 1 communications satellite into 
orbit for a H -based international consortium. China Great 
Wall Industry Corp. (Gwic), the market- 
ing arm of China's space programmes, 
charged US$30 million, or about half 
the rate Western launch companies 
were charging at the time. 

It also secured the contract to launch 
a similar satellite for the 22-nation Arab- 
Sat consortium for a fee of US$25 mil- 
lion. The launch was due to take place 
this year, but is now in abeyance, appa- 
rently because ArabSat is having diffi- 
culty paying for the satellite. GWIC also 
has contracts to launch two communi- 
cations satellites for the Australian 
operator Aussat, with the first due early 
in 1992 at a reputed price of about 
US$35 million per launch. 

These low prices have raised the 
hackles of the Western launch com- 
panies — the European consortium 
Arianespace, which accounts for about 
60% of the commercial market, and the 
three big US launch companies, 
Dynamics. They complain Japan’s H-2 rocket. 
that Gwic is clearly contravening a 
launch agreement between Washington and Peking. This limits 
China to launching nine Western communications satellites be- 
tween 1988 and 1994, and charging fees in line with the interna- 
tional market. 

China’s interpretation of this “fair-pricing” agreement, though, 
dearly differs from that of the Western launch companies. GWIC 
demonstrated this again earlier this year when it offered to launch 
Indonesia's Palapa-B satellite for around US$33 million in 1992, and 
accept some of the payment in the form of Indonesian crude oil, 
palm oil, fertiliser and plywood. Arianespace responded that if 
necessary it was willing to take all launch costs in the form of barter 
trade. In fact, the contract went to McDonnell Douglas, which 
made no barter offers, but included preferential loans. 

The fact that China lost this particular battle in the launch wars, 
however, has done little to lessen the fears of the Western com- 
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panies that in the longer term GWIC poses a serious threat to their 
continuing commercial viability. They are not impressed by 
China’s response that its low running-and-development costs com- 
pared with those in the West and its desire to establish itself in the 
marketplace, justify its low launch fees. It also argues that its entry 
into the market is helping to drive down launch costs, which is 
true. 

The Western companies continue to hope that the US Govern- 
ment will penalise China for its interpretation of the agreement. 
They are receiving support from the US Congress, where efforts 
are under way to ban the shipment of US-made satellites, or those 
with US parts — the vast majority — to China for launching unless 
the US trade representative certifies China is abiding by the pact. 
So far, the Bush administration has shown no inclination to do this. 

The prospects for the future appear to be that the launch wars 
will heat up rather than cool down. The China factor is likely to be 
compounded soon by the entry of the Soviet Union into the com- 
mercial market. In addition, Japan is eagerly looking at how it can 
compete for launches. Rocket System Corp. (RSC), a 77-member, 
Tokyo-based consortium of aerospace and financial companies, 
wants to carry out launches using Japan's next-generation rocket, 
the H-2. 

RSC was formed a year ago to manage the production of H-2 roc- 
kets for the National Space Development Agency (NasDA), the 
larger of Japan’s two space agencies. The H-2 is scheduled to have 
its maiden launch in early 1993. This has been delayed by a year be- 
cause of development problems with the first-stage engine, that 
have now apparently been overcome. 

The H-2 will be the first NASDA roc- 
ket to employ all-Japanese technology, 
and this will release Japan from licenc- 
ing restrictions that have prevented it 
from making commercial launches in 
the past. RSC says it hopes to be in a 
position to carry out its first commercial 
launch in 1995 using the rocket. How- 
ever, it admits achieving this goal may 
well prove difficult. 

The H-2 is a major element of a new 
stage in NASDA’s development pro- 
gramme, which is designed to give 
Japan a manned presence in space by 
the end of the century. Japan is to con- 
tribute an orbiting laboratory known as 
JEM, to the planned US-international 
space station Freedom; construction of 
the space station is scheduled to start in 
1996. But Japan’s efforts to establish its 
presence in orbit with the help of the 
US are proving to have their frustra- 
tions. 

As part of the build up to JEM, the 
first NASDA astronaut was due to blast 
into space aboard a US shuttle in April 
on a seven-day mission (a TV journalist became the first Japanese in 
space last year when he made a trip to the Soviet Union’s Mir space 
station). But NASA has postponed the mission until September 
1992, because repeated technical problems with its shuttle fleet 
have forced it to adopt a more realistic launch schedule. As a result, 
the regular training schedule of the first NASDA astronaut Mamoru 
Mohri, will not be resumed until towards the end of this year. 

When the mission does occur, it will carry Japan’s First Material 
Processing Test (FMPT); this will be carried in a pressurised module 
placed in the hold of the US shuttle. FMPT consists of 35 Japanese 
materials-processing tests and life-sciences experiments. These will 
be conducted by Mohri and US crew members. The experiences 
gained on the mission will be incorporated in the design of JEM. 

As it is now planned, JEM consists of a pressurised laboratory; a 
pressurised logistics module for transporting experiments and 
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other items between Earth and the space station; a platform ex- 


"posed to space which will hold iments; and a robotic mani- 
_. pulator arm attached to the main laboratory, that will be used to 
-tend the exposed platform. But whether it will remain that way is 
_ “somewhat uncertain. 

; The US space agency NASA earlier this year unveiled plans to re- 
- duce the size of Freedom, simplify its construction and reduce by 
_ half to four the number of astronauts who will initially form the 
crew. These design changes were forced on NASA by the US Con- 
gress, which has also cut back the space station’s development 
_ budget in the current financial year and limited its growth in future 










ears. 
: NASDA officials say they believe that JEM has escaped relatively 
unscathed from this process, on which the Japanese space agency 
“was consulted. But the full impact on the Japanese module will not 
-be clear until NASDA and NASA complete a series of detailed discus- 
- sions which are scheduled to start shortly. 
~The redesign is the second in two years to have been underta- 
ken by Nasa. The first time round it failed to consult NASDA, or the 
_.. European Space Agency, which will also contribute a module to 

+ Freedom, so bringing the wrath of both space agencies down on its 
. --head. Consultations this time have eased the anguish. Neverthe- 
_, less, NASDA officials are making it clear that their patience is run- 
-ning out with the repeated chops and changes that NASA is making 
-to the station. 
NasDa’s headaches, though, are relatively mild compared with 
those of visionaries in Australia intent on creating the world’s first 
























: 7 ce fiction 
into fact 


pan: has made a major breakthrough in developing a 
technique that is expected to play a key role in the future ex- 
loration of our solar system. The technique, known as aero- 
uses the atmosphere of planets to slow down 
and alter their orbits. It is dramatically depicted in the science- 
fiction movie of the Arthur C. Clarke book 2010, Odyssey Two, 
when the Soviet spaceship Alexei Leonov blazes a ring of fire 
around Jupiter as it grazes the giant planet’s atmosphere in a 
. braking manoeuvre at the end of its journey from earth. 

-Now Japan’s Institute of Space and Astronautical Science 
_ (BAS) has aoe the day when such manoeuvres will no 
longer be fiction but fact, an im 

acecraft, Hiteri, has become the first in the world to twice use 

drag created by the earth’s outer atmosphere to reduce 
d alter orbit. The Hiten spacecraft, launched by ISAS in 
1990, successfully completed the aerobraking mano- 





t step nearer. An ISAS 


‘Since its launch by ISAS from the Kagoshima Space Centre in 
southern Japan, Hiten has been tracing out-a series of differing 
orbits. These swing it around the earth and moon, and use 
lunar gravity to change its distance from earth on successive or- 
bits. By using a technique known as double lunar swing-by, 
ISAS ground controllers can both accelerate Hiten, so enlarging 
its orbit, and decrease its speed, so reducing the orbit. 
ae When Hiten was near the most distant point in its orbit some 
420,000 km from earth on 3 March, ISAs ground controllers used 
the spacecraft’s small onboard rockets to alter its trajectory 
through space. The purpose of this was to decrease its closest 
“Approach to earth to 120 km. 
_.. The manoeuvre worked as planned, and 16 days later Hiten 
-blazed a fiery trail through the Tarih’ s upper atmosphere, when 
friction reduced its speed by 1.7 m a second. This reduced its 
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private-enterprise spaceport on the Cape York peninsula in north- 
east Queensland. Considerable progress had been made in plans 
to build the spaceport near the equator in Temple Bay and use 
Soviet Zenit rockets to launch communications satellites into geo- 
stationary orbit. But these were brought to an abrupt halt late last 
ear. 

Å The Essington Group, which is the sole owner of the Cape York 
Space Agency (CYSA), announced that it had run out of further 
money to invest. It is now seeking new investment with little suc- 
cess and CYSA is up for sale. The Australian Government's space of- 
fice has also invited Australian and overseas companies that are in- 
terested in pursuing the project to register with it; some 23 have re- 
portedly done so. 

However, if they are to provide new funding that will allow the 
Cape York spaceport to go ahead, they will need convincing that 
it can be established on a sound commercial basis. To establish 
whether this is still the case a government-sponsored reappraisal of 
the spaceport’s commercial viability is under way. The results are 
expected to be available in the next two months. 

If the results prove positive, they will form the basis of an in- 
vestment memorandum that will be distributed among the com- 
panies that have registered an interest in Cape York. 

These are reported to include NEC, Mitsubishi and Toshiba from 
Japan, the French firm Matra and the Transfield engineering con- 
glomerate of Australia. a 


Brian Jeffries is editor of Asiapacific Space Report. 


most distant point from earth in the resulting new- orbit to 
410,000 km. At about this point on 23 March, the rockets were 
again used ‘to alter its trajectory in such a way that its sub- 
sequent closest approach to earth was cut to 120 km. This hap- 
pened as planned, and reduced Hiten’s most distant point in its 
new orbit by another 14,000 km. 

The spacecraft survived it fiery encounters with earth’s at- 
mospere without suffering any apparent damage. This was due ` 
to protection provided by a heat shield on the nose cone of the 

. The shield is composed of titanium and special plas- 
tic fibres that are capable of withstanding. the high temperatures 
created when Hiten comes into contact with the atmosphere. - 

The major advantage of aerobraking is that it removes the . 
need for both manned and unmanned spacecraft to carry large ae 
quantities of fuel on journeys to the planets. Instead of using _ 
fuel-guzzling rockets to slow them down on arrival at their de- 
stinations and on return to earth, they should be able to rely on 
atmospheric drag. : 

The Hiten mission is producing a string « of successes for ISAS. 
When the spacecraft was launched it also carried a smaller one __ 
attached to it. This was sucessfully put into orbit around the. _ 
moon, making Japan only the third nation after the Soviet 
Union and te US to achieve such a feat. = 4 

The precision with which isas has been able to alter the 
spacecraft’s orbits using the moon's gravity is also a significant. 
advance. The same techniques will be used by isas next year 
after the Geotail spacecraft is launched. This is a joint mission 
with the US space agency, which will explore the interaction be- 
tween the. solar wind — the charged particles streaming 
through space from the surface of the sun = and earth's 
magnetic field. : 

Hiten, meanwhile, is preparing for a new assignment. In Oc- : 
tober, it will begin investigating concentrations of cosmic dust 
believed to exist at two points in space which are at equal dis- 
tances from both the earth and moon. Lunar swing-by mano- 
euvres will again be used to allow it to investigate both of these 
7 d Lagennge points, unga an onboard dust-counter and 

a Brian Jeffries 
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Modern Chinese art is going places 


Life after landscape 





By Peter Seidlitz in Peking 


ove over, Russians. Make way 
for the Chinese. When Chinese 
Communist Party boss Jiang 


Zemin visits Moscow on 15 
May, nothing will be further from his mind 
than the contemporary art scene in the 
Soviet Union. He could be missing a 
pointer to what is happening artistically 
at home: a quickening not unlike the art 
boom which accompanied perestroika in 
the Soviet Union. 

Contemporary Chinese art is fast catch- 
ing on in Hongkong galleries and interna- 
tional auction rooms, elbowing aside the 
endless (and often boring and insipid) 
scrolls of landscape, bird life or the old 
standby, poetic calligraphy. 

Buyers include Hongkong-based invest- 
ment brokers and fund managers, who fol- 
low the lead of their New York counter- 
parts in putting some of their profits into 
contemporary art. Plum Blossom, Hong- 
kong’s leading gallery for avant-garde art 
from China, is conveniently located just 
one floor up from the Hongkong Stock Ex- 
change on the central district’s waterfront. 
“When the Hang Seng [Index] is up, the 
brokers come up,” says Stephen McGuin- 
ness, an American who runs the gallery 
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Wu Guanzhong: The Wild Goose Flies South. 





Yan Shu: Untitled. 
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with four investor-partners. 

At the March auction of modern 
Chinese paintings held by Christie's in 
Hongkong, the gavel was repeatedly 
lifted for artists like Wu Guanzhong 
and Lin Fengmian. Wu Guanzhong, the 
recognised leader of the Chinese modernist 
movement, commands record prices for 
his paintings; one of them, “The Ruins 
of Gaochang,” fetched HK$1.87 million 
(US$250,000) at a 1989 Christie's sale in 
Hongkong. Sotheby's followed suit and ar- 
ranged a special viewing room for the May 
auction of its modern Chinese paintings in 
the territory. 

Chinese fine-art connoisseurs of the 
older generation are not necessarily taken 
with the new paintings, however. But they 
are buying nevertheless, just so as not to 
miss out. The risk is that auction houses, 
cashing in on the new trend, will push up 
prices artificially. 

Will the paintings prove a good in- 
vestment? Value is usually judged by the 
works’ resale price. Establishing the resale 
price hinges on knowing whether a paint- 
ing is real. Contemporary art's advantage 
over older work, in a market crammed with 
fakes, is that its authenticity can easily be 
verified by a telephone call to the painter. 
This is trickier with older paintings, even if 










Deng Lin: Untitled. 


they were to have a publishing record or 
had been resold several times. 

Not the least of the reasons for which 
the trend is interesting is its resemblance to 
Russian developments. There, too, Chris- 
tie’s and Sotheby's were pace-setters. It was 
at an auction of Russian contemporary art 
in Moscow held by Sotheby’s in July 1988 
that an international price frame was set for 
the works of such avant-garde Russian ar- 
tists as Edward Steinberg, Vladimir Yan- 
kilevsky and Leonid Purygin. Even paint- 
ings by lesser lights, hitherto known only 
to a small circle of art lovers, fetched prices 
which surprised the auctioneers. 

International collectors such as the late 
American industrialist Armand Hammer 
were prepared to pay huge sums for works 
which, prior to Gorbachev's rise to power, 
were negotiated over a bottle of vodka in 
the garret of the hapless artist for a few 
thousand generally worthless roubles. 

In Peking today, as in Moscow in those 
not-so-distant days, the first collectors were 
foreign diplomats. George Costakis, a long- 
time employee of the Greek Embassy in 
Moscow, acquired works by Malevich, Tat- 
lin, Rodchenko, Kandinsky and Chagall 
and amassed so vast a collection that he 
was able to turn over more than half of it to 
the Soviet Government and still return 
to the West with an enormous fortune. In 
Peking today, Fabienne Verdier, a young 
French diplomat and a painter herself (she 
studied at the Sichuan Fine Arts Institute 
in Chengdu), befriends Chinese artists and 
collects their works. 

Hardly surprisingly, the Chinese Gov- 
ernment is no more aware of the talent 
and potential of its new artists than the 
apparatchiks of the Brezhnev era. Art in 
China comes under the Art Bureau of the 
party's Propaganda Department, whose 
view, in the words of Acting Culture Minis- 
ter He Jingzhi, is: “For art to flourish in 
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Ye Yongqing: Untitled. 
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$ China, it is necessary to adhere to the 


socialist road.” 

No wonder the artists aspire to self-exile 
abroad. Shi Hu (Stone Tiger), former editor 
of the People’s Art Publishing Company in 
Peking and one of the capital's most talked- 
about artists, vanished suddenly for a year 
only to surface in May in Hongkong — 
armed with, it is said, a Tongan passport 
and 65 new paintings in his luggage (paint- 
ings on view in an exhibition in the territory 
entitled The Heartbeat of the Stone Tiger). 

Others have found their way to Japan, 
France and the US. There they face not 
the clearly defined repressiveness of the 
Chinese cultural bureaucracy, but a more 
insidious adversary: the loneliness and self- 
doubt that spring from “the competitive- 
ness and materialism of the art worlds in 
Tokyo, Paris and New York,” says art his- 
torian Michael Sullivan of Oxford Univer- 
sity. 
Of those who have stayed at home, the 
best-travelled is perhaps Deng Lin, the 
daughter of Deng Xiaoping. Deng Lin has 
had showings in the past 12 months in 
Tokyo, Singapore and Manila (where Presi- 
dent Corazon Aquino bought one of her 
paintings). Nor does she lack sponsors in 
Japan. Her family connections doubtless 
help, but for a daughter of Deng Xiaoping 
to be involved in the modem art scene is no 
bad thing for practitioners less well known. 
She frequently exhibits with fellow Peking 
Fine Arts Academy painter Long Rui. 

It is from Deng’s home province, Si- 
chuan, that the most interesting painters (in 
your correspondent’s opinion) have come. 
Ye Yongqing and Yan Shu of the Sichuan 
Fine Arts Institute, for example, paint sub- 
jects strikingly similar to those of their 
counterparts in the Soviet Union : the isola- 
tion of the individual in a collective society, 
the frightening changes wrought by indus- 
trialisation and environmental damage. m 
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Death by a thousand bombs 





The Malayan Emergency : The Common- 
wealth’s Wars 1948-1966 by Robert Jackson. 
Routledge, London. £35.00 (US$59.20). 


The long military and political campaign 
waged by Britain and its partners against 
the Communist Party of Malaya (CPM) re- 
mains the only modern successful counter- 
insurgency war to be conducted by a West- 
ern-led coalition against Asian guerillas. As 
a consequence, the course and lessons of 
the 1948-60 * cy” have been well 
documented for their wider significance. 

Robert Jackson’s contribution to the liter- 
ature is curious. While he examines one as- 
pect of the ne that has received little 
attention — the of air power and mo- 
bility — he fails to match his often cursory 
list of air operations with any serious 
analysis that places them in a broader con- 
text or examine their significance to future 
British, and more significantly US, military 


strategy. = 
The first cha is rid- 
dled with archaic and often 


plain wrong nomenclature, 

hrases and titles. We there- 

re read of “Mohammedan 
Malaya” and the “United 
Malay Nationalist Organisa- 
tion” (read United Malays 
National Organisation). 
Equally, the section on Con- 
frontation between Com- 
monwealth forces and In- 
donesia in the early 1960s 
seems an afterthought and 
barely scratches the surface 
of the course and conduct of 
that campaign. 


units still attacked in relatively large forma- 
tions, air strikes against concentrated 
guerilla groups and their camps often 
proved extremely effective. 

Reinforced by naval carrier-borne air- 
craft and four-engined Lincoln bombers — 
the direct descendant of the World War II 
Lancaster — the RAF pounded usu- 
ally identified by the police. Despite civilian 
casualties, the proponents of air power con- 
tinued to press for intensive attacks to de- 
stroy and harass CPM units. The outbreak of 
the Korean War in June 1950, however, se- 
verely reduced the number and type of air- 
craft available for operations in Malaya, 
while a change in their tactics radically re- 
duced the guerillas’ previously high casual- 
ties from air attacks. 

During 1952, more than 4,000 offensive 
sorties were flown, some 4,000 tonnes of 
bomb dropped, 10,000 rockets fired and 2 
million rounds of machine-gun ammuni- 







That little has been writ- en 
ten on offensive air opera- Spo “Seu: ess 
tions — defined as bombing Conducting jungle warfare. 


and strafing raids on the 

guerillas, their camps or cultivated areas 
as opposed to air resupply, troop move- 
ments and propaganda missions — during 
the Emergency is nevertheless odd. While 
it may reflect the relatively recent release 
of material classified under Britain’s “30- 
year rule” on information deemed sensitive, 
it also suggests other historians may not 
have felt the air force contribution parti- 
cularly significant when placed against the 
ground war waged by the military and the 
police. 

When the Emergency was declared in 
1948, Britain’s Royal Air Force (RAF) had 29 
World War II era combat aircraft stationed 
in Malaya and Singapore — 19 Spitfire 
fighters, eight Beaufighter light bombers 
and four Sunderland flying boats. In the in- 
itial stages of the insurgency, when CPM 


tion expended against 700 targets. A 
number of these raids were, for the first 
time, carried out in isolation from ground 
operations and therefore no hard “bomb 

ge assessment” could be made or ex- 
pected. A change in targeting policy during 
1953 switched emphasis from bombing sec- 
tions of jungle that might contain CPM units 
to raids intended to hit only identified 
guerilla positions. However, this policy was 
quickly reversed when a decline in surren- 
ders was said to show that “blind” bomb- 
ing did in fact have an effect on the com- 
munists’ morale. In the absence of harder 
intelligence on what effect the raids were 
having on the CPM, this morale-depressing 
factor became a key argument for the con- 
tinuation of what the US military was later 
to term “harassment and interdiction” 
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during the Vietnam War. 

An example of the effort put into thes 
operations is shown by the record of 
single Australian air force whid 
spent a total of eight years in Malaya. Du 
ing this period, the squadron droppe: 
17,500 tonnes of bombs — over half th 
total tonnage dropped during the entir 
Emergency. The unit was credited with kill 
ing 16 guerillas, or 1,093 tonnes per cor 
firmed dead communist. 

The ent that morale was the mai 
casualty of 35,000 tonnes of bombs is dii 
ficult to prove. However, evidence from th 
Vietnam War suggests that North Vietnam 
ese Army and National Liberation Fror 
troops became relatively blase about ind: 
rect bombing attacks once they had su 
vived the initial shock of their first fev 
raids. Nevertheless, the sight and sound c 
bombing and strafing certainly cheered uj 
the security forces and no doubt awed am 
civilians who witnessed the attacks. 

The lessons of the Emergency, particu 
larly for the US — then heavily engaged ir 
a major conventional war in Korea — wer 
profound. While this book does not directly 
touch on this aspect, it is curiously alludec 
to on the dust jacket photo 
$ graph — which shows Sout! 
Vietnamese army officer 
$ undergoing combat trainin; 
in Malaysia under Britist 
tutelage, probably in the lat 
1960s. It must be supposec 
that the Americans who ob 
served British operations ir 
Malaya, and the small cadre 
of US military intellectual: 
and academics who were 
later to become the architect: 
of the policy intended to con: 
tain “wars of national libera- 
tion,” drew many of thei 
conclusions from the cam: 
paign — as was evident ir 
Vietnam even before the 
Emergency ended. 

Perversely, the inability oi 
the British Government tc 
deploy large numbers of aircraft — particu- 
larly bombers — during the Emergency due 
to pared defence budgets and other commit: 
ments may well have been an advantage. 
Poverty and lack of options forced planners 
to both moderate their military response 
with “low intensity” alternatives — notably 
an emphasis on good intelligence, 
psychological warfare and relatively cheap 
administrative measures — which enabled 
Commonwealth and Malayan forces to con- 
front the communists without creating the 
conditions of mass opposition that could 
have sprung from a more lavish and indis- 
crimate military campaign. As Jackson indi- 
cates, had the British the means to carry out 
a more sustained air offensive against the 
communists, they may well have been 
tempted to do so. m Gavin Greenwood 
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Staying power 


Angkor by Michael Freeman (photography) 
and Roger Warren (text). Houghton Mifflin, 
New York. US$45.00. 


Angkor Wat has survived some 10 cen- 
turies. That in itself is remarkable. This 
greatest of Southeast Asian architectural 
monuments made it through intense Siam- 
Khmer wars, outlived souvenir-stripping 
colonialists, missed the fighting of World 
War II and the Vietnam conflict. Maybe 
most amazingly, it survived the nihilistic 
genocide of the Khmer Rouge, who still 
threaten to prise it away from the Phnom 
Penh government. 

As this attractive volume testifies, bul- 
lets, tentacular jungle overgrowth, pillaging 
by the world antique trade, and the much- 
maligned restoration efforts of Indian ar- 
chaeologists have done little to reduce 
the great temple complex’ grandeur. The 
photos of London-based Michael Freeman 
do appropriate justice to Angkor. Not only 
do they capture the monumentalness of 








Central tower in the temple complex. 


Angkor as it sits on the hot Cambodian 
plain, but they also convey the deep jungle 
mysteriousness, 4 la Indiana Jones, of unex- 
cavated prangs covered in choking kapok 
and ficus roots. 

While the photographs, which are ele- 
gantly laid out, will appeal to the armchair 
traveller, they will also interest those who 
have visited Angkor but missed it in the 
soft morning and evening light. 

Unfortunately, the same cannot be said 
for the text. Roger Warner has written what 
must be the world’s longest first-person in- 
flight-magazine article, with periodic diver- 
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sions into travel pamphlet gloss. The text is 
repetitive and convoluted, so that at times 
introductions of places and concepts come 
well after first mentions and photographs. 
The publisher was probably wise to desist 
from offering the reader a heavy, tedious 
academic study of Angkor and Khmer his- 
tory, but the alternative went too far the 
other way. 

Little editorial attention appears to have 
been paid to the book's organisation. It is 
disorientating to find photographs placed 
in almost random relation to the text. The 
pictures jump without any explanation 
from Angkor to rebuilt Khmer monuments 
in Thailand dating from the same era, and 
then back again. The significance of the 
Thai monuments is hardly addressed by 
the captions. 

But the photographs amply make up 
for these shortcomings. They bring one 
inside a place many will never see, but 
which will continue to survive us all. 

m Paul Handley 





| Killing fields 





The Political Economy of Mountain Java: 
An Interpretive History by Robert W. Hefner. 
University of California Press, Berkeley. 
US$34.95. 

The Indonesian Killings 1965-1966: Studies 
from Java and Bali edited by Robert Cribb. 
Centre of Southeast Asian Studies, Monash 
University, Victoria, Australia. A$17.00 
(US$13.25). 


In the first week of October 1965, as 
word that the communists had been blamed 
for the botched coup in Jakarta trickled 
down to the lowlands of east Java, severed 
heads and limbs began to appear along 
Pasuruan’s main road. Teams of Muslim 
boys, organised by Nahdatul Ulama, then 
one of Indonesia’s largest Islamic political 
parties, went after all the communist party 
members they could find. Armed with 
knives and bamboo stakes, they said their 
night raids were a jihad, a holy war. 

By November, the routine of the killings 
in the Pasuruan area had changed. Teams 
of army officers arrived to direct the purges 
as the killings moved up the slopes of the 
nearby highlands. In outdoor people’s trials 
in village after village, the accused com- 
munists, with shaved heads and thumbs 
tied behind their backs, were brought out 
to face their accusers. Those doomed were 
loaded on trucks and taken away to die. 

Thus went the sequence of grim events 
in this area of east Java, an area with one of 
the highest concentrations of killing in the 
1965-66 period. As many as 500,000 were 
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killed throughout the archipelago, but no 
one knows the exact number. It is common 
in today’s Indonesia for the massacre to be 
described as somehow inevitable: a violent, 
popular outbreak of hatred towards com- 
munists that had been brewing for years. It 
only needed the trigger of the coup at- 
tempt. In this version, embraced by the 
powers-that-be as the official version, the 
army is not to blame and could not have 
stopped the spontaneous killings. It was 
the army, according to the official version, 
that restored order and has maintained 
order ever since under President Suharto. 

But, as Robert Hefner's book makes 
dear, things were a lot more complicated. 
Rivalries and fears that pitted Muslim tradi- 
tionalists in Pasuruan’s lowlands against 
the more mystical Javanist Muslims who 
lived in the highlands played as large a role 
in the killings as class hatred and ideology. 
Once fear exploded into violence, the army 
masterfully harnessed the killers for its own 
ends — the takeover of the country. 

Hefner, an anthropologist at Boston 
University, is interested in theories of ex- 
planation: how political and economic 
change occurs, how modernity entwines 
with tradition, and whether class or religion 
or ethnicity are the keys to understanding 
change. When it comes to und i 
modern Indonesia, the attempt to unravel 
what happened in 1965-66 is crucial. Hence, 
Hefner's reconstruction of how the violence 
unfolded in the Pasuruan region forms an 
important part of his rich portrait of political 
and economic change in the Tengger High- 
lands of east Java. 

Twenty-five years after the killings there 
are more and more Indonesians dissastified 
with the official version of the story. Out- 
side Jakarta, next to the well where the 
bodies of generals kidnapped in the coup 
were dumped, stands a glass-enclosed 
diorama depicting what the government 
says happened there: life-sized wax gener- 
als, blood dripping from their wounds, are 
surrounded by men in fatigues with red 
neckerchiefs and communist women in 
sarongs with flowing hair. This scene is 
central to the official version, which is that 
the communists were the masterminds of 
the coup, and their action provoked the 
spontaneous mass killings. The diorama 
points to the difficulties of separating his- 
tory from hagiography. 

The Indonesian Killings is an attempt to 
begin just such a separation. It is the best 
compilation to date of what is known and 
not known about how the killings started, 
who carried them out and why. It includes 
a fine introduction by Robert Cribb, who 
teaches at the University of Queensland, as 
well as translations of Indonesian journa- 
lists’ reports of the killings and studies by 
Indonesian scholars of the reasons behind 
the rural violence in central Java and Bali. 
This book and Hefner's may make future 
historians’ task a biteasier. ™ Margaret Scott 





By Doug Tsuruoka and Michael! Vatikiotis 
: in Kuala Lumpur 


alaysia’s Prime Minister, Datuk 
Seri Mahathir Mohamad, is a 
forward-thinking politician who 
is peering harder than ever into 
his crystal ball. In March, he invited his 
countrymen to share his “20/20” vision of a 
Malaysia that will become a fully developed 
nation by the year 2020. And in the next 
few weeks, his vision will take a step doser 
-to reality when the Malaysian Government 
unveils its programme to replace the New 
_ Economic Policy (NEP), which has domi- 
_ nated the country’s political economy since 
_ 1970 and expired at the end of last year. 
The achievement of his plans will de- 
_ pend most of all on the finance minister, 
‘Datuk Seri Anwar Ibrahim, who was 
-chosen to succeed Datuk Daim Zainuddin 
in March. Anwar has the job of steering the 
economy along the path mapped out for it 
by Mahathir. If the new finance minister 
Succeeds, he could well take over as prime 
minister when Mahathir eventually decides 
to step down. It will then be Anwar’s vision 
‘that will guide Malaysia towards national 
affluence. 
oe The job of economic helmsman is the 
“most difficult Anwar has undertaken. At 
the age of 43, Anwar is a consummate 
- politician, but his knowledge of economics 
and finance is hardly extensive. His two 
predecessors, Daim and Tunku Razaleigh 
‘Hamzah, both had long experience in busi- 
ness before taking up the finance portfolio, 
while the new finance minister entered 
politics almost immediately after leaving 
university. This may force Anwar to rely 
- more heavily on his officials than Daim did, 
_ but he may also build up his own group of 
advisers independent of the bureaucracy. 
_ The strongest influence on his economic 
thinking, however, is likely to be the prime 
Anwar’s work as finance minister has 
begun by putting the final touches to two 
important economic blueprints. In June 
comes the successor to the NEP called the 
Outline Perspective Plan for 1991-2000, 
which will set guidelines for the overall 
economy and targets for the racial distribu- 
tion of wealth in Malaysia. This will be aug- 
"tented in July, when the government is- 
. Sues its Sixth Malaysia Plan, which contains 
its spending and development program- 
mes for the five-year peii ending in 1995, 
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a focus 


Details of these documents have not 
been disclosed, but both will bear the inde- 
lible imprint of Mahathir, who feels that 
greater efforts must be made to increase 
the economy’s efficiency for the sake of 
all Malaysians, not just economically dis- 
advantaged bumiputras, or indigenous 
Malays. Mahathir says, “This must be a 
country that is ethnically integrated, living 
in harmony with full and fair partnership.” 

Mahathir’s stress on rapid economic 
development — at the expense of the redis- 
tribution of wealth in favour of bumiputras 
— signifies an important shift in govern- 
ment policy. The NEP, which emerged in 
the aftermath of Malaysia's 1969 race riots, 
attempted to eradicate the social distinc- 
tions which identified race with economic 
function and to guarantee Malays a larger 
share of the nation’s wealth to match their 
political power. 

One reason for the shift is that the NEP 
went a long way towards achieving its aim 
of placing 30% of the country’s corporate 


ich in 30 years 











equity in the hands of Malays. About 25% 
of outstanding shares and assets were in 
the hands of bumiputras in 1990, against 
less than 3% in 1970. 

The change of tack may also be de- 
signed to placate ruling National Front 
members like the Malaysian Chinese As- 
sociation. The party fought to have its re- 
commendations for a post-NEP policy 
adopted by the National Economic Consul- 
tative Committee (NECC), a multi-racial 
group set up to advise the government on 
how to replace the NEP. In the end, the 
advisory body had such difficulty reaching 
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Anwar’s task is to put flesh on Mahathir’s economic plans 


a consensus late last year that Mahathi 
went ahead with his own plan. 

Mahathir is also tacitly recognising wha 
critics have long maintained: that the NEP’ 
concentration on racial matters has give 
an edge to politically tied, but economicall 
incompetent, individuals who have exploit 
ed the plan for their own ends. The exist 
ence of this elite has made it all the mon 
difficult to redistribute wealth among thi 
lower-income that comprise thi 
backbone of the party’s electorate. Whik 
the overall 30% bumiputra ownershij 
target will be preserved, Mahathir is nov 
emphasising the notion of a 30-year hori 
zon for accomplishing this goal rather thar 
a shorter time span. 

But one problem the government face 
is to put some flesh on Mahathir's ambiti 
ous development ideas. Long on rhetori 
and short on substance, it relies chiefly or 
a moralistic appeal to all Malaysians t 
achieve its aims. 

Only where Mahathir calls on Malaysi; 
to become a contributor as well as con 
sumer of technology and a “prosperou: 

iety” with an economy that is full 
competitive, dynamic and resilient, does he 
refer directly to economics. He does no 
even define exactly how rich he would like 
Malaysia to be in 30 years’ time. If living 
standards rose by 4% a year — somewhai 
less than the rate achieved in 1987-90 — pe: 
capita GDP in 1990 prices would be 
US$7,380 by 2020 against US$2,277 lasi 
year. More details are expected to appear 
when the Outline Perspective Plan and 
Sixth Malaysia Plan are published later this 
year, but it is clear that to sentiment 
alone will not enable Malaysia to reach the 
status of an advanced nation. 

While Mahathir has played the role of 
theoretician, the job of translating words 
into action will fall to top officials like 
Anwar. On the face of it, the finance minis- 
ter has a reasonably strong foundation or 
which to build a rich economy by 2020. 

Having recovered from its 1985-87 
trough, Malaysia's real GDP expanded at an 
average rate of over 9% a year in 1988-90, 
The Finance Ministry predicts that econo- 
mic growth will slow to an untroubling 8% 
this year, largely due to a decline in demand 
for Malaysia’s exports from its main trading 
partners, the US, Japan and Europe. 

Consumer prices rose only 3.2% last 
year, and both foreign and domestic in- 
vestment are booming. According to the 


ROMAY aad 






_ Malaysian Industrial Development Author- 
_ ity, the level of approved foreign invest- 
== ments nearly doubled to M$17.6 billion 
_ (US$6.4 billion) in 1990 over the previous 
_ year. In addition, the government is in 
- the midst of a sweeping programme to 


-< privatise major public-owned enterprises in 


-< an effort to put them on a more competitive 
. Scratch deeper, however, and cracks 
_ begin to appear. The nation’s infrastructure 
and workforce is not being upgraded at the 
rate needed to absorb the foreign invest- 
ment. Although the government is ex- 
pected to increase its spending on ports, 
roads and technical training under the Sixth 
Malaysia Plan, it is far from clear whether 
such steps can keep pace with economic 
growth. The labour shortage, which is at its 
most acute in manufacturing, is forcing up 
wages and stoking inflation. 
Unless steps are taken to take some of 
the steam out of the economy by keeping 
lending and government spending under 
control, inflation could rise above the pre- 
dicted level of 4.5% in 1991 and continue to 
increase steadily. 


here is a.-question, too, about 
whether. the Malaysian Govern- 
ment will have the money to pay 
for all the necessary infrastructure 
projects. Government revenue grew by 
only 0.6% for every 1% growth in the econ- 
omy in the 1980s, half the rate in the pre- 
vious decade. This occurred because big tax 
breaks were granted to companies and tax 
rates on individuals’ incomes were slashed. 
Anwar will have to diversify sources of rev- 
enue, possibly by introducing a value- 
` added tax, and he will have to hold down 
current public spending to divert cash to 
capital projects. 

Malaysia’s dependence on export mar- 
kets outside the region also continues to 
make it vulnerable to downturns in the 
West and Japan. Some fear that Malaysia’s 
economic boom could be throttled unless 
the international economic outlook im- 
proves soon. 

The slowdown in the world economy 
has already led to a deterioration in the 
country’s trade surplus. Malaysia’s mer- 
chandise trade balance fell to M$1.9 billion 
last year, down sharply from the M$6.96 
billion posted in 1989. Another reason for 
the deficit — capital-goods imports — will 
stand the economy in good stead. The Fi- 
nance Ministry expects the current-account 
deficit to widen to US$4 billion in 1991 from 

_ US$3.3 billion last year. 

- Economists are also concerned about 
large-scale capital flight from the country. 
“Repatriation of profits and dividends over- 
seas has been rising at an annual rate of 
29% since 1987 to M$5.8 billion — account- 
ing for more than one-fifth of total ser- 
vices payments. Although Malaysia con- 
tinues to have one of the fastest growing 
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economies in the world, the value of its cur- 
rency has declined to its lowest level 
against the US dollar since 1971. It fell to a 
19-year low of M$2.79 against the US cur- 
rency on 28 March, though it recovered 
later. 

The capital outflow stems from Malay- 
sia’s low interest rates and current-account 
deficit which is exerting downward pres- 
sure on the Malaysia dollar. Domestic in- 
vestors are investing profits overseas al- 
most as quickly as they are earned. This re- 
flects scepticism about the long-range out- 
look for political stability despite the im- 
provements in race relations since 1969. 

The exodus of capital is crimping 





















grouping can be achieved. 
Just as important for Malaysia's 
nomic future will be the eventual impact 
Singapore’s regional growth-triangle 
posal. What began as a logical tie 
tween Malaysia’s Johor state, Indonesia’ 
Batam Island and Singapore, is now being 
envisaged as an industrial belt running the. 
length of the western side of the peninsula. 
For Singapore, Malaysia's headlong” 
rush towards NIC status is a threat to the 
land republic's position as a regional service 
centre. There are those on both sides of 
the causeway who see a re-casting of their 
historically integrated economies: as 
only way for Malaysia and Singapore to de- 











domestic investment and could slow over- 
all growth. Sound monetary and fiscal 
strategies need to be taken to ensure that 
Malaysia’s economy stays on track. This 
means that Anwar must undertake further 
cuts in government spending, further re- 
duce the size and cost of the civil service 
and continue to privatise government- 
owned companies, such as the railway net- 
work, the water utilities and numerous 
local state enterprises. 

The management of the economy will 
depend as much on factors largely outside 
the control of the Malaysian Government, 
hinging on macroeconomic factors affecting 
the whole of Asean. 

The achievement of Mahathir's vision 
depends heavily on Asean’s ability to build 
a strong regional market which can cushion 
Malaysia against the effects of protec- 
tionism outside Southeast Asia and a possi- 
ble loss of aid from major countries. 

Mahathir’s proposed East Asian Eco- 
nomic Grouping, first suggested last De- 
cember, appears to address some of these 
concerns by envisaging the formation of a 
sophisticated and interdependent Asian 
market rivalling any in the West today. 
However, given staunch opposition to the 
idea in some regional quarters, it is still far 
from clear whether such an economic 
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velop comfortably side by side. o 
Malaysia will also have to rely heavily 
on its ability to develop a superior work- 
force and to help the economy stay ahead 
of larger, less advanced neighbours. One 
sign that the government is aware of 
was the recent decision to re-emphasise — _ 
and in some cases revive — the English lan- 
guage as a primary medium of instruction 
in schools. The standard of English has 
been maintained in urban areas, but there 
are serious concerns about the decline of 
English teaching standards in rural areas, 
where the bulk of the workforce is drawn _ 
Another expression of lasting economic _ 
maturity will be Malaysia's ability to pro- 
mote its own investment overseas. Here 
the government has taken the unique step 
within Asean of setting up a ministry for in- 
ternational trade. Business sources say that 
among the ministry's current concems is to. 


Authority is exploring the possibility of re- 
locating certain labour-intensive industries 
in Vietnam via joint ventures between 
Malaysian and Vietnamese partners. “It's 
our turn to look at labour-intensive pos- 
sibilities overseas,” a businessman in Kuala 
Lumpur says. 


e 
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BUSINESS AFFAIRS | 


Finance Ministry tests Anwar’s principles 


Political springboard 


alaysian Finance Minister Datuk 

Seri Anwar Ibrahim has many po- 

litical faces. The man who will be 
responsible for launching the economy 
on Prime Minister Datuk Seri Mahathir 
Mohamad’s flight path has surprised sup- 
porters and opponents alike by his ability 
to cross the political fence when the need 
arises. 

The most celebrated example of 
Anwar’s penchant for looking after his own 
interests occurred in 1982, when he joined 
Mahathir’s United Malays National Organi- 
-o sation (Umno), the dominant party of the 
© naling National Front coalition. At the time, 


: he was a 34-year-old Islamic activist and a 
loud critic of the government. 


-o The ease with which Anwar can adapt 
to different political circumstances is what 
concerns. critics most about the finance 
© “minister. Because of this tendency, they be- 

“leve ‘he could have a negative impact on 
the government's ability to put the eco- 
“nomy on a more expansive track. 

It is all the more worrisome, some ana- 
lysts say, since Anwar has not been secre- 
tive about his ambition to use the country’s 
top finance job as a springboard to becom- 
ing deputy prime minister and perhaps 
even prime minister. 

These analysts argue that it would be 
better to have a non-politician at the helm 
of the Finance Ministry. They say this was 
a role partly played by Daim, who parlayed 
his close ties with Mahathir to minimise 
cabinet interference in economic matters. 

Anwar, who has a large following be- 
cause he strongly supports the bumiputra, 

or indigenous Malay, community, may not 
be as successful as Daim in resisting politi- 
cal pressures from other cabinet members. 
_ Moreover, the finance minister, who has a 
-degree in Malay studies from the Univer- 
sity of Malaya, has no financial training. 
Soon after joining Umno, Anwar was 
elected to a Penang parliamentary seat. He 
was also elected president of Umno Youth, 
the party’s young people’s arm, and ap- 
pointed deputy minister in the Prime 
Minister's Department. He was named to 
head the Culture, Youth and Sports Minis- 
try in 1983 and the Agriculture Ministry in 
1984. 


In contrast, Daim managed several com- 
panies, including Peremba, the state- 
owned property company, before becom- 
ing finance minister in 1984. Daim was also 
chairman of Fleet Group, Umno’s invest- 
ment arm, before moving to the Finance 
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Certain patterns by Anwar are already 
emerging, especially a reliance on bureau- 
crats for advice. “He is nervous about mak- 
ing any decision regarding financial mat- 
ters,” a source close to the finance minister 
says. 

Notables! Anwar apparently has the 
courage to question some long standing 
policies initiated by Daim involving indus- 
trial privatisation and financial liberalisa- 
tion. Anwar says he especially wants to 
end Umno’s decade-long involvement in 
business through investment-holding com- 
panies because such activities are unethical. 











If Anwar follows through on this plan to 
dissolve Umno’s links to investment-hold- 
ing companies, he would be reversing a 
strategy that began in 1972 under former fi- 
nance minister Tunku Razaleigh Hamzah 
and nurtured by Daim. The practice was 
highlighted last year, when property com- 
pany Renong became the investment-hold- 
ing arm for Umno’s M$2 billion (US$725 
million) in corporate assets. 

Anwar's unclear position on Umno’'s 
business stategy, meanwhile, is sowing 
confusion in the party. In 1988, the party’s 
corporate assets were turned over to an as- 
signee in the wake of a court battle with 
party dissidents. But a perception persists 
that major stakes in three companies — 
Fleet, Hatibudi Nominees and United En- 
gineers Malaysia (UEM) — belong to Umno 
in all but name because they were transfer- 
red to Halim Saad, a former protege of 
Daim who has close party links. 

Some analysts are not convinced by 
Anwar’s statements on the subject. This 
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camp points to growing evidence of a 
clique of businessmen acting on the finance 
minister's behalf. Most attention is being fo- 
cused on two companies: Setron and Idris 
Hydraulic. 

Setron is headed by Syed Mohamad 
Syed Murtaza, a top official of Umno’s 
Penang party branch that serves as 
Anwar’s political base. Mohamad is also 
a director of Yayasan Bumiputra Pulau 
Pinang, a party foundation linked to 
Umno’s Penang branch, Anwar served as 
the chairman of the yayasan, which pro- 
vides assistance to the bumiputra com- 
munity, until his appointment as finance 
minister. ET 

Idris Hydraulic, a financial and manu- 
facturing company, is headed by Ishak Is- 
mail, another Umno official from Penang 
and close friend of Anwar. The company 
was controlled by supporters of Semangat 
‘46 opposition leader Razaleigh until its Jan- 
uary takeover by individuals linked to 
Umno. Analysts say the takeover was. en- 
gineered by Daim to benefit Anwar’s sup- 
porters. 

Setron and Idris Hydraulic officials have 
since disclosed: potentially lucrative busi- 
ness arrangements with other companies in 
which they are alleged to be representing 
Anwar. But sources close to these com- 
panies say these officials may be acting 
alone and without Anwar's knowledge. 

Officials at the companies also allege 
that Umno officials — though not necessa- 
rily Anwar — are involved in restructuring 
plans designed to make the concerns ‘more 
profitable. Analysts say the fund-raising 
needs of Umno’s Penang branch may lie at 
the heart of such business entanglements. 
Although Penang is controlled by Parti 
Gerakan Rakyat Malaysia, a National Front 
coalition member, Umno's ability to raise 
funds in the state is reportedly hampered 
by the local party, which monopolises con- 
tributions from the large ethnic Chinese 
population. 

The issues surrounding Anwar and his 
willingness to pursue independent strate- 
gies are sure to affect Mahathir's- eco- 
nomic blueprint for the future. It is too early 
in the finance minister's tenure, however, 
to determine the extent of this impact. 

The finance minister's critics fear that he 
will put politics before economic principle, 
jeopardising growth. But economists point 
out that the tracks of Malaysia’s economic 
policies run deep and are not easily re- 
versed. 

Economists note that many of the 
policies enacted by Daim as finance minis- 
ter to end the country’s recession in the 
mid-1980s were drawn up by civil servants. 
Anwar’s lack of training in economic mat- 
ters is likely to make him even more depen- 
dent on the ise of bureaucrats. “The 
top rang of the civil service in this country 
is still damn good,” an economist says. 

@ Doug Tsuruoka 
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FINANCE 


_ Tokyo public firms pressured to raise dividends 


By Anthony Rowley in Tokyo 





ry aking its cue from the Japanese Fi- 
nance Ministry, the Tokyo Stock 
? Exchange (TSE) is doing the nearest 
“thing it knows to getting tough with listed 
“companies over their paltry dividend pay- 
out levels and lack of disclosure to share- 
holders. 
"TSE president Minoru Nagaoka last 
month lectured the country’s principal 
. business organisation, Keidanren, on the 
need for member companies to pay more 
respect to their shareholders, traditionally 
an under-class in Japan. 

Officials reject the idea that pressure 
from foreign shareholders has influenced 
their call for reforms. But the recently con- 
cluded Structural Impediments Initiative 
(si) negotiations between Japan and the 
US probably have had some effect. So, pos- 
sibly, have the tactics of US corporate raider 
T. Boone Pickens, who tried unsuccessfully 
to gain a seat on the board of Koito, a car 
parts maker, after buying a 26.4% stake in 
the firm. 

The stock exchange move appears to be 
part of a major official campaign to get di- 
vidends raised. TSE officials say that the first 
fruits may begin to appear as early as the 
end of this month, when Japanese com- 
panies announce results for the financial 
year ending 31 March. 

Concern on the part of the Ministry of 
Finance and the TSE is not entirely philan- 
thropic. Last year’s collapse of the Tokyo 
stockmarket caused major strains in Japan's 
financial system and the government, like 
the private sector, is anxious to see a return 
to financial stability. 

The failure of stock prices to recover 
more than a third of the ground they lost in 
the crash is being attributed partly to poor 
income prospects on equities. The low di- 
vidends are compounding the diminished 
outlook for capital gains on stockmarket in- 
vestments. 
` TSE officials say they are anxious to at- 
tract back into the stockmarket the smaller 
investors who used to provide much- 
needed liquidity. These investors have re- 
cently deserted the market either by selling 
shares or by redeeming investment-trust 
holdings. 

But the exchange is also clearly respond- 
ing to pressure from powerful institutional 
Shareholders such as Japanese life-assur- 

“ance companies which have threatened to 
sell stocks if companies do not raise di- 
vidend income. This threat cannot be taken 
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own some 13% of all listed stocks. 

Nippon Life has issued such warnings 
and Dai-Ichi Mutual Life has already 
started selling some holdings in companies 
with the lowest dividend payout ratios. 
A Dai-Ichi official recently asked the re- 
markably forthright question of Japanese 
companies, “how much longer is the wait- 
ing going to be” for higher dividend pay- 
outs? 

Even more significant, however, are the 
blunt statements issued by the Finance 
Ministry in recent months. The Securities 
and Exchange Council, which advises the 
ministry, formally recommended higher di- 
vidends nearly a year ago, but the language 
has become tougher since then. 

A Finance Ministry official commented: 


_ Giving little away | 





“Companies have to realise they are the 
ones driving investors away by keeping 
payouts low, thus decreasing the ability for 
fund-raising through the equity markets.” 
This echoes concern among stockbrokers at 
the depressed levels of new-issue activity in 
the Tokyo stockmarket since last year’s 
crash. 

A TSE official offered a slightly different 
version of this argument: “Japanese com- 
panies have been raising money at market 
values but their dividends are still based on 
par values,” he noted. This reflects the fact 
that Japanese companies have traditionally 
linked their dividend payout to the (typi- 
cally ¥50) par nominal value of shares 
rather than to either the market price of the 
stock or profits. 

The result is that the average dividend 
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> equal to the aggregate holdings of individ 








per share on all stocks listed on the TS 
section has risen from only aroun 
US cents) a share to just over ¥8 over | 
past 10 years, despite a massive rise 
overall profitability during the period. 

The average ratio of cash dividends 
corporate net income for all Japanese listed - 
companies stood at only 27.6% in 1990, lit- 
tle more than half the payout ratio of US 
corporations. The ratio has declined pro- 
gressively in recent years as corporate pró- 
fits have risen. E 

Average Japanese stock yields based on 
market prices are around 0.5% or roughly 
one-tenth of the yields available on US an 
some European stockmarkets. i 

While stock prices in Japan rose almost 
continuously for‘eight years until the end 
of 1989, when the Nikkei-225 stock average _ 
peaked at over 39,000, investors cared little 
about dividend payouts or yields. Now, 
however, the TSE says individual investors 
as well. as institutions are becoming “ine . 
come-oriented” again. Bena 

The Nikkei average has been in a trad- 
ing range of 26-27,000 for the past tv 
months, at a level where it threatens the 
capital adequacy of Japanese banks which 
count large stockholdings as part of their 
capital base. EE 
With 22% of all listed stocks; roughly 

















als, banks have a voice which has 
heeded by the stockmarket. o 
Japanese corporations have not tradi 
tionally paid much heed to these calls for _ 
higher dividend payouts. This is partly be- 
cause other non-financial companies repre- 
sent some 25% of total holdings and all 
companies hold shares in each other to ce- 
ment business relationships rather than to 
collect dividends. TERE 
However, with some financial institu- _ 
tions and individual shareholders growing 
restive, companies needing to raise fresh 
capital in order to finance large investment 
programmes can no longer afford such i 
difference. With the cost of new equity ca 
ital pushed sharply upwards by the Tokyo 
stockmarket collapse and corporate profi 
in Japan likely to reflect the recent economi 
slowdown, some companies are arguing 
that this is the worst time to respond to 
pressure to raise dividends. 
The TSE response to this is that if co 
panies would do more to cultivate shi 
holders now, through raising dividends 
and taking other measures, they would be _ 
more likely to be able to raise new capital 
on better terms in the future. . 
The exchange is also urging companies, 
through the Keidanren to give shareholders _ 
more information about what they do with 
that part of their earnings which is. not 
distributed by way of dividends. Share- 
holders could then at least make. their 
own judgments about whether the com- 
panies they invest in are using their money 
wisely. a 


to: be : 
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BUSINESS AFFA 






By Elizabeth Cheng and Michael Taylor 
in Hongkong and southern China 








: under increasing challenge from the emerg- 


ing cities of the Pearl River Delta. 
=». The scale of cross-border eco- 
_. nomic integration is already enor- 
| mous. At more than HK$400 billion 
(US$50 billion), trade between Hong- 
kong and southern China last year 
was not far short of the territory’s 
GDP of HK$490 billion. Throughout 
the 1980s, it seemed a relationship 
: made, if not mandated, in heaven: 
_ Hongkong as China's window on 
__ the world, Guangdong province as 
: the territory’s workshop. 

: But as Guangdong grows in af- 
_ fluence and industrial power, it is re- 
_ defining the relationship it wants 
>with Hongkong — viewing it now 
_ @8-a prospective partner rather than 
economic mentor. The provincial 
"government last year went so far to 













ECONOMIES 1 


_ Pearl River cities in partnership with Hongkong 


elta force 


try to make economic union with the terri- 
tory a plank in its current five-year plan. 
Although the concept was dropped as 
being too politically sensitive — without 
any public reaction by the Hongkong Gov- 
ernment — it was an indication that the 
province's leaders are planning a closer re- 
lationship much earlier than 1997. With the 
territory's colonial government appearing 
less confident and competent by the day, 
Guangdong’s forceful authority, combined 
with a willingness and ability to plan for the 
longer term, will doubtless have increasing 


Pearls of Guangdong 





importance for Hongkong: 
For Hongkong, the evolving. relation- 
ship offers opportunities as well as chal- 
lenges. With most of its labour-intensive in- 
dustries relocated to the mainland, particu- 
larly the Pearl River Delta, economists and 
bankers on both sides of the border believe 
that the future role of the territory lies pre- 
dominantly in. finance and services. 
“Hongkong will remain a major loan- 
syndication centre in. Asia: after 1997, 
primarily serving China.and the Southeast 
Asian region,” says: Shigeoki Togo, chief 
representative in Hongkong of the 
Bank of Japan. Guangdong econo- 
mist and policy planner Zhou Chuan 
says Hongkong: will become ever- 
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more important to China-as a capi- 

tal-raising centre, a: cœdependence 

he likens to that of lips and teeth. 
Hongkong’ investors in China 








have tended to concentrate on low- 
tech processing and. assembling. in- 








dustries, particularly electronics and 
toys, where cheap labour makes ex- 
port-only products competitive on 








world markets. But- last year, 

















Guangdong leaders stunned a.con- 
ference of Hongkong. businessmen 
by saying this was only a transitional 
form of cooperation. 

A growing number of Hongkong 








ECONOMIES 2 


: Guangdong Enterprises 


(commonly 





known as GD), the Hongkong-based com- 
mercial arm of the provincial government, 
has expanded its business rapidly over the 
past five years, within the province and in 
Hongkong. Its reported revenue last year 
of HK$25 billion (US$3.2 billion) was 150% 
up on the figure for 1987. 

By incorporating Gp in Hongkong in 
1981, the province was able to enjoy in- 
directly the tax breaks accorded to foreign 
investors. Without this notional status, 
cadres reckon the provincial economy 
would not have grown so quickly. 

GD restructured into a holding com- 
pany in 1986, claims 38 direct subsidiaries 
and 42 branch subsidiaries in Hongkong. 


Enterprising cadres 


This number, however, does not include 
the numerous affiliates set up by senior 
cadres, many of which were established 
without GD’s knowledge. GD also has 15 
outlets overseas, including trade and in- 
vestment companies in the US, Canada 
and Australia. In Thailand, it owns three 
trading companies and a hotel. 

About HK$10.4 billion of Gb’s business 
is derived from trade. Apart from being 
the sole agent for most of Guangdong’s 
native products, it has a near monopoly 
on group tours to Hongkong and is also 
involved in finance, transport, manufac- 
turing, construction and property. 

A subsidiary, Guangnan Hong, has 
become a major money spinner by sup- 


plying 60% of the vegetables and 90% of 
pond fish sold in Hongkong. Guangdong 
Tours organises six tours to Hongkong 
daily, totalling 200 people. The waiting list 
for these trips is six months. 

GD’s staff numbers around 2,000 — 
compared with about 40 in the early days 
— 700 of whom are believed to be cadres 
from Guangdong occupying senior and 
middle management positions. The rest 
are locally hired. 

According to sources, a major person- 
nel reshuffle is under way, affecting not 
only GD’s cadres but also those at other 
Guangdong outfits. Since 4 June 1989, Pe- 
king has tightened its grip on overseas 
cadres from Guangdong. 

Peking has demanded strict observa- 
tion of a rule limiting the stay: of cadres on 
work passes to a maximum of six years, 
except in special cases. The majority of 
GD’s mainland staff arrived in Hongkong 
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in the mid-1980s and are now reaching the 
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industrialists have already 
recognised. the changing na- 
ture ofthe _ relationship. 
Weaned on: export-process- 
ing contracts, they are tak- 
ing the plunge into joint ven- 
tures in increasing numbers 
— attracted by the obvious 
signs of a nascent. consumer 
market in Guangdong, and 
believing, like many ana- 
lysts that Chinese domestic 
consumption will replace ex- 
ports as the motor of the 
country’s development. 

By the year 2000, China’s 
GDP is expected to have at 
least quadrupled the 1980 
figure of Rmb 447 billion 
(US$85 billion), with demand 
for investment and goods 
rising as rapidly, if not more 
“ogo, than it did in the 1980s. 
Guangdong, too, expects to 
quadruple its GDP from Rmb 
20 billion in 1980. 

The Guangdong govern- 
ment policy is aiming to beef 
up the province's: indepen- 
dent distribution capacity. abroad, thus re- 
ducing its dependence on the Hongkong 
middleman. At the higher level, this is 
exemplified by the trading efforts of 
Guangdong Enterprises, the province's 
commercial arm in Hongkong. At lower 
county and factory levels, liaison offices 
and import-export companies are estab- 
lished, often using a Hongkong front man. 

Provincial and city-based conglomer- 
ates, most remarkably the Shenzhen Elec- 
tronics Group (SEG), are looking beyond the 
Hongkong horizon. SEG, which represents 
60% of Shenzhen’s electronics firms, has 





end of their stay. The recalling of many 
senior cadres may affect management effi- 
ciency in the short term, though their 
replacements, usually well-educated 
cadres in their late 20s, could offer an infu- 
sion of ideas, observers say. 

GD’s authority comes directly from the 
highest levels in the province. Its power to 
revoke work passes gives it a compelling 
influence over cadres. Only those who 
have obtained approval for emigration to 
Hongkong do not fall into its ambit. 

GD's management and company or- 
ganisation reflects the provincial set-up in 
Guangdong. Zheng Kangming, the 67- 
year-old chairman and a former foreign 
trade bureau chief of Guangdong, dou- 
bles as the group’s party secretary. 

The relationship between GD and its 

subsidiaries is based on the contract-re- 
sponsibility system in operation on the 
mainland. A subsidiary is to 
remit its profit quota — negotiated every 






bought a chain of 200 shops on the West 
Coast of the US, a strategic commitment 
more typical of such Hongkong-listed firms 
as Semi-Tech (Global). 

As Yi Zhengqiu of Guangdong’s Sys- 
tems Reform Office explains, the province’s 
aim is to gain leverage in negotiations with 
Hongkong entrepreneurs and ultimately to 
expand unilaterally to world markets, as 
SEG has done. Most of China’s transnation- 
als are owned by the central government. 
But Guangdong wants more of its profita- 
ble conglomerates, such as Baiyun Phar- 
maceuticals and soft drink maker Jianlibao, 


Pearl River Delta: state of the arteries _ 


to establish themselves overseas. 


Guangdong’s 





hopes of emulating : 


Hongkong’s business style and its eco- 
nomic liberalism face formidable political — 
and legal obstacles, however. China's legal _ 
system is chaotic and arbitrary, offering lit- 
tle recourse to the wronged investor and _ 
trader. Hongkong University law lecturer _ 
Edward Epstein says it is difficult to see how _ 
further economic progress can be made in 
China without proper legal protection. 

Shenzhen officials have even expressed _ 
hopes of a wholesale adoption of Hong- 
kong’s legal system, though the two sys- 





three years — to its administrative unit in 
Guangdong, which could be at the pro- 
vincial, city or county level. A percentage 
of the surplus is paid to GD as well as a 
percentage of subsequent growth. 

A substantial portion of GD’s earnings 
are reinvested in projects in the the pro- 
vince, of which some of the most high 
profile include steel mill projects in Can- 
ton and Shaoguan city (together worth 
US$100 million) and a US$80 million 
prawn-breeding project in Zhanjiang city. 
Since 1986, GD has invested US$500 mil- 
lion in more than 200 provincial projects. 

GD has a sizeable property portfolio in 
Hongkong, which includes five hotels — 
among them the recently acquired 
Ramada Inn — and prime residential and 
commercial sites. It floated part of its hotel 
assets on the Hongkong stockmarket in 
1987 through a shell company, now called 
Guangdong Investment, which is capi- 
talised at around HK$190 million. The 


listing is one of two in Hongkong directly -| _ 


related to the Guangdong authorities. 


The other public company, Wah Shing _ e 
Toys, is 23%-owned by Yue Xiu Enter- -| 
prises, the Hongkong-registered business | 


arm of Canton, the provincial capital. Be-. 


cause Canton and the Shenzhen and. |. 
Zhuhai special economic zones have |. 
been given autonomy by Peking, these `|- 
cities are not financially accountable to the | 
provincial government. In Hongkong, | 


Shenzhen is represented by Shum Yip 
Holdings and Zhuhai by Zhuhai Develop- 
ment Corp. 

Yue Xiu was one of several mainland 
companies in Hongkong which suffered 
heavy losses from stock and property 


speculation as a result of the worldwide of 
stockmarket crash in 1987. Yue Xiu’s res- | 


structured management is now attempt- 
ing to scale back its property exposure to 
one-third (from one-half) of its portfolio. 

a Elizabeth Cheng 


an. 
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_ Similarly, China’s emerging concept of land 

“ownership bears an uncanny resemblance 
__ to Hongkong’s colonial system of long-term 
land-use leases. 
=> Whatever the perceived hurdles, the 
_ economic development to some extent 
__ speaks for itself. During the 1980s, the pro- 
-vinc as a whole expanded by an average of 
-= 9% a year. The special economic zones of 
_ Shenzhen, now fashionably decried by 

_ Hongkong businessmen for its bureaucracy 
and corruption, officially averaged growth 
< of 500% a year during the decade. In a 
country where inertia and venality are the 
_ common currency of economic leadership, 
_ the provincial authorities have already 
| shown initiative and verve. 

a As a result, the Pearl River Delta has 
-< been transformed from a society of subsis- 
__tence-farming peasants to an industrial 
powerhouse. In 1978, 90% of Guangdong’s 
__. total output was derived from farming and 
_ 10% from industry. Last year, the propor- 
tions were reversed, with industry account- 
_ ing for Rmb 142.2 billion of the gross pro- 
__vincial output of Rmb 164.3 billion. 

_. Although only one-quarter of the 63-mil- 
lion strong provincial population live in the 
delta, it accounted for 70% of the province's 
total export and gross output last year. 
-Wages in the delta’s urban areas averaged 
- -Rmb 3,500 a year, above the provincial 
- -average of Rmb 2,900, while average rural 
wages were Rmb 1,600, compared with the 
"provincial average of Rmb.950. 

-o Statistics show that 66% of households 
_. in’ Canton, the provincial capital, now 
-enjoy disposable income of Rmb 7,200 or 
_ more a year, compared with only 7% of 
__ households in 1986. These statistics proba- 
___ bly grossly under-report the real level of af- 
_ fluence. Perhaps more telling are official fig- 
ures showing that 90% of households in 
_ Canton owned a colour TV last year, com- 
pared with 40% in 1986, and that 76% of 
_ families in the city owned refrigerators 
=- compared with 40% five years ago. 

; Signs of increasing prosperity abound in 
the cities. Modern three-storey trimmed 
houses, neon-lit restaurants and white- 
ashed factories now line highways. 
Cadres in newly created cities, such as 
Zhongshan and Foshan, spend time and 
money creating a pleasant environment for 
‘residents by zoning residential and indus- 
__ trial development and by planting shrubs 
-along highways and within the city. 

= Hongkong capital (including loans, 
“equity investments, remittances and dona- 
_ tions from businessmen and ardently 
wooed compatriots) has been crucial in 
helping. Guangdong attain a critical 
_ momentum during the 1980s. But the lucra- 
= tive symbiosis has been tempered with 
_ mutual mistrust and frustration. County of- 
_ ficials harbour the same suspicion and mis- 
trust of Hongkong’s city slickers held by 

-< provincials anywhere in the world. 























tems differ at a fairly fundamental level: 


: Trade ebbs = 
and flows 


While Hongkong Government statistics 
give a detailed picture of the extent and 
nature of Hongkong’s entrepot trade in- 
volving southern China, probably no- 
body knows for certain the true export 
picture for Guangdong province. 
Guangdong officials say industrial 
and agricultural output last year totalled 
Rmb 164.7 billion (about US$32 billion), 
of which about 36% was exported, 32% 
sold to other Chinese provinces and the 
rest consumed within the province. 
Guangdong officials say the pro- 
vince’s exports have grown from US$7.4 
billion in 1988 to US$10.5 billion last year, 
of which US$2.7 billion comes from 


Guangdong admit they had to fork 
what they ruefully term “school fees” 
in the early days of the economic collabora- 
tion when they were ingenuous victims 
of Hongkong wheeler dealers. Stories 
abound of second-hand equipment sold by 
Hongkong dealers at first-hand prices 
and of entire villages plunged into bank- 
ruptcy after borrowing heavily to set up a 
factory, only to be jilted by the Hongkong 
agent. 

Hongkong industrialists, meanwhile, 
resent the petty corruption of cadres and 
the forbidding amount of red tape encoun- 
tered in doing business in Guangdong. 


Ithough Hongkong remains the 

dominant foreign investor in 

Guangdong, as it is for most of 

China, its share of disbursed in- 
vestments has diminished from 77% of 
US$1.57 billion in 1986 to 63% of US$2.38 
billion last year. Non-Hongkong invest- 
ments tend to be more capital intensive and 
more technologically advanced. Thus, 
though Hongkong still accounts for 95% of 
all contracts signed, their proportion of ac- 
tual value invested is far less. 

And not all of Hongkong’s investments 
in China come from Hongkong-based busi- 
nessmen. Over the past three years in par- 
ticular, many Taiwanese and South Korean 
investors have been using Hongkong regis- 
trations as a flag of convenience to side-step 
the diplomatic freeze between their coun- 
tries and China. 

Guangdong officials estimate around 
2 million workers in the province are en- 
gaged by Hongkong operations, three 
times more than the industrial workforce in 
the colony. Hongkong investors are in- 
volved in more than 10,000 joint ventures 
and full subsidiaries in Guangdong. In ad- 
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k the Shenzhen special economic zone. Im- 


ports last year totalled US$16 billion, of 
which 70% went through Hongkong. 
Part of the problem with these figures — 
is that they represent not gross exports 
but revenue flows associated with export: 
ing. In particular, the authorities count. 
only the “processing fees” generated by 
foreign-invested and contracted export- 
processing plants which import all raw 
materials and export all manufactures. 
The authorities say these processing 
fees last year totalled US$660 million. 
This is a vast underestimate. County- 
level officials have every incentive to 
under-report these “fees.” In Dong- 
guan’s case, it appears the county cadres 
file reports on just under one-third of 
these fees to the provincial authorities. If. 
anybody knows the true figures, it is the ` 
county mayors, and they are not telling. 
However, Hongkong’s trade statistics 


dition, they source their products from 
20,000 processing factories. 

Nearly 60% of Hongkong’s re-exports to 
China last year were raw materials or semi- 
manufactures destined for. factories in 
southern China devoted wholly to export- 
ing, while 61% of Hongkorig’s imports 
from China came from: these factories. 

Some 80-90% of Hongkong’s electronic 
manufacturers have operations in China 
either in the form of joint-ventures with 
local Chinese enterprises, or through. sub- 
contracting agreements with village and 
township collectives, said’ Hongkong 
Electronics Association executive director 
Charles Chapman. These companies con- 
tinue to be headquartered in Hongkong, 
employing a dozen or so management staff 
to take care of accounting, marketing, pack- 
aging and design. 

An estimated 50,000 Hongkong resi- 
dents cross the border every day to manage 
factories in south China. Somewhere along 
the way, they pass cadres travelling in the 
opposite direction, to visit their Hongkong 
trading arms or, perhaps, to check on their 
property investments. 

The border will become even more por- 
ous as lifestyles in Hongkong and Guang- 
dong converge. An increasing number of 
Hongkong residents are already attracted 
to newly built apartments: in Shenzhen 
which fetch about one-third the price. of 
flats at the lower end of the Hongkong re-' 
sidential market. The already keen interest 
of Guangdong cadres in the Hongkong 
property market will doubtless intensify. 

The momentum  gained-in the 1980s 
will extend in the 1990s. In. the next five 
years, Guangdong is planning for a 7.5% 
annual growth, compared with an average 
of 9% a year in the 1980s. Provincial cities 
such as Foshan,.Zhongshan and Shenzhen 
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_. show that re-exports from China through 
E T and back to China totalled 
-< HK$14 billion in 1990, about 6% of re-ex- 
ports through Hongkong from China. 
‘The simplest explanation for the size of 
this trade lies in the tax privileges granted 
_ to expo -processing plants. Exporting 

their goods to "Hongkong, and sub- 

itly re-importing them legally or il- 
reserves their trade privileges. 
year, China's exports through 
g totalled HK$240.4 billion. By 
largest market was the US, which 
ught HK$81.6 billion of these -exports 
and ran up a HK$71.4 billion trade def- 

ict. China enjoys trading privileges 
under Washington's most-favoured-na- 

tion status, though this is renewable on 
: an annual basis. The trade status is. cur- 
_ rently. being re-considered by the White 
“House, which is under pressure from a 
Congress dissatisfied with Peking’s 





















are setting targets of 12-13%, but even 
these, local cadres believe, underestimate 
the likely strength of growth. 

To service this growth, Guangdong 
plans to invest heavily over the next five 
years in infrastructure and raw materials, 
which proved woefully inadequate during 
the boom years of 1987-88. The province ex- 
pects to spend Rmb 20-30 billion on roads, 
bridges, railways, power plants and ports; 
Rmb 1.4 billion on iron and steel works; 
and Rmb 20 billion on petrochemical 
plants. Most of the finance for the 
overseas input for these schemes 
will be raised in Hongkong through 
foreign investments, concessionary 
loans and bond issues. 

These projects are aimed at 


human-rights record and mushrooming 
bilateral trade surplus. 

Miscellaneous manufactures account 
for HK$24 billion of these exports. Rather 
implausibly, southern China’s HK$15 bil- 
lion worth of clothes exports to the US 
were dwarfed by Hongkong’s total of 
HK$33.9 billion. Other large exports from 
China were shoes (HK$9 billion), tele- 
phones and audio equipment (HK$8.4 
billion), and electrical machinery (HK$6.4 
billion). 

If the US forms the biggest market for 
southern. China’s exports, its imports 
from the US are probably larger than the 
HK$10.3 billion officially captured in the 
figures. More than half of Hongkong’s 
HK$52.7 billion imports from the US are 
industrial inputs: HK$20.6 billion in 
machinery and transport equipment, 
HK$6.1 billion in chemicals and HK$1.9 
billion in raw materials. = Michael Taylor 


the delta where wages and rents are rising. 
Guangdong’s eighth five-year plan calls for 
the richer cities in the delta and along the 
coast to support the poorer inland and 
mountain areas, and road-and-rail links are 
being improved to open up the more inac- 
cessible parts of the province. 

Hongkong manufacturers already 
complain of the delta’s rising overheads. 
Nevertheless, it remains one of the 
cheapest areas in Southeast Asia, with 


Entrepot economy 





i 
Retained | i 


a 70% profit margin, against 20% in 1 Hon 
kong. : 
“Even if overheads were to rise by 30% 
in Guangdong, Hongkong manufacture 
can still afford it,” says Vincent Chen 
a senior manager at the Hongkong: Bank 
Alternative locations such as Indonesia and _ 
the Philippines are plagued with infrastruc- _ : 
tural problems and “inefficient corruption,” 
which Cheng defines as bribery without re- 
sults. z 
If Hongkong provided the seed-com fa 
Guangdong’s industrialisation, equally cru- 
cial to the province’s economic achiev 
ments has been the extent of independent 
and local initiatives. The emergence of local 
self-help and individual aspiration explains _ 
much about how and why the province has _ 
developed so rapidly. a 
The successor to collectivisation, which i 
was abandoned in the late 1970s, isa sys- 
tem in which peasant households are ex 
pected to meet production quotas set by the 
state but are otherwise free to supplement 
their incomes by working in factories. Most _ 
of the full- and part-time factory workers — 
join collective enterprises: businesses. _ 
owned by the local county and village ad- 
ministrations, the immediate successors to. 
communes and production brigades, ànd 
often run by the same leaders. ; 
The most important implication of the 
system is that the fruits of economic deve- 
lopment are kept at the local level rather _ 
than funnelled away to far-off financial 
centres. If a factory is making money, a fair _ 
proportion of that money stays within.the _ 
village, where it can be spent not 
£ only on infrastructure to service the 
“= business, but also on local schools, _ 
hospitals or housing. 
Competition for 














invèstmeni 


Hon ongkon ong) among the counties and cities of the — 


delta, each of which works to estab- 





boosting Guangdong’s export 


imports | balance* 


lish its own industrial and economic _ 





capabilities and improving its lin- 


identity, leads to duplication. of | 





kages not only within the province 


effort. Competition for. foreign | 





but also with Hongkong. Many 


investment means counties and 





Hongkong businessmen are ex- 


cities within Guangdong work at 





pected to participate in those pro- 





differentiating themselves, ex- 








jects, including tycoons Gordon Wu, 








Henry Fok and Lee Shau-kee. Col- 
laborating with them will be a 
_ number of Hongkong-incorporated 
mainland companies and interna- 
tional banks. 

Guangdong’s advantage over. 
Hongkong in the future may be in its coor- 
dinated, long-term planning, which has 
shown itself to be flexible enough to accom- 
modate the grassroots initiative which 
forms the foundation of the province's de- 
velopment. With a Hongkong facing a 
change of government in 1997, an absence 
of coordination with the Guangdong’s 
emerging economy leaves the territory vul- 
nerable to mainland advances. 

The province's leaders plan to shift low- 
‘tech processing further inland, away from 
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wages starting from around Rmb 150 a 
month in some parts, and kept low by the 
hundreds of thousands of job-seeking mi- 
grants who arrive every spring from other 
provinces. 

As a proportion of overheads, the la- 
bour component varies from product to 
product. For example, it accounts for 
around 30% of the cost of making transistor 
radios but only around 5% for computers. 
A Guangdong economist estimates that, on 
average, Guangdong-processed goods offer 
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plaining their various attractions to 
potential investors. Thus, Huizhou's _ 
ability to attract a US$1. billion 
investment by the US-based. Ca 
maker Panda Motor Corp. t 
aroused the admiration and ¢ envy ol 
its neighbours even though the car 
and van assembly project is encountering 
difficulties. a 

Richer counties are encouraged to sup- 
port poorer ones through joint develop- 
ment projects and the exchange of re. 
sources. Such efforts to raise general living _ 
standards augur well for the emergence of _ 
an evenly developed market at Hong- 
kong’s doorstep. In learning the lessons 
of Hongkong’s success, Guangdong may 
eventually absorb its neighbour's oe ; 
into its own. i 
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Guangdong plan puts emphasis on transport links 


The way ahead 


eighth five-year plan are transport, 

raw materials and technical upgrad- 
ing. This indicates a voracious appetite for 
investment funds, estimated at Rmb 20-30 
billion (US$5-6 billion) in the next five 
years. At provincial level, the plan is to fi- 
nance one-third of infrastructure spending 
through foreign investment and soft loans 
from multilateral agencies such as the 
World Bank. The rest is expected to be 
raised through loans from state banks and 
through issuance of city and enterprise 
bonds. 

The county authorities in the delta 
will probably have no difficulty in rais- 
ing money for their favourite projects, 
all of which seem to consist of indepen- 
dently financed local roads, power stations 
and ports. The authorities can easily 
manipulate the local banking system to 
raise cash for infrastructure projects. 
“Bonds” are issued simply by offering 
“power station accounts” yielding slightly 
above-par rates of interest. Oversubscrip- 
tion is virtually guaranteed, say local 
cadres. 

The availability of finance explains why 
the provincial authorities are explicit on the 
details of domestically funded projects such 
as roads, rail and power stations, but 
sketchy on heavy-industry projects which 
will rely more on foreign investment. 

The spine of the province will be the 
Shenzhen-Canton superhighway, the con- 
struction and finance of which is being 
managed by Gordon Wu's Hopewell Hold- 
ings. It is due to arrive at the outskirts of 
Canton in mid-1993. However, Canton’s 
planners are keen to point out that this 
forms only the initial stretch of the 
superhighway, with extensions envisaged 
running to Zhuhai near Macau and 
Huizhou in the east. 

In theory, Hopewell’s highway will be 
met at the outskirts of Canton by a 60-km 
ring road which will circumvent the poten- 
tial traffic nightmare in Canton. To date, 10 
km have been completed, and Hongkong’s 
New World Development has signed a 
US$130 million contract to build a further 20 
km. 

Canton’s authorities hope it will be com- 
pleted within the five-year plan and 
perhaps, pushing optimism to its limits, 
within years. However, it is far from 
clear how New World, which already car- 
ries about HK$9 billion (US$1.2 billion) in 
debt, will squeeze another hefty loan from 
the Hongkong banking system. 


Ts watchwords in Guangdong’s 


Meanwhile, Canton’s metropolitan au- 
thorities are hoping to keep traffic growth 
down to 5% a year. Planning officials say 
the urban road network will be improved 
through the building of more new flyovers 
and pedestrian crossings. The linchpin of 
its traffic blueprint is a 1,000-m cross-river 
tunnel connecting the commercial district 
on Shamian Island to residential Fangchun 
on the other side of the Pearl River tribu- 
tary. The tunnel is to be completed next 
year. 

In the strategy plan, the road running 
from Canton to Zhongshan is to be ex- 
tended to Jiangmen in the west. In the east, 
a major highway is already under construc- 
tion to link Shenzhen to Huizhou, and 
eventully to Shantou at the accessible east- 
ern tip of the province. 

A car-ferry linking Nansha in Panyu 
county to Humen in Dongguan city, jointly 
financed by low-profile Hongkong tycoon 
Henry Fok, Lee Shau-kee of Henderson 


vow 





. P 


Rail links to open up remote areas. 





Land and Guangdong Enterprises, opened 
at the beginning of May. This ferry should 
halve travelling time to the west delta, by 
removing the need for traffic to struggle 
through Canton. 

Two major rail extensions are envis- 
aged, linking Shantou to Canton and on to 
Zhanjiang in the west. These will improve 
access to the less-developed regions in both 
the extreme east and west of the province. 
While work on the Canton-Meixian-Shan- 
tou track will be started within the five-year 
period, the line, costing Rmb 2-3 billion, is 
not expected to be completed until the year 
2000. The province hopes to attract World 
Bank loans for this project. 
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Work on the Canton-Maoming-Zhan- 
jiang line has already begun and this is ex- 
pected to be finished by next year. The 
Canton-Shenzhen railway line will be up- 
graded to accommodate high-speed (180 
kmh, claim provincial officials) traffic, with 
the improvements being funded out of the 
railway’s retained profits. 

What will happen when it reaches the 
Hongkong border, however, is not known, 
because Hongkong’s rail development 
plans have fallen victim to the fiasco sur- 
rounding the port and airport development 
strategy. A freight line linking Shenzhen to 
Hongkong’s Kwai Chung port, though 
technically difficult, looks to be an expen- 
sive necessity if Hongkong is to keep pace 
with the probable increase in cross-border 
trade. 

As part of its industrial strategy, Guang- 
dong intends to boost electricity-generating 
capacity from 8,500 MW to 15,000 MW 
within the next five years. A second nuclear 
power plant is proposed to supplement the 
Daya Bay facility under construction. 

To complement the thriving light indus- 
try and provide it with raw materials, a 
number of iron and steel mills, as well as 
petrochemical projects, are envisaged. 
How many materialise will depend largely 
on the interest of foreign investors. 

Guangdong Enterprises, the province's 
commercial arm in Hongkong, is planning 
to invest US$20 million in the building of a 
steel plant at Shaoguan and another US$80 
million in upgrading an existing steel plant 
in Canton. About Rmb 20 billion needs to 
be raised for three polyethylene plants with 
a combined output target of 900,000 tonnes. 
These will be located in Huizhou, Mao- 
ming and Canton. 

A Rmb 3 billion oil refinery is being 
planned at the city’s outskirts in a collabora- 
tion between city authorities and China's 
Petroleum Refining Ministry and other cen- 
tral ministries, a city official says. 

Under the five-year plan, the govern- 
ment will put greater emphasis on higher- 
end assembling and manufacturing. Car as- 
sembly in the form of the French-financed 
Peugeot joint venture in Canton, the US-in- 
vested Panda Motor Corp. in Huizhou and 
Guangdong’s own Three Stars trucks is 
seen as the centrepiece of Guangdong’s in- 
dustrial drive. 

In the electronics sector, this will mean 
manufacturing components such as TV 
tubes, compressors, refrigerators and tele- 
phone exchanges. In the construction sec- 
tor, the stress will be on more upmarket 
materials such as aluminium frames and 
mosaic tiles. 

Thus, Guangdong’s strategy is ulti- 
mately to cut down its reliance on imported 
parts and to boost the production of goods 
in high demand in the domestic country- 
wide market, such as cars, electronics and 
telecommunications systems. 

m Michael Taylor and Elizabeth Cheng 
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INVISIBLE HAND 


49ers beat minors 


Stop worrying about Super 301. Ignore the MFN debate. Forget the Fed. If you want 
to see the future of trade with the US, look at the chart below of the numbers of 
Americans between the ages of 25-34. 

This is not just the flip side of the table recently featured in this column (REVIEW, 
18 Apr.), which put the Middle East in general and Iraq in particular at the top of 
the world’s “virile, fertile and ready to die” league. It is also the flip side of 1980s 
America, when maturing boomers went on a spending spree. 

To readers of lucky, and unlucky, numbers, the table below means: buy US dol- 
lars and US bonds; sell Mw futures and Californian condos. 

Compared with other industrialised countries, the long-term demography of the 
US is quite promising. While most of Europe, Japan and now even parts of Asia are 
headed rapidly towards zero population growth (Germany is there already), the US 
population continues to expand at around 1% a year. 

Indeed, thanks to pro-immigration policies, its numbers are now growing faster 
than Taiwan, Singapore or Hongkong. The age distribution of the US population is 
also better-balanced than those Asian countries which experienced dramatic birth- 
rate declines starting in the mid-1960s. 

A decade or so after the end of the US post-war baby boom came the Asian NIC 
population “bust.” By 2010, much of East Asia will start to be in worse demographic 
shape than the US — and without an immigration tradition to build on. 

But the problem for sellers of consumer goods, housing and their handmaiden, 
debt, in the US market is that in the next 10 years, population growth will be solely 
concentrated in age brackets above 34 years old. Those in the 25-34 age group — the 
ones most prone to feverish consumption and the main group for new household 
formation — will actually decline by a hefty 1.7% a year. Meanwhile, the age group 
with the highest propensity to save — those from 45 to 54 years old — will grow by 
an even more dramatic 3.9% a year. 

All this points to lower consumption, higher household savings, lower house- 
hold formations and lower real interest rates in the US. Some social changes may 


» occur to upset demographers’ predictions, 
Me ee a eg but much is inevitable. 


accumulate debt on a unprecedented scale 
Million will have to be replaced by a proclivity to 
45 save. The last decade saw rapid employ- 
40 ment as well as consumption growth in the 
US, but low productivity gains. Now, a 
35 sharp decline in entrants to the US labour 
force should combine with a falling cost of 
30 capital — as savings rates rise — to boost 
productivity. 
3 There will still be some overall growth in 


the US labour force, but in the absence of a 


20 
1950 1960 1970 1980 1990 2000 igrati i 

; surge of illegal migration, this should be 
Note: Figures after 1987 are estimates Source: Barron's less than 1% a year, com! with 1.8% in 


the 1980s and 2.6% in the 1970s. The female 
component of the workforce is high and unlikely to rise, while the inflow of Mex- 
ican workers — a source of yi and mostly illegal labour — may be easing off. 
The US Immigration and Control Act of 1986 has significantly slowed illegal mi- 
gration into the US in the past five years. And a North American Free Trade Agree- 
ment will result in industries migrating southwards rather than labour northwards. 
For Asian businesses used to a fast-growing US consumer market, this means: 
look more than ever to neighbouring countries for expanding markets. East Asian 
demographics continue to support fast GNP gains, rising discretionary consumption 
and probably some decline in savings. In short, Asia’s baby boomers are spending. 
But if you want to sit on your money, stick to US bonds. Go with the instincts of 
ageing which helped make Germans and Japanese such high savers in the 1980s. 
US thrifts may be bust, but American thrift is coming back. m Philip Bowring 


As baby boomers age, their proclivity to - 
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INDUSTRY 


Thai phone project 
held up by infighting 


Crossed 


lines 


By Paul Handley in Bangkok 

ifferences between the Thai Gov- 

ernment and conglomerate Cha- 

roen Pokphand (cP) have bogged 
down the review of a contract to install 3 
million telephone lines. Suggestions that 
the government will be denied full benefits 
from the US$4 billion project, regarded as 
crucial to its privatisation programme, have 
led to charges of interference against the 
military junta and of corruption. There are 
no indications that government discord is 
affecting other infrastructure projects. 

Transport and Communications Minis- 
ter Nukul Prachuabmoh confirmed that 
problems about the contract had arisen 
on 22 April, when he told reporters the 
agreement signed last year by the govern- 
ment of former prime minister Chatichai 
Choonhavan needed 
to be looked at again. 
The remark followed 
the junta's abrupt 
replacement of the 
head of a joint con- 
tract—-negotiating com- 
mittee under the 
ministry and the 
Telephone Organisa- 
tion of Thailand 
(ToT). 

Nukul had ap- 
pointed the Finance 
Ministry's comptrol- n i 
ler-general, Chatu- R 
mongkol Sonakul, as Nukul. 
chairman of the com- 
mittee in mid-April. A week later, how- 
ever, the army's assistant chief of staff, 
Gen. Chatchom Kanlong, was named 
chairman. Chatumongkol remained on the 
committee, but observers interpreted his 
demotion as a display of military support 
for CP. 

At issue in the contract review are gov- 
ernment benefits from the 25-year conces- 
sion and CP's rate of return. CP offered TOT 
16% of revenue from the operation of 2 mil- 
lion telephones in Bangkok and 22% from 1 
million in the countryside. 

The Ministry of Transport and Com- 
munication argues that CP’s rate of return 
could be lowered to allow state-owned TOT 
to receive more revenue from the project. 
The ministry's position is supported by 















some consulting studies, including one 
from the World Bank, that suggest other 
= bidders for the project last year offered the 

"government a better deal. 

Government officials support the allega- 
_ tions in the consulting studies. But they say 
_. that whatever happened in the original ten- 
der, a decision was made after the coup to 
', abide by the agreement to negotiate with cP 
“in an effort to bolster foreign confidence in 
the country. Foreign investors initially were 
worried that the new government would 
cancel agreements and concessions granted 
by the previous administration. 

Nevertheless, the charges provoked a 
rebuttal from the head of cp, Dhanin 
<“ Chiaravanont. Dhanin told the Nation 
newspaper on 29 April that the original 
competing bids were based on different as- 
_» sumptions and could not be compared. But 
_ he said returns to the government could be 
_ improved if the project's bankers would 
continue backing it. He offered a 30%- 
` equity share to the government as well. 


hanin also scoffed at charges of 
D wrongdoing. He said that if corrup- 
- tion had been involved, the contract 
would have been signed on 8 March as 
__ Scheduled before the 23 February coup. He 
‘said CP preferred to discuss the concession 
swith the new government first. 
-:On’ 7-8 March, however, bankers as- 
‘Sociated with the project said privately that 
-=the contract would be signed within days, 
indicating that cr was rushing to get the 
concession through in order to avoid a 
_-Teview by the new government. Observers 
_ say the interim civilian government forced 
o> the project into review. 
ue Questions have also been raised about 
-= CP's backing for the project. In the original 
bid, the conglomerate, which is mostly in- 
¿= volved in agribusiness, named British Tele- 
com as its technical partner. British Tele- 
com's originally described role as equity 
7 ipartner and lead adviser, however, has 
_ been altered to that of an adviser to the pro- 
“ject. 
At any rate, Dhanin argues that cp has 
-the management and financial strength to 
‘bring in adequate technical support for the 
eae The lead consultant and supplier is 
likely to be American Telephone & Tele- 
_ graph of the US. But because the project is 
so. large, CP is also e ed to recruit other 
» companies to supply and take equity in the 
“project. 
One observer with close links to the 
| joint committee blames many of the tele- 
= phone project's problems on vague terms 
of reference issued by the government for 
~ the original bid. He says the panel will con- 
tinue to negotiate with cP in an effort to 
reach a conclusion by mid-May, though he 
is not optimistic that a breakthrough can 
be made by then. Prime Minister Anand 
Panyarachun recently said the contract 
_, (would be signed within two months. m 
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INDONESIA 





Yawning trade gap 


he slowdown in the world eco- 

nomy could not have come at a 

worse time for Indonesia. Massive 

domestic and foreign investment 
has led to increased factory construction and 
a major jump in imports, but Indonesian 
non-oil exports have stagnated. 

In 1990, non-oil imports rose a startling 
29% from a year earlier to US$17.9 billion, 
while non-oil exports rose a paltry 6.7%, 
well below the 20.4% year-on-year growth 
posted in 1989. Private economists estimate 
that foreign-sourced machinery and equip- 
ment needed to supply new plants and fac- 
tories account for as much as two-thirds of 
this import growth. 

By the mid-1990s, these factories should 
significantly boost Indonesia’s export capa- 
city and ensure a reasonably healthy ba- 
lance-of-payments picture in the long term. 
But for the time being, Jakarta will have to 
grapple with a deteriorating trade account. 

Indonesia ran a trade surplus in excess 


The gap widens 





__ladenesia's 
[==] Non-oill exports 
=z Non-oil imports 





of US$6 billion in 1990, but that was due 
almost exclusively to windfall oil profit 
brought on by the Gulf crisis. Finance 
Minister Johannes Sumarlin told parlia- 
ment recently that the run-up in oil prices 
netted Indonesia an extra US$4.3 billion in 
the fiscal year that ended on 31 March. 

But even including that unanticipated 
inflow, the country suffered a current-ac- 
count deficit of around US$3.5 billion. With 
the price of Sumatran light crude oil now at 
US$18 a barrel — from a high of US$35 a 
barrel last October — the deficit for the cur- 
rent fiscal year is sure to be worse. 

How much worse is an open question. 
A projection of current export and import 
trends would produce a current-account 
deficit for the current fiscal year in excess of 
US$6 billion, but most economists believe 
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that the result will be US$1-2 billion lower. 
A budget announced in January, in tandem 
with the tight monetary policy pursued by 
Bank Indonesia (BI, the central bank) since 
mid-1990, should sap domestic demand 
and crimp import growth. 

Despite increasingly vocal complaints 
from cash-starved businesses, BI is likely to 
stick with its tight-money policy until it sees 
some convincing evidence that import 
growth is levelling off. Monthly non-oil im- 
ports rose to US$1.8-2 billion in the second 
half of 1990 and the first two months of 
1991, from an average US$1.4-1,6 billion in 
the first half of 1990. 

Another factor working against a mone- 
tary easing is that the original goal of the 
central bank’s money squeeze — to curb in- 
flation — is unrealised. The inflation rate in 
1990 reached 9.5%, almost double the gov- 
ermment'’s 5% target. Inflation through the 
first four months of 1991 ran at an annual 
rate of just under 9%. Sumarlin says the 
monetary squeeze will remain in place until 
inflation drops to 5-6%. He would not pre- 
dict how long this would take, but most 
economists expect inflation to start falling 
by the fourth quarter of this year. 

The government, however, is likely to 
have more success this year in its struggle 
against inflation. Last year, the central bank's 
attempt to squeeze the money supply was 
subverted by private firms and banks, 
which pulled in more than US$5 billion in 
offshore loans and pushed the growth of M2 
(a broad measure of money supply) to about 
44% for the year against 40% in 1989. “Forty- 
four per cent is nobody’s idea of a squeeze,” 
remarked one economist. 

This year, private borrowing will decline 
markedly, as many international banks 
have all the exposure to Indonesia that they 
want. Further, Japanese banks, which are 
major lenders in Indonesia, are struggling 
to meet higher capital-adequacy require- 
ments. Spreads on loans to Indonesian 
firms are sure to rise, raising the cost of bor- 
rowing for these businesses. 

The credit crunch means that many in- 
vestment projects approved by the govern- 
ment in 1990 will never see the light of day. 
Sjahrir, who heads: the Institute for Eco- 
nomic and Financial Research, estimates 
that less than 30% of last year’s approved 
foreign investment — valued at about 
US$8.7 billion — will be realised. 

A credit shortage should help slow this 
year’s. GDP growth rate to a more. sedate 
pace of about 5.5-5.7%, after registering 
7.1% in 1990 and 7.4% in 1989. 

E Adam Schwarz 
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been just as remarkable 


These days, British Aerospace is an even more 
attractive organisation to do business with. 

We've extended our infrastructure into several 
related areas of engineering and complementary 
services. 

Our main activities now include commercial 
aircraft, defence systems, motor vehicles, property 
development and construction. 

So we can offer an even greater bank of personal 
skills, experience and resources for solo, co-ordinated 
or consortium projects. 

This means that apart from providing you 
with the world’s quietest airliner, we can build the 
airport from which it operates. 


And not only providing highly acclaimed cars 
but also the working and leisure environment which 
is part of the driver's lifestyle. 

British Aerospace is responding positively to 
market needs on a world scale. And has acquired the 
muscle to ensure that it can meet with total 
confidence whatever challenges present themselves. 

When British Aerospace spreads its wings, the 
world draws its breath. 


BRITISH AEROSPACE Sa, 


British Aerospace ple, 11 Strand, London WC2N 5/1 wi 


COMMERCIAL AIRCRAFT DEFENCE SYSTEMS MOTOR VEHICLES SPACE AND COMMUNICATIONS PROPERTY DEVELOPMENT AND CONSTRUCTION 








Do some banks 








Most relationships profit from conti- 
nuity. This is especially true in banking. 
Customers are interested in a personal 
banker. One they trust. A person that is 
familiar with their business and works effi- 
ciently, giving sounder advice and making 
quicker decisions. 

The experts at UBS tend to see their 





UBS. The bank of experts. 





have a real advantage ? 


Colleet a bonus: 
consult the expert. 


work more as a career than just a job. They 
know they'll be working for you on a per- 
manent basis. 

This is one of the reasons why UBS is 
Switzerland’s leading bank and one of only 
a few AAA banks in the world. 























UBS in Asia, Australia and India: Tokyo, Hong Kong, Singapore, Sydney, Taipei, Beijing, Bombay. Head Office: Union Bank of Switzerland, 


Bahnhofstrasse 45, CH-8021 Zurich. 
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Hongkong market wrestles with discredited practices 


Past preferences 





By Jonathan Friedland in Hongkong 
A desperate € effort by the vice-chairman 





of the Stock Exchange of Hongkong 

(SEHK) to save his political skin has 
damaged the frail credibility restored to the 
stockmarket since its 1987 collapse and tem- 
porary closure. It has also undermined 
claims that the exchange is capable of self- 
regulation. 

On 25 April, SEHK vice-chairman Philip 
Wong attempted, successfully at first, to re- 
vive the practice of granting preferential 
share allocations to members of the ex- 
change’s governing council. This practice 
was widely seen as symptomatic of the lack 
of professionalism and susceptibility to cor- 
ruption which plagued the exchange under 
the leadership of now-imprisoned former 
chairman Ronald Li. 

Wong's gambit came at a sensitive time 
for the SEHK. The Securities and Futures 
Commission (SEC), set up two years ago in 
response to the 1987 closure of the market 
and subsequent revelations of unethical 
practices, has lately stepped up efforts to 
persuade the exchange to broaden its 
shareholding base to be more representa- 
tive of those who use the market. 

The commission wants the SEHK to pro- 
vide assurances that the HK$226 million 
(US$29 million) surplus it has accumulated 
over the years from the sale of seats and 
from various levies will not be paid out in 
dividends to members, but will be used for 
the benefit of all exchange users. In Feb- 
ruary, the SFC asked the exchange to com- 
ply by 10 May with a recommendation con- 
tained in the 1988 Hay-Davidson report on 
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market reform that it become a non-profit- 
making organisation. 

The SEHK, which is owned by its 688 
broker members, enjoys a government- 
granted monopoly over share trading and 
levies taxes on punters and issuers who use 
its facilities. Despite 1988 reforms which 
brought foreign brokers and non-brokers 
on to the exchange council, control remains 
largely in the hands of the exchange’s 542 
individual members, whom together ac- 
count for less than 5% of turnover. 

Predictably, these individual members 
are opposed to sharing political power at 
the exchange and regard the assurances 
demanded by the SFC as an infringement 
of their shareholder and property rights. 
Wong, a manufacturing executive and 
broker who is the only council member also 
to have served under Li, has been the most 
outspoken of their advocates. 

“In the one-man one-vote system that 
exists at the exchange, Philip Wong has 
been an extremely powerful man,” says 
one councillor, “He has long cultivated the 
support of the small and medium-sized 
local brokers who see foreign securities 
houses and the src as their enemy.” For- 
eign securities firms account for the bulk of 
exchange turnover, yet their representa- 
tives are restricted to two of the 22 council 
seats. 

At a council meeting on 25 April, hastily 
convened while the government-appointed 
chairman Sir Q. W. Lee was occupied else- 
where, Wong accused the SFC of trying to 
railroad him out of office for marshalling 
opposition to its demands. The commis- 
sion, said Wong, had asked that he step 
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down from his council positi "a 
ing preferential share allocations © 
serving under Li, thus denying him 
portunity to succeed Lee when the la 
steps down in October. 
In a statement given to the 17 members 
who attended the meeting, Wong. si 
“The SEC is making use of my ‘weak point’ 
to achieve a political p . They are tr 
ing to kick me out of the council amidst the 
row on autonomy and the ability of the 
stock exchange to discipline itself.” The 
only way to resist the SFC and maintain the 
autonomy of the exchange, Wong said 
was to ratify the practice and re-institute 
for future listings. 
Wong also mooted another justificati 
for restoration. of the practice, one w) 
foreign brokers say underlines how little 
the attitudes of many council members 
have changed since the discredited Li era. 
New preferential allocations on initial pub- 
lic offerings would increase the negotiating 
strength of the exchange, Wong argued, 
“by attracting more influential brokers, | 
those with the greatest clientele, to serve as _ 
council members.” 
In calling for a vote on the issue, Wong 
had more at stake than just his position 
the council. He had used his influ 
among the exchange’s membership, which _ 
includes many of Hongkong’s biggest busi- 
nessmen, to win support. as the uncon- 
tested candidate for the Peking-aligned 
Chinese Chamber of Commerce seat i 
September's Legislative Council election. 
Invitations had been sent out for a 200-seat. 
dinner party to celebrate the anointment.:: 
Further, say councillors who attended 
the meeting, Wong was agitated over w! 
he saw as a broken promise by the govern 
ment. Wong had cooperated with the 
pendent Commission Against Co: 
investigation into now-proven. all 
that Ronald Li illegally accepted adv: 
tages. 
Now, the SeC was: purportedly 
public information gleaned from L 
transcripts to seek Wong’s dismissal on the 
grounds that he had violated his fiduciary 
obligations to exchange members in 1987, 
Wong complained about this in a letter 






















































Jacob dated 12 March. 
By winning membership ratificatie m 
the practice of uneven allocation, 
would undermine the SFC contention 
he was not acting in the best interest of th 
exchange membership. Further, approval 
of the resolutions would poke holes in the 
government's case against Li and six oth 
former council members soon: to go o 
for corruption involving uneven share allot 
ments. a 
The possibility of windfall gains from. 
new preferential allocations could also help 
Wong in a political career, which he sees, 
grandiosely as culminating in the job. of 
chief executive of the post-1997 Honesty 
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tenure, according to testimony. at his last 
trial, stagging profits from initial public of- 
ferings were occasionally handed out to ex- 
change members by council members as a 
reward for political support. This practice 
was known in Cantonese as “doling out 
“cookies.” 

One local council member, however, 

_ denies that this is what Wong had in mind. 
“Getting the practice approved for the fu- 
ture was just a red herring, just a negotiat- 
ing tactic,” the member told the REVIEW. 
- By a vote of 10 to five, with two absten- 
tions, the council passed both Wong’s re- 
‘solutions on a show of hands. Several of 
the nay-sayers, worried about the impact of 
the resolutions on the exchange’s interna- 
tional image, immediately afterwards called 
on: SEC chairman Robert Owen to overturn 
-the vote. 

The SFC informed exchange chief execu- 
tive Francis Yuen that it would use its 
statutory powers to invalidate the resolu- 
tions if the exchange did not act. Yuen and 
Lee, whom Owen recalled from a London 
business trip, called another vote on 2 May. 
‘The resolutions were overturned by a vote 
-of 11 to five in secret ballot. Five members 
who -had previously supported Wong 
either switched their votes or abstained. 
"Wong did not give up immediately. The 
` next evening he gave an impassioned ad- 
dress at what was to have been his celebra- 
‘tory dinner at the Chinese chamber. He 
called upon his guests, several of whom are 


also SEHK members, to support him in call- 
_-Ang an extraordinary general meeting to 


override the council’s decision. Brokers 

who attended the dinner said that Wong 
_.» failed that night to garner even a handful of 
signatures, much less the 100 needed to 


- ‘convene an extraordinary meeting. 


Wong was pressured by Lee and other 
council members to step down. “He has 
~ put us in an unfavourable position to 
_ Negotiate for the benefit of the exchange 


: : membership,” says one council member. 


_ “He has put his personal interest ahead of 
the institution.” He resigned on 8 May. 

The Wong imbroglio has put the ex- 
change at a tactical disadvantage in its abi- 
lity to preserve its current constitution and 
shareholding structure, admits Yuen. He 
‘believes, however, that the SFC’s push to 
turn the exchange into a non-profitmaking 


. - organisation sends the wrong message to 


investors. “If the government is not seen as 


_ |. protective of private property rights, we 
_ have no chance to become an international 


_ financial centre,” says the exchange chief. 


_. For its part, the government is hoping 
< > that some agreement can be reached before 
the SFC uses its powers to force the change 


F -in status. “It is my strong hope that we 
¿© don't proceed down the route of forcing 


== change,” says Hongkong Secretary for 
Monetary Affairs David Nendick. “We 
would rather the exchange did it itself.” = 


72 


‘Special Administrative Region. During Li's BANK ING 





Indonesian central bank in bail-out dilemma 


A helping hand 





By Adam Schwarz in Jakarta 
eading Indonesian tycoon Liem Sioe 
Liong and several small agricultural 
cooperatives will supply up to Rps 

51 billion (US$26.3 million) to the troubled 
Indonesian Cooperative Bank (Bukopin) in 
the first stage of a rescue operation. Bank 
Indonesia (Bi, the central bank) has been 
asked for additional support, which if 
granted could have long-term implications 
forthe reform of the Indonesian banking 
system. 

Liem’s decision to lend a helping hand 
to Bukopin comes as no surprise. With a 
business empire that posted revenue in ex- 
cess of US$8 billion in 1990, he has often 
come to the rescue of troubled private firms 
owned powerful in- 
terests, as well as stalled 
government projects. But 
the central bank’s role in any 
Bukopin bailout is more 
problematic. Bustanil Arifin, 
who heads Bukopin’s advis- 
ory board, told reporters on 
1 May that “in a little while, 
everything will be better,” 
adding that the bank is “ap- 
pealing to Bank Indonesia 
for more help.” Arifin said 
Bukopin is saddled with bad 
debts amounting to Rps 185 
billion and will require capi- 
tal infusions above and 
beyond contributions from 
Liem and its cooperative shareholders. 

But central bank governor Adrianus 
Mooy and Finance Minister Johannes 
Sumarlin have stated repeatedly that they 
will not bail out ailing banks — including 
Bukopin — though for some troubled 
banks, BI has tried to find new equity in- 
vestors. Bukopin’s case, however, shows 
that BI is still under strong pressure to inject 
fresh capital into unhealthy banks with 
superior political connections. 

Arifin, one of Suharto’s closest confid- 
ants, has held key positions in the New 
Order government for more than 20 years. 
Besides his position at Bukopin, Arifin is 
minister of cooperatives, head of Bulog, the 
national logistics agency that distributes ag- 
ricultural goods for the nation’s coopera- 
tives, and served until October as chairman 
of the board of commissioners for Bank 
Duta. 

Bukopin’s troubles surfaced in a 28 Feb- 
ruary letter from bank president Muchtar 
Mandala to Arifin. In the letter — a copy of 
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Arifin: bail-out sought. 


which was obtained by the REVIEW — Man- 
dala revealed that the bank's. capital was 
only Rps 80.2 billion, some Rp 89.9 billion 
less than what was needed to meet Bi's cap- 
ital-adequacy guidelines. 

Bukopin is Indonesia's .22nd-largest 
bank, with assets of Rps. 997 billion at 30 
September 1990, according to the latest 
published statistics. The bank, owned by 
217 cooperatives, makes slightly more than 
half its loans to cooperatives and the other 
half to private firms. 

Mandala wrote that the bank was hold- 
ing bad debts totalling 15% of its total loan 
book, of which about 45% was deemed un- 
collectible. The bank wrote off Rps 30.5 bil- 
lion in bad debts in 1990 and is expected to 
mark down another Rps 37.4 billion this 
year, according to the letter. 

Banking sources accuse 
Bukopin of sloppy credit 
analysis, arguing that the 
bank often made loans with- 
out adequate collateral. In 
1989, for example, Bukopin 
made a Rps 18.5 billion loan 
to Indocitra, a leasing firm 
partly owned by. Arifin's 
daughter Arnie, according 
to the local newsmagazine 
Editor. 

The loan reportedly car- 
ried a 6.5% interest rate — 
far below the market rates of 
the time — and was used to 
finance a sale and leaseback 
arrangement for Bukopin’s Jakarta head- 
quarters, the magazine said. 

Bukopin posted.a profit of Rps 5.17 bil- 
lion in 1990, according to Mandala's letter, 
but not because its banking operations 
were profitable. Mandala says that the bank 
earned Rps 29.1 billion in interest last year 
from lending funds in the interbank mar- 
ket, referring to funds received from Bulog. 

The government allocates funds to 
Bulog to procure and distribute com- 
modities such as rice, soyabean and sugar. 
It is not clear what rate of interest Bulog 
earns when it places its money with Buko- 
pin, but it would appear to be well below 
prevailing market levels. In February, Man- 
dala noted, Bulog had Rps 350 billion in de- 
posits at Bukopin. 

“Without the income from the money 
market, Bukopin in 1990 would have lost 
Rps 23.9 billion,” Mandala’s letter says. He 
projected the bank would lose Rps 48 bil- 
lion in 1991 if “no other steps were taken.” 

Among other. recommended steps, 
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Mandala has asked Arifin to secure a five- 
year, Rps 185 billion subordinated loan for 
Bukopin, which would carry a coupon of 
6%. One-year rupiah loans to trusted bor- 
rowers currently cost: about 25%. A more 
controversial proposal by Mandala is for 
Bulog to raise the price of commodities it 
procures and distributes and pass the 
money earned. on to Bukopin, presumably 
in the form of low-interest deposits. 

Mandala's letter only says that Bulog 
could help Bukopin raise new capital and 
does not explain how Bukopin profits from 

< Bulog’s activities. But the weekly magazine 
Tempo reports that Bukopin currently re- 
ceives Rps 1 for every kilogram of unhulled 
rice sold by Bulog. Analysts say that Man- 
Gala wants these types of levies increased. 
«In his letter, Mandala requested Arifin’s 
ae help i in linking Bukopin to the newly estab- 
lished consortium that enjoys a monopoly 

on the trading of cloves, which is led by 

~ Suharto’s. youngest son Tommy. Mandala 
has denied in the local press that consum- 
ers would end up bailing out Bukopin, say- 
ing that he only wanted to do more busi- 
ness with Bulog. 

Arifin passed on Mandala's letter to BI 
governor Mooy, along with a note written 
on the official stationery of the minister of 
cooperatives. “Bukopin needs the govem- 
ment’s help,” Arifin wrote. “I understand 
Bis constraints, but [since] Bukopin is the 
only bank for cooperatives, I’m asking for 
your help.” 

Mandala's letter and Arifin’s accom- 
panying note stirred a controversy when 
they were leaked to the press in April. Be- 
sides: being another embarrassing setback 





for the Indonesian cooperative movement, 
which many believe is too tightly controlled 
by the government to be effective, Arifin’s 
personal appeal to Mooy on Bukopin’s be- 


half concerns many economists, who won- | 


der which other well-connected figures are 
pressing BI for funds. 

BI insists that it has not and will not in- 
ject capital into Bukopin. Arifin, mean- 
while, 
Bukopin needs from private sources and 
existing shareholders. Liem has placed a 
Rps 15 billion three-year deposit in Bukopin 
— eaming just 6%, though Arifin declined 
to reveal whether the deposit came from 


the Liem’s Salim Group or from the tycoon | 


personally. Arifin did say that Liem’s de- 
posit could be extended for another two 
years if necessary. 

In addition to Liem’s timely aid, 
cooperative shareholders in Bukopin will 
lend Rps 20 billion to the bank, while sev- 
eral of Bulog’s distribution agents will place 
Rps 10 million on deposit at the bank, with 
both. the loan and the deposits earning 6% 


interest. Finally, several soyabean coopera- l 


tives plan to buy Rps 6 billion worth of 
Bukopin shares. 

Liem’s connections with Bustanil Arifin 
stretch back at least to the early 1970s, 
when Bogasari Flour Mill was granted a 
monopoly on the import, milling and distri- 
bution of flour. Liem and Arifin’s wife 
Christine are the single largest shareholders 
in Bogasari Flour Mill, which posted an es- 
timated Rps 850 billion in revenues in 1990. 
Liem’s links with Bulog have also enabled 
him to set up profitable operations in sugar 
processing and soyabean milling. s 





POLICIES 


South Korean chaebol hesitate over real-estate sales 


Loans or land 


By Mark Clifford in Seoul 
Si Korean companies no o longer 








jump to attention when bureaucrats 

snap their fingers. Having failed to 

comply fully with a government order last 

“September to sell land not essential to their 

business within six months, firms are being 
threatened with a big stick. 

The Deputy Prime Minister for Eco- 
nomic Affairs, Choi Gak Kyu, announced 
on 2 May that all new borrowing would be 
halted six days later for 22 large business 
groups, if they did not sell off all their non- 
essential land. The Finance Ministry fol- 
lowed this up with a warning that non- 
compliance with the order would mean 
prohibition from issuing securities over- 
seas. 
© The government had previously said it 
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would impose penalty interest rates on 
their borrowings and that the fines would 
be levied to an amount equivalent to the 
value of the non-strategic land. But this was 
a mere pin prick, because the penalties 
would have been based on the assessed 
value of the land, which is far less than its 
current market price. 


i t 
The new measures are more stringent, 


because big business is heavily indebted 
and needs to borrow to finance its expan- 


sion. “If they do not borrow money from | 


the banks they can do anything they 
want,” says a senior government official. 
But “they are continuously increasing their 


borrowings and part of this money is used l 


to buy land.” 

Almost all of the companies now say 
that they will comply with the government 
strictures. On 7 May, the Office of Bank 
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BUSINESS AFFAIRS 


Supervision and Examination said that 14 
firms tied to eight different business groups 
-had not yet met the deadline for the follow- 
ing day. The government said the offen- 
ders had failed to sell 69 million m2, or 37% 
of the total, that the eight groups had been 
ordered to dispose of. The groups are 
- Lotte, Korea Explosives, Hanjin, Kukdong 
Oil, Daesung, Byucksan, Life Construction 
and Hanil. 
_ The attempt to force business to sell its 
“land holdings is part of a longstanding 
‘policy to hold big businesses, or chaebol, in 
check. The government recently began a 
campaign to force industrial groups to spe- 
Gialise in a few core businesses. It asked the 
largest business groups to pick three core 
companies, which would be granted easier 
access to credit than the rest of the group. The 
companies offending the land rule would 
be able to choose only one core company. 
© The government's impatience is under- 
_standable. Many of the chaebol seem to 
: make more money from their landholdings 





of business activity the government wants 
to encourage. 

The attempt to force the chaebol to sell 
off land is not expected to have much im- 
pact on land prices, however. Property 
values have risen sharply in South Korea in 
recent years. Real-estate prices nationwide 
rose 21% in 1990, after increasing 32% the 
year before. Values have continued to in- 
flate this year, despite a sharp increase in 
interest rates. 

South Korea is one of the most densely 
populated countries in Asia and 17 million 
people (40% of the total) are living in the 
metropolitan Seoul region. It also is one of 
the most egalitarian, in terms of the distri- 
bution of wealth and income. This is under 
threat, however, from property inflation, 
which divides the country into (wealthy) 
home-owners and those who cannot afford 
to buy their own house. 

Telling companies to sell land makes 
good publicity, but it is no substitute for an 





COMPANIES 


Malaysian firm set to jettison Philippine plantations 


Planters uprooted 





By Rigoberto Tigiao in Manila 


En alaysia’s Sime Darby conglomerate 
Me braked hard to slow a nine- 
year period of expansion in the 

Philippines. Its local subsidiary is negotiat- 

_ © ing to sell its 40% stake in the loss-making 

< Philippine Cocoa Estates Corp., a cocoa 
and coconut-oil plantation it manages, to 

60% owners Benguet Management Corp. 

The transaction could bring Sime up to 

P84 million (US$3 million), although the 

firm’s losses have cut the plantation com- 

pany’s original book value of 210 per share 
to around P8.80. 

Benguet Management president P. Y. 

‘Rivera says that his firm was told that 

Sime Darby wants to pull out in order 

to raise cash for the modernisation of its 

tyre-manufacturing operations. Philippine 

. Cocoa Estates lost P30 million in 1990 be- 

cause of poor cocoa prices, a drought and 

< pest infestation. 

aes Industry sources claim that Sime’s move 

appears to be part of a policy by its Malay- 








sian parent to jettison its Philippine planta- 
tion operations. Sime Darby Pilipinas presi- 


_ dent Larry Dubberly says their profitability 


-has been “seriously affected by the uncer- 


= tainty surrounding the Comprehensive Ag- 


-yarian Reform Law [passed in 1987].” 


=o After its purchase of the tyremaker B. F. 
- Goodrich Philippines. in 1981; Sime. em- 
-=< barked upon a rapid_expansion and at one 
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point had even planned a US$200 million 
rubber plantation in Mindanao. In the mid- 
1980s, it set up Siltown Realty Corp. which 
owned a 1,024ha rubber plantation on 
Basilan Island, south of Mindanao. This 
was technically Filipino-owned since the 
firm’s retirement fund held 60% of the 
equity — a common means by which 
overseas companies circumvented the con- 
stitutional prohibition on foreigners own- 
ing land. Ibon Databank, a research organi- 
sation, says there are 43 such dummy real- 
estate firms controlled by foreign com- 
panies. 

Sime Darby Pilipinas has performed re- 
markably well over the years, posting after- 
tax profits of 2116 million in the year to 
June 1990, up 22% from the previous year. 
Sales totalled 2873 million in the year to 
June 1990, 38% higher than a year earlier. 
Sime Darby Far East controls 55.6% of the 
shares, with the remainder listed on the 
Manila stockmarket, although about 10.5% 
is tightly held by nominees of the Hong- 
kong & Shanghai Banking Corp. 

Dubberly says that the firm’s plantation 
operations account for only 5-6% of its rev- 
enues, and that 90% of the latex it requires 
for its tyre plants are acquired from inde- 
pendent rubber farms in Cotabato province 
in Mindanao. The rest comes from its three 
plantations in Basilan Island. 

The firm’s decision to withdraw from 
the plantation operations was prompted by 
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than from manufacturing, which is the sort 





effective policy to tackle property inflation. 
The government is reluctant to grasp net- 
tles like the country’s property taxes and 
land-use restrictions. A provision. to ‘allow 
farmers to sell paddyland. (they: are cur- 
rently forbidden from doing so) and to con- 
vert it to residential or industrial use has 
been shelved, at least until. after next 
spring’s legislative elections. 

It seems like a sensible proposal, giving 
farmers a chance to sell out at a profit and 
to release more land onto the market. It 
would probably go a long way towards de- 
fusing anti-government grumbling by farm- 
ers who fear that South Korea’s food mar- 
ket will be completely opened to foreign 
competition as a result.of the Uruguay 
Round of global trade talks. 

The ruling Democratic Liberal Party 
does not want to lay itself open to opposi- 
tion charges that it is destroying the coun- 
try’s rural heritage. Better to condemn 
farmers to continued poverty than to take a 
leading role on land-use issues. 5 


its problems in complying with the provi- 
sions of the agrarian reform law, Dubberly 
says. These difficulties were compounded 
by a Muslim insurgency in Basilan Island. 

In 1990 it leased its plantation to a work- 
ers’ cooperative backed by the National 
Federation of Labour (NFL), a powerful 
trade union based in Mindanao. But a local 
company to which Sime Darby leased its 
processing plant set up a rival cooperative 
made up of its own workers which was 
aiming to become the lessors.for the entire 
plantation. As a result, Sime Darby risked 
becoming the target of a nationwide cam- 
paign by the NFL, whose officials claimed 
that the Malaysian-controlled firm was de- 
liberately resisting the takeover of the plan- 
tation by its former workers. 

The more basic problem, though, is that 
rubber-tree growing appears to be ham- 
pered by the adverse short-term effects of 
agrarian reform. A rubber tree reaches 
maturity seven years after planting, with 
income flows starting after 12 years. Rubber 
plantations in the Philippines require a 
massive replanting programme, as half the 
trees are more than 20 years old and past 
their peak productivity. 

Owners of rubber plantations do not 
want to undertake a replanting programme 
(which would cost at least 235,000 a ha) be- 
cause the returns would come so much 
later. But after that period, they would be 
required to sell their lands to. their workers 
in compliance with the agrarian reform law. 

The situation is similar for the country’s 
coconut plantations, for which a replanting 
programme launched in the late 1970s fell 
into abeyance. In contrast, pineapple and 
banana farms, which comprise the bulk of 
the plantations owned by foreign firms in 
the Philippines, can expect returns on their 
investments within a year of planting. w 
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BRIEFING 


South Korea bails out 
investment-finance firms 
South Korea’s Ministry of Finance on 3 
May agreed to bail out the country’s three 
investment-finance companies — Korea 
Investment Trust, Daehan Investment 
Trust and Citizens Investment Trust — 
with Won 2.3 trillion (US$3.2 billion) in 
low-interest loans. In 1990, the companies’ 
losses totalled Won 554 billion. At the 
ministry's urging, the companies borrowed 
~ heavily in 1989 and 1990 to finance the 
purchase of shares in an effort to stabilise 
‘the country’s stockmarket. The loans, 
extended by most of the country’s six 
major commercial banks, are now 
overdue. The government loans will carry 
an annual interest rate of 3%. 


US appeals court overturns 
KAL damages decision 

» An award of US$50 million in punitive 
damages granted by a US court in 1989 
against Korean Air Lines (KAL) was 
overturned by a US appeals court on 7 
May. The award had been made because a 
KAL flight strayed into Soviet airspace and 
was shot down by a Soviet fighter on 1 
September 1983, killing all 269 aboard. The 
appeals court upheld a lower court's 
decision that the disaster was caused by 
wilful misconduct — in that the KAL crew 
failed to correct the aircraft's deviation 
from its proper track — but it ruled that 
punitive damages could not be awarded 
because the Warsaw Convention does not 
allow for them in lawsuits involving 
international air travel. 


Thai cabinet approves 
new airport plan 
_» A Baht 62 billion (US$2.4 billion) airport 
to be built at Nong Ngu Hao southeast of 
Bangkok was given the green light by 
Thailand’s cabinet. The project will be 
undertaken by the state-owned Airport 
Authority of Thailand. The Baht 31 billion 
first phase is to be completed within 10 
years. Its terminal will have a capacity of 21 
million passengers a year. 


Singapore acquires stakes 

in foreign companies 

» The Singapore Government on 6 May 

took its first direct equity positions in 

foreign companies by acquiring 4.7% of 

Brierley Investments Ltd (BIL), a New 

Zealand hotel, food and beverage 

conglomerate, and 30% of Mount 

Charlotte Investments (MCI), a BIL 

= subsidiary in Britain, for NZ$660 million 
__(US$353 million) and an issue of NZ$126 
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million of new scrip. The government's 
investment arms, Temasek Holdings and 
the Government of Singapore Investment 
Corp., will each gain a seat on the board of 
BIL and three seats altogether on MCI. The 
move is the first manifestation of the 
government's recent decision to take 
operating stakes in companies around the 
region. 


Thailand to raise ceiling 

on annual foreign borrowing 

> Thailand will raise its annual foreign- 
borrowing ceiling to US$2 billion from 
US$1.5 billion beginning on 1 October. 
Reflecting the investment needed by the 
government for improved infrastructure, 
the ceiling has increased rapidly since 1988, 
when it was US$1 billion. With overall 
government foreign debt at US$11.5 billion 
at the end of 1990, Thailand has a low 
debt-service ratio of 9%. But private-sector 
foreign debt has risen 13-fold in two years, 
to a level slightly more than the 
government debt. 


_pusiness indicators - 


r power plants 
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Hongkong tycoon takes control 
of Hang Chong Investment 

> Hongkong magnate Cheng Yu-tung’s 
stable of companies on 3 May took 
majority control of Hang Chong 
Investment, one of the colony's largest 
private companies. Hang Chong, valued at 
HK$5.6 billion (US$717.9 million) in the 
takeover by Cheng’s Chow Tai Fook and 
two other companies, is the owner of car 
distributor Dah Chong Hong. A day 
earlier, Cheng’s listed New World 
Development, which has an option to 
acquire Chow Tai Fook’s stake in Hang 
Chong, sold its 27.2% shareholding in 
retailer Wing On Group for nearly HK$700 
million. The unconfirmed buyer of the 
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Wing On shares is said to be jaje 
department store company Seiyu, which 
already holds a direct 40% in Wing On's 
department store subsidiary. i 








Semen Gresik plans offering : 
to finance expansion plan 


> Semen Gresik, an Indonesian 
Government-owned cement company, . 
will issue 40 million shares priced at Rps 
7,000 (US$3.60) each beginning on 17 May. T 
Gresik is the first state-owned oe 
manufacturing company to go public, and . 
funds raised by the offering will be used to 
expand its annual production capacity to 
4.1 million tonnes in 1993, from 1.5 million 
tonnes currently. 


BHP unit discovers a 
coal deposits in Malaysia 
>» BHP Minerals, a unit of Australia-based 
Broken Hill Proprietary Co., has discovered 
high-quality coal deposits in the Malaysian _ 
state of Sabah. The reserves, in the Maliau 
Basin, 150 km southeast of Kota Kinabalu, 
could produce up to 100 million tonnes of | 
high-volatile A-bituminous coal. The 
company said the deposit is adequate to... 
support a mining operation with a pee 
life of more than 25 years and could 

as much as M$10 billion (US$3.6 million) E 
coal based on current market prices. The 
government is preparing an ; 
environmental-impact study on the 
proposed mining operation. 


Taiwan allows Eva Airways - 
to hire foreign pilots 


> Taiwan has eased its ban.on foreign 
pilots by permitting 22 fliers from the us 
and Canada to accept jobs with Eva 
Airways. The airline, owned by Ev 

Group, expects to begin scheduled services 
between Taipei, Bangkok and Seoul on 1 > 
July. Additional Chinese pilots are being 
trained in the US. 


Vietnam Airlines to lease a 
SAS plane for Bangkok flights 
> Vietnam Airlines will begin leasing a 
Scandinavian Airlines Systems (SAS) 
Boeing 767 airliner this month for use on < 
two weekly flights to Thailand, according: 
to the Scandinavian carrier. Washington, 
which had rejected several attempts by 
Hanoi to lease Western-built aircraft undet 
the terms of its trade embargo against 
Vietnam, approved the SAS arrangement in: 
March. An sas crew will fly the aircraft ori 

a Ho Chi Minh City-Bangkok route on 
Wednesdays and a Hanoi-Bangkok route. 
on Fridays. 
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PRICES 


: Last sale to 6 May 


London {2} 
New York (3) 


Gold 


Current delivery (May) 
July delivery 
Aluminium 
Current delivery (May) 


London {7} 


Kuala Lumpur (1) 
Cotton New York {3} 
urrent delivery {May} 
uly delivery e 
ubber Kuala Lumpur (8} 
/ Current delivery (Jun) 
< Aug delivery 
Jute 
Palm Oii 
Current delivery (May) 
; duly delivery 


Dhaka (11) 
Kuala Lumpur (4) 


, Sugar New York (3) 
Current delivery (Jul) i 
“Oct delivery 
Pepper Singapore (9} 
“Sarawak Asta blk 100% 
Wheat. 
© Current delivery (May) 
say sever. 


Chicago (5} 


Chicago 6) 
Curent delivery {May} 
uly delivery. 
i Bangkok (7 
white fob 
Soyabeans 
Current delivery (May) 
duly delivery 


Chisago (5) 


New York {7} 
Current delivery (May) 
July delivery 
Coffee 
Current delivery (May) 
duly delivery 
Petroleum 

` Sumatran light 
Brent 


New York (3) 


Tokyo (10) 
London (10) 


(11) BWD; Chittagong/Mongla, USS a tonne 


. Australia China Hongkong 
<: Reonomic Growth % (real) (1) 
es ee 0.5 5 23 
x 1991 2 § 34 
international Reserves 6) 
-US$16.16b (Feb} S$29.59b (Dec) na. 
US$13.27b US$17.96b ha. 
rade Balance (total crc} 
+US$0:59b {Jan-Mar} +JS$3.43b (Dec-Feb}.. -US$1.26b (Jan-Mar) 
+U$$0.23b +US$2:59b -US$O.140 
US$0.72b +US$O.01b -US$0.99b 
US$9.86b US$17.06b US$19,60b 
3.6 +B 175 
© % change year earlier +64 +32.1 +17.9 
“fenports {7} in 
Latest 3 months US$9.27b WS8$13.63b US$20.86b 
~ change previous 3 months 74 AB “12.8 
“0% change year earlier : 58 +58 +22.6 
Base rae Jul 80-Jun 81-100 Jan 1990=100 Oct 84-Sept 85=100(2} 
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cientists spend their lives trying to 
figure out a Grand Unified Theory 
to reduce the diverse principles of 
the universe to a single, com- 
prehensible strain. In Hongkong, the in- 
vestment community hunts for a similarly 
_ elusive theory: how to encompass all Li Ka- 
shing’s market machinations within one 
overarching sweep 
Given the furs of Li-related announce- 
¿ments on a single day, 3 May, the theory 
has to be genuinely grand. Li sells HK$583 
million (US$75 million) worth of warrants 










| on Cheung Kong; Cheung Kong sells 


HK$581 million worth of warrants on 
Hutchison Whampoa; Li buys 8% of 
Evergo International from Joseph Lau for 
HK$182 million; Cheung Kong takes up a 
-| purportedly convertible bond worth 
| HK$457.5 million from Ev 
<- The bond issue could leave Li holding 
15% of Evergo. The tycoon, it is said, is 
using the Lau brothers (no strangers to this 


| column) as a cat's paw for a renewed as- 
| sault on Hongkong Land. Both Evergo and 


Land share prices have jumped obligingly. 
Shroff bows to no one in his appreciation of 
a good conspiracy theory, but in truth, the 
warrants, the link with Evergo and the 

|) speculation about Hongkong Land are bet- 
+ ter opa separately rather than to- 


in| less than a month, Li has issued two 
- =f- sets of warrants (a misnomer, as both more 
-o| resemble options), which if fully exercised, 
| could reduce his shareholding in Cheung 

‘| Kong from 34.9% to 24.9%. And he has 


` | done it without murdering Cheung Kong's 


“| share price. So the starting point must be: is 


Be | Li, under cover of a wash of speculation 
_— | about a bid for Hongkong Land, cashing his 
«Hongkong chips and heading for the door? 


If it was anyone but Li the answer 
would be an unqualified yes. However, 
this looks less like a straight sell-off than an 
¿>| Opportunity for Li to prepare a bolt-hole for 
| himself two years down the road and 
make some money while he’s about it. The 
Li warrants give him the alternative of pay- 
ing warrant holders in cash and keeping his 
shares, should he so wish. Meanwhile, the 
warrants give him a fail-safe opportunity to 
gamble on his own future. 
Li’s recent uncharacteristically generous 


__| HK$795 million deal with the post-1997 


Land Fund, even though it raised cash, 
hardly seemed the act of a man bent on de- 
sertion. 

The tycoon’s seemingly omnipresent 
out-house broker, Peregrine, has devised a 
way for Li to enjoy absolutely the best price 


78 


for his personal warrants. Peregrine placed 
two sets of warrants: the 153 million war- 
rants on Hutchison and the 110 million 
warrants on Cheung Kong. Of the two, the 
Hutchison warrants were easily the more 
attractive, carrying a premium of under 
25%, compared with the 33% premium car- 
ried by the Cheung Kong warrants. 

Peregrine’s placement linked the two. 
Those who fancied buying a relatively at- 
tractive Hutchison warrant were obliged to 
take a less appealing Cheung Kong warrant 
with it. Although Peregrine swears blind 
that it, not Li, thought up the linkage, it 
does look suspiciously as though publicly 
listed Cheung Kong is subsidising Li’s pri- 
vate interests. 

In theory, this kind of thing stinks. 
However, in this case, Shroff finds it hard 
to work up much bile. First, the Hutchison 


Support for Mr Li 


Cheung Kong shares 


Hang Seng Index 


Hongkong 
_ Land shares 


warrants were no unnaturally juicy morsel, 
either in relation to existing Hutchison war- 
rants or to other warrants in the market. 
Second, in its placing Peregrine pitched the 
minimum investment at more than HK$1 
million, hardly the kind of cash widows 
and orphans throw into the market. 


if the warrant issues make good sense for Li, 
so does the tie-up with the Lau brothers 
and Evergo. Consider the price per share 
paid by Li for his 8% and the identical con- 
version price of Cheung Kong's converti- 
ble. At HK$2.80, Evergo was at a 12.5% dis- 
count to the prevailing market price, while 
the market price itself probably reflects a 
full 50% discount to the company’s asset 
value. 

Evergo’s underperformance is no more 
than a reflection of investors’ mistrust of the 
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Li's limitless options 


Laus, for which there is ample justification. 
But in this shareholder — relations disaster 
lies the glint of gold for Li. With the Laus 
held in check, the share price should re- 
cover spectacularly. It hardly even ranks as 
a gamble: on 7 May, Evergo had risen to 
HK$3.50. 

But market rumour is not satisfied with 
such simple mathematics. It insists that 
Joseph Lau, or. Evergo, has taken 60% of 
Li’s warrants in return forthe convertible 
bond, with the effective result being a huge 
sporting bet between Li and the Laus on 
the respective performance of their share 
prices. Although Shroff liked this theory, it 
has been pase hed denounced by brok- 
ers Pe 

There is no need to look for any ulterior 
motives underlying Li's activity. So, can the 
rumours of a bid for Hongkong Land by a 
Li-affiliated Evergo be dismissed? Well, al- 
most. And there’s the rub. The rumour has 
just enough going for it to make it plausible 
and, indeed, possible. 

The Keswick brothers hold 33% of 
Hongkong Land through Jardine Strategic 
Holdings but are thought to be long-term 
sellers, owing to their. quite public pes- 
simism about Hongkong’s post-1997 fu- 
ture. Off-loading Land begins to pose a 
tricky problem of timing. By common con- 
sent, Land is at the top of its rent-reversion 
cycle, and by the time the stellar days re- 
turn in the mid-1990s, all manner of 1997 
jitters may prevent it getting a good price 
for either the buildings or the shares. 

If Li has an eye on Land, now would be 
the ideal time to shake the tree. There is a 
problem, however. After his last raid on 
Land, aborted by the October 1987 crash, Li 
signed a seven-year standstill a ent 
with the Keswicks, ruling out a direct hos- 
tile bid by himself. 

Li is in much the same relation to Land 
as a life-raft salesman to a strong swimmer 
just beginning to feel the first spasms of 
cramp. To hurry his sale, what the life-raft 
salesmen needs is for the swimmer to spot 
a couple of small sharks circling. Of course, 
from Li's point of view, the sharks must be 
ugly enough to scare, but too small actually 
to devour the prospective customer. 

For all practical purposes, the Laus 
would find it impossible to find the HK$30 
billion-plus they would need to. swallow 
Land, Nevertheless, Shroff suspects that 
control of Land may indeed change hands 
in the next couple of months. But as the re- 
sult of an amicable a ent between the 
Keswicks and suddenly friendly looking Li 
Ka-shing. a Michael Taylor 
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The Commerzbank report : 
on German business and finance 5/91 a 














Does the German current-account leficit 
pose a threat to the D-mark? 


` Germany’s DM 3.8 billion current- 
account deficit in the first two months of 
1991 ~ compared with a West German 
surplus of DM 19.1 billion a year earlier ~ 
` has jolted the financial markets. The 
stréngth of the dollar against the Ger- 
man currency seems to prove that, as the 
current account slips into the red, the 
D-mark will depreciate. However, the 
dollar had begun to rally by mid-Febru- 
ary, several weeks before the January 
figures were released; and Germany’s 
current-account surplus had already 
peaked by mid-1989. Are the deficits 
now likely to persist, with adverse con- 
sequences for the D-mark? 

The current-account deficit is primar- 
ily attributable to a sharp drop in the 
trade surplus, which was down to DM 
3.9 billion in January and February from 
DM 23.5 billion (for West Germany) a 
year earlier. On the one hand, exports are 
stagnating, owing above all to the econ- 
omic slowdown in many industrial coun- 
tries, but also due to the D-mark’s climb 
last year combined with sizeable growth 
in domestic demand which has pushed 
up capacity utilisation in Germany. On 
the other hand, imports are strong, 
thanks not least to the brisk demand for 
Western products in eastern Germany. 


Stabilisation in sight 

In addition to the lower trade surplus, 
there has also been a sizeable increase in 
the deficit on Germany’s transfer balance 
~ albeit only a temporary one — as a result 
ofits financial contribution to the Gulf war. 

We expect western Germany’s trade 
surplus to decline further to about DM 
55 billion in 1991 (from DM 92 billion in 
1990), while eastern Germany’s external 
trade should be just about in balance, 
after a surplus last year of DM 15 billion. 
The current account should then show a 





“Negative market sentiment 
is obscuring the currency’s 
fundamental strength.” 





surplus of roughly DM 15 billion (DM 72 
billion in 1990). Beyond 1991, forecasts 
are on shaky ground. If economic activity 
picks up, as expected, in the U.S. and 
elsewhere in 1992, German exports 
should begin to expand again. At the 
same time, the growth of 


Germany to cope with the surge in 
demand generated by: unification without | 

tapping foreign à savings, i. e. without size- 
deficits. a 
The foreign-exchange markets are _ 
chiefly guided by their general percep: E 
tion ofa country’s political and economie 
climate. At present, the D-mark has to __ 








contend with a number of negative fac- 


tors: social tensions in eastern Germany, _ 
an overly pessimistic mood at home _ 
and abroad as regards the state of the me 











domestic demand in west- 
ern Germany, and hence 
the rate of import growth, 
will probably slacken. 
Thus, at present, nothing 
would indicate that the 
marked deterioration in 
the current account under 
way since 1989 signals the 
beginning of a period of 
high deficits. 

The verdict of the 
foreign-exchange markets 
will largely depend on 
whether the present de- 
cline is seen as a one-time 
correction to adjust for 


Current account and external value of D-mark* 
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e) estimated; =} as from July 1990, current account for united Germany; 
external value of DM against currencies of 18 industrial countries. 


German unification or as 
a new trend. The latter view, while quite 
untenable, would certainly have a more 
adverse impact on the D-mark. It is also 
significant whether the current buoyancy 
of domestic demand, which draws in 
imports, is fuelled by booming consumer 
spending or strong capital investment, 
which enhances future export prospects. 
The share of public funds used for 
capital investments in eastern Germany 
is set to go up in 1991, and it will rise in the 
years thereafter. The experience of the 
United States during the eighties shows 
that it would be a major achievement for 
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German knowhow in global finance _ 


economy there, the threat. of political 
instability in Eastern Europe and the 


Soviet Union, and finally concern about E 


price stability raised by high budget defi- 
cits and excessive wage settlements. 


All the same, there is nothing to sug- ~ 


gest that the dollar’s sharp rise will con- 
tinue. Indeed, given the American econ- 
omy’s structural weaknesses, the pros- ~ 
pects for growth are less rosy over the 
medium term in the U.S. than in Ger- 
many. Nor is inflation there likely to be 
lower, and the US current account will 
certainly perform less favourably. 
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THE UNITED NATIONS INDUSTRIAL 
DEVELOPMENT ORGANIZATION (UNIDO) 
at Vienna 


seeks qualified candidates for the following position: 


REGIONAL ADVISER ON INDUSTRIAL DEVELOPMENT 
Grade/Level: L-5 













‘Location: Bangkok 


Purpose: 





meetings organized in the region. 





: Qualifications 
and experience: 





turing. Fluency in English. 

Salary plus post adjustment (net per annum) 

At the dependency rate: L-5/I $US 45,050 + $US 10,014 
At the single rate: $US 41,659 + $US 9,269 

Duration: Initial contract of two years. 

Dateofentry As soon as possible. 

on duty: 


i ‘Salary and 
benefits: 






viser, should be sent to: 
Recruitment Section 
Room E0544 

UNIDO, P. O. Box 300 
1400 Vienna, Austria 


information is required. 
Deadline for 


applications: 24 May 1991 


















BUSINESS NEWS NETWORK 
satellite news network based in Hong Kong requires: 


SUB-EDITOR/RADIO PRESENTERS: 


Candidates should have several years journalistic experience. 
Some familiarity with financial/business field an a vantage. 








tial, although some training will be given. 








GRAPHICS DESIGNER/ART DIRECTOR: 





graphic design with multi-media application. Managerial skills 
ae a willingness to work closely with an editorial team are essen- 
tial. 


Successful applicants for these positions will be working in a new 
and exciting medium — Special Performance Television — a 
merging of digital audio and high resolution graphics to provide 
24 hour coverage of regional and international financial and busi- 
ness stories. C.V. pps expected salary to: Editor-in-Chief, Busi- 
ness News Network Limited (Ref. HK1), 1207 One Pacific Place, 
88 Queensway, Central, Hong Kong. Closing date: May 31st. 














For QUALITY response... 
advertise in this section 





CLASSIFIED ADVERTISEMENTS 











To provide to Governments of developing countries in Asia 
and the Pacific advisory services on industrial policies, ad- 
justment measures for sustaining and improving industrial 
growth and technical co-operation requirements. He or she 
will be working in close co-operation with other staff mem- 
bers of the Division of Industry, Human Settlements and En- 
vironment of the Economic and Social Commission for Asia 
and the Pacific in promoting regional and subregional co-op- 
eration in Asia and the Pacific and representing UNIDO in 









Advanced university degree in economics. Ten years of 
experience in industrial development policies and restruc- 














Howtoapply: A detailed résumé in English, quoting ESCAP Regional Ad- 









Applications from women candidates are encouraged. Can- 
didates will only receive an acknowledgement if additional 










The new English-language Asia-Pacific business and financial 


Should demonstrate an interest/knowledge of Asian affairs and 
be willing to re-locate to Hong Kong. A suitable voice is essen- 
ill 


Candidate needs a broad range of experience in computer 










POSITION ANNOUNCEMENT 
-FOR 
Director for Administration 





The international Rice Research Institute is a nonprofit, donor- 
funded organization. Our goal is the improved well-being of present 
and future generations of rice farmers and consumers, particularly 
those with low incomes, and our objective is to generate and dis- 
seminate rice-related knowledge and technology of short- and long- 
term environmental, social, and economic. benefit and to help en- 
hance national rice research systems. The Institute is located in Los 
Baños, Laguna, Philippines, with collaborative research projects in 
various rice growing countries of Asia, Africa, and Latin America. 
There are about 90 internationally recruited and 1750 nationally re- 
cruited staff administered though our headquarters. The Director for 
Administration will live in Los Bafios, about 60 km south of Manila. 


Responsibilities 

The Director for Administration reports directly to the Deputy Direc: 
tor General for Finance and Administration andis responsible for the 
overall management of human resources and administrative ser- 
vices in support of research and international programs at head- 
quarters and regional offices. Current administrative support ser- 
vices include foreign and local purchasing, materials management, 
communications, office services, travel, food and housing, and vis- 
itor and conference services. At a later date the scope of responsibil- 
ity may include physical plant and transportation services. The Di- 
rector for Administration develops, reviews, and improves policies 
and procedures for administrative services. 






Qualifications 

MBA or equivalent and experience in personnel management in.an 
international setting, preferably in Asia. Excellent oral and written 
English communication skills are essential. Strong leadership and 
interpersonal skills, organizational capabilities, and a proven record 
of cost efficient management are required, preferably in a research 
organization. oe, experience in the private sector would be 
an additional advantage. Must be prepared to work long hours. 


Appointment Conditions and Application Procedure | 
Position will be available in August 1991. Salary and benefits are | 
competitive with those of other international research organizations, 
Qualified applicants are invited to send their curriculum vitae, date of 

ney and names and addresses of three professional: re- 
erees to 





Dr. Klaus Lampe, Director General 

International Rice Research Institute 

P.O. Box 933, 1099 Manila, Philippines 

FAX (63-2) 817-8470 or 818-2087 è Email CG1401 © Telephone 
(63-2) 818-1926. 


Course 


DEGREE 
COURSES 


Earn a degree entirely at home. Private University 
offers distance-learning degree programme 







Publication 


The twice-a-year digest & direc- 
tory for the business traveller: 


VIETNAM 


Features + Business & Travel Tips: + 
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RESEARCH AND INNOVATION. 


China’s healing properties 


transfers of technologies as di- 
en verse as computer systems and 
. acupuncture techniques. Now, the colony 
has become the focus of pharmaceutical re- 
search. 

The Chinese Academy of Sciences in Pe- 
king has started collaborating with a ven- 
ture formed by the Hongkong Institute of 
Biotechnology (HKIB), a non-profit institu- 
tion, and Syntex Corp., the 12th-largest 
pharmaceutical company in the US, in an 
. | effort to identify new compounds that can 

“combat diseases. 

HkiB/Syntex, as the venture is known, 
= will screen natural and synthetic products 
for pharmaceutical potential. The work will 


ce ongkong has long been a bridge 
oof H between China and the West for 


«| þe- carried out at HkiB’s laboratories in 


Hongkong and Syntex’s headquarters in 
Palo Alto, California. 

The Chinese Academy of Sciences will 
supply many of the substances, which fall 
into two groups, for screening. One of the 
groups consists of a random selection of 
Chinese plants, herbs and micro-organisms. 
Chinese scientists will add to this group 
several synthetic compounds that they 
make in their own laboratories. 

Textbooks of Chinese medicine list 


-4 about 7,000 traditional preparations, more 


than 90% of which are derived from plants. 
A typical Chinese pharmacy carries 300-400 
preparations. Popular items include gin- 
seng, different types of which are used to 
reduce blood pressure or to strengthen the 


_| body's immune system; derivatives of the 


| morus alba tree, whose bark is used to treat 
coughs and whose fruit is prescribed as a 
sedative or mild sleeping potion; and 
rhinoceros horns, which are prescribed to 
reduce fever. (The horr’s reputation as an 
aphrodisiac is unsupported in traditional 
treatises.) 

Western companies have only recently 
become interested in traditional pharma- 
ceuticals. This is mainly because their con- 
ventional methods of developing new 
drugs — by making subtle alterations to the 
molecular structures of established drugs 
— are yielding fewer and fewer commercial 
successes. 

A more recent approach, which aims to 
design drugs from scratch using compu- 
ters, has had little success so far, because 
researchers do not know enough about the 
exact ways in which drugs act on the 
human body. Traditional Chinese medi- 
cines fill the gap between the two ap- 
proaches. They differ from Western drugs, 
but they appear to have curative power. 


82 





The other group of substances will be cho- 
sen more specifically. Researchers will of- 
fer herbs and plants used in traditional 
Chinese medicine that have shown some 
clinical indications of possessing healing 
properties. 

The collaborative effort aims to discover 
new families of medicinal drugs. It repre- 
sents a more sophisticated, rational ap- 
proach than the serendipitous discovery of 
penicillin. 

There is one ironic difference, though. 
HKIB/Syntex is not seeking new versions of 
antibacterial agents such as penicillin. Too 
many companies are already in the busi- 
ness of anti-bacterial remedies, says HKIB’s 
Associate Director Lee Siu-leung, who is 
also general manager of HKB/Syntex Ltd. 
But project scientists will screen for sub- 
stances that show effectiveness against just 
about any other type of disease, from car- 
diovascular complaints to neurological dis- 
orders and from immunological ailments to 
viral conditions. 

Screening for the new compounds’ 


ISNOH WOOS BHUSHI INR GVHD 


Traditional medicines provide research link. 


pharmaceutical potential involves testing 
their effects on receptor molecules. These 
are components of living tissue that bind to 
specific molecules in much the same way 
that pieces of a jigsaw puzzle fit together. 
The better a compound fits a specific recep- 
tor, the greater is that substance’s phar- 
maceutical power. 

To obtain the quantity of receptors 
necessary for assaying, scientists use the 
biotechnological technique of cloning. They 
obtain single receptors from human tissue 
and use genetic engineering to multiply 
them into millions of identical copies that 
are exposed to samples of unknown com- 
pounds. 

A solution containing a substance for 
screening is applied to a solution containing 
receptors. If it shows signs of pharmaceut- 
ical activity, the solution is split into compo- 
nents by chromatography and other sep- 
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aration techiques and each component re 
tested for pharmaceutical power. 

Scientists first must ensure that the sub 
stance is not so toxic that it will poison pa 
tients before it cures them. Next come mort 
laboratory studies and then trials on ani 
mals. Finally, the most crucial trial arrive: 
in a series of clinical tests on humans. 

The chances are reasonable that the HK 
Syntex team will identify compounds tha 
ultimately make it to pharmacists’ shelves 
The hit rate for random searches is roughly 
one usable compound for every 10,00( 
screened. But the odds shorten considera- 
bly for substances such as traditional re- 
medies that have already shown some 
signs of activity. HKIB/Syntex's Lee esti 
mates that one out of every 1,000 sub- 
stances tested could end up as a usable 
drug. Since the group plans to test several 
thousand substances annually, the likeli- 
hood that the venture will turn up some 
winners is fairly good. 

In fact, two substances borrowed fror 
Chinese medicine have shown promise o 
application to Western medicine. An anti 
malarial agent known as qinghaosu, taker 
from the shrub Artemisia annua, is about tc 
start human clinical trials in the US anc 
Holland. Chinese pharmacists have pre 
scribed it for 2,000 years to treat malaria, 
and scientists identified its active ingredient 
two decades ago. But only recently has it 
become technically possible to prepare that 
ingredient in a pure enough form to carry 
out scientific studies on it. 

Meawhile, “compound Q,” an ingre- 
dient taken from the root of an inedible 
cucumber known as GLQ223 is under clin- 
ical study in San Francisco as a remedy 
against AIDS. Chinese practitioners use the 
root to induce abortions. Research by Hin 
Wing Yeung of Hongkong’s Chinese Uni- 
versity has shown that the substance kills 
rapidly reproducing cells in a foetus, cells 
similar to a type that spreads the AIDS infec- 
tion through the body. 

Hongkong should gain a great deal 
from this collaboration. While the terms of 
the joint venture make it clear that Syntex 
will manufacture any drugs that emerge 
from the screening, Hongkong’s participa- 
tion will help upgrade its skills. 

“Hongkong has had limited experience 
in the pharmaceutical industry,” HKIB direc- 
tor Dominic Lam points out. “Through the 
collaboration, Hongkong will have an op- 
portunity to develop the skill and man- 
power necessary to establish its own inter- 
national pharmaceutical industry.” 

@ Peter Gwynne 
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Encounters — Always Magic 
With China Airlines. 


service to chance — China Airlines, 


On Bill's first trip to Taipei he met 
an old acquaintance. When he re- 
turned to Germany his friends were 
skeptical...until they saw the photo. 
According to the traditional Chinese 
belief in Yuan-Fen, all encounters 
have significance and therefore 
should be valued. At China Airlines, 
we treasure each encounter as a 
warm renewal of friendship. No 
matter whether it's in-flight or on- 
ground at any of our twenty-six 
international destinations, our 


personalized service is the stuff 
that magic moments are made of. 
Next time you travel, don't leave 


the magic is our reason for flying 
We treasure each encounter. 


CHINA AIRLINES 





Oh, to be a Dragon in the 1990s. 


A new era of growth 
The ’80s were wondrous times for the 
“Asian dragons.” 
But in the 90s, business will become 
ougher and more complex. To grow amid these chal- 
lenges, Asian economies will need ever higher levels of 
new capital. And a competent financial partner. 

Nikko Securities can help. 





Playing our part in regional development 

Nikko is one of Japan’s largest securities compa- 
nies, with over $270 billion in assets under custody and 
millions of clients worldwide. 

Backed also by a comprehensive services network 
in Asia, Nikko is playing a prominent part in regional 


NIKKO 








development. 

We help local companies grow. Access capital 
markets. Find business partners in Japan. And raise funds 
for major projects, from infrastructure to high-tech. 

Drawing on long experience in world capital mar- 
kets, we also help and advise individuals and institutions 
on investments. 

i And we develop and run multi-million 
dollar funds invested in emerging coun- 
tries like Thailand, Malaysia and Indonesia, 
among others. 

As a result, Nikko is better positioned than ever to 
help Asia enter another era of prosperity. 

After all, dragons are no myth to us. 

They’re the shape of things to come. 





The Nikko Securities Co. (Asia) Limited The Nikko Securities Co., Ltd. Ltd. 
One Pacific Place 19th Floor, 3-1, Marunouchi 3-chome, 6 Battery Road, #28-01, 
88 Queensway, Central, Hong Kong Chiyoda-ku, Tokyo 100, Japan Singapore 0104 


Tel: 5249011, 8421111. Telex: 73640 


Tel: (03) 3283-2211 Telex: J22410 


Tel: 2233390. Telex: RS 35089 


The Nikko International Network JAKARTA BANGKOK KUALALUMPUR SEOUL BEIJING QINGDAO SHANGHAL SYDNEY MELBOURNE LONDON ZURICH GENEVA 
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= lain this difference in 
= standards? Or, better still will Francis Cor- 
“nish and Chris Osborne, both of the British 
: Foreign. Service, care to elaborate on their 


“media kindly exp 


rather stuffy and haughty comments given 


to:your reporter? 
eae sete 
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= No taste tor travel 

Just a note to express my admiration for 
Derek Davies’ review of Simon Winches- 
: ters truly awful book, The Pacific. 

= Winchester travels like a bad wine — 
_ pretentious and sour to the palate. 

_ > Inever cease to be amazed at how many 
people who really don’t like other people 
_ write travel books. Ruminations such as 
_ Winchester’s — what we Americans some- 
_ times refer to as “thoughts while shaving” 
— should be confined to diaries and not ex- 
posed to the general public like the family 
_ idiot taken out for a Sunday stroll. 

Tokyo DENNIS DOOLIN 





Burmese oil work continues 

We are surprised to read in your 16 May 
edition [INTELLIGENCE] of our company’s 
_ imminent relinquishment of its exploration 


concession in Burma. There is absolutely no 


basis for your report. 
_ > Kirkland Resources was indeed granted 


“a concession in January 1990 in the area of 


Mawlamyaing (Moulmein) covering parts 
of Karen and Mon State. Geological field 
studies and an airborne geophysical survey 
have taken place and have been inter- 
preted. A seismic programme is planned 
and preparatory work is continuing. 

Your assertion that company executives 
have complained of obstacles created by 
bureaucracy and in the clearance of equip- 
ment is also without foundation. We would 
have no hesitation in commending the de- 
gree of cooperation our company has been 
shown by the staff of the Myanma Oil and 
Gas Enterprise, the government enterprise 
responsible for liaising with the foreign oil 
companies. NIGEL A. QUINTON 
Harpenden, England Exploration Manager 





Time for scholarly change 
A recent opinion piece by Andrew Horvat 
{Insular Americans, 25 Apr.] makes note of 
the fact that participants in the Luce Scho- 
lars Program have no prior background in 
Asian affairs. He is correct in that assertion. 
Over the years, the Henry Luce Foun- 
dation has spent millions of dollars to en- 
courage Asian studies and to develop the 
highest level of academic exchange be- 
tween the nations of Asia and the US. The 
Luce Scholars Program, however, has a 
rather different objective. It is intended to 


develop: a broad consu a young 
American leaders from many fields — none _ 
of them Asian “specialists” = who have 
the ability to look at Asia from other than 
limited Western perspective. : 
Participants are future lawyers and legs- 
lators; scientists and engineers; artists and | 
writers; educators and businessmen. As a 
result of their professional internships in 
Asia, they bring back broadened insights — 
that will have a significant impact on the _ 
course of our future relations with Asia. 
Horvat suggests that it is time for 
American attitudes towards Asia to change. 
We concur, and hope sincerely that the 
Luce Scholars can play an important role in 
affecting such a change. ; 
New York City ROBERT E. ARMSTRONG 















Stock exchange returns 
The article, Past Preferences. [16 May), is | 
factually incorrect. My early return. to 
Hongkong from London was prompted by - 
requests from some Stock Exchange Coun- 
cil members. I was not “recalled” by Sec. 
urities and Futures Commission Chairman, n 
Robert Owen. A 
At no time did I or, inasmuch as I am 
aware, any other council member put any 
pressure on Dr Philip Wong to resign from 
the council. 


Hongkong Sir QUO-WEL LEE 
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would be an asset. 





We offer an attractive salary and benefits package. For immedi j 
ate consideration, send your detailed CV and salary ‘history to: 
Chief, Recruitment Section, UNDP, One United Nations Plaza. New 
York, N.Y., 10017 or FAX to 212-826-2057 quoting SRL/87/037 Senior 
Advisor, Applications must be received by June 12, 1991. 






UNITED NATIONS D 


The Office for Project Services (OPS), part of the United Nations 
Development Programme, is seeking a Senior Advisor to assist the 
Government of Sri Lanka in managing, coordinating and monitor J= 
ing a multisectoral rehabilitation and reconstruction programme oo 
financed by bilateral and multilateral aid agencies, and imple: Bo 
mented in the North-Eastern Region of Sri Lanka. ; 


In addition to a post-graduate degree in a related field, the 
successful candidate will have senior-level experience in planning 
and managing multisectoral investment programmes in develop: - 
ingcountries; solid background in public administrationand project 
management; knowledge of the design and Implementation of 
development projects; and the ability to maintaina management 
information system to monitor and report programme progress to 
Government and donors. Interpersonal communication skills for = 
high level negotiations and discussions are required as well asthe 

ability to provide leadership to a multi-national team, Experience 
with UN-System organizations, donors and development banks. 
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= Singapore, with its 
= bulging foreign 
reserves and 
£ cash-rich 
= companies, has 
= until recently 
= lodged its funds 
: in conservative 
= pe 
investments. But 
= now the island 
_. Tepublic is taking the riskier course of 
_ making direct investments abroad. With a 
` population that is growing slowly and a 
productivity rate that is stagnating, 
- economic growth can only be sustained at 
traditionally high levels by overseas 
investment. But, as correspondent 
N. Balakrishnan reports, the globalisation 
may also have some unintended 
_ Consequences as this insular city-state 
"grapples with the problems of reaching 
-out economically and socially to the 
world. Correspondent Ed Paisley looks at 
Singapore Government's overseas 
estments. In an interview, Information 
_ Minister George Yeo discusses Singapore's 
-röle in Hongkong 85 ; 


<: South Korea : Protest 

President Roh should be able to ride the 

-wave of protests that followed the killing 
“of a student by police officers, as long as 

“the country’s middle class continues to 
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INTELLIGENCE 


Who’s in Charge? 

Relations between Japan’s ruling Liberal 
Democratic Party (LDP) and the Ministry 
of Foreign Affairs have been frosty since 
late last year, political sources say. Each 
side blames the other for recent diplomatic 
mishaps, the most recent being the failure 
to extract concessions from Soviet 
President Mikhail Gorbachov. The 
ministry reportedly wanted to conclude 
Gorbachov’s recent visit to Tokyo on a 
friendly note, even if the Soviet-occupied 
Kurile Islands were not returned to 
Japan as hoped. The LDP, by contrast, 
threatened at one stage not to sign any of 
the 15 bilateral agreements scheduled for 
the visit. Relations between LDP leaders 


give his administration their broad 
support 10 


Malaysia : Sabah 

In the wake of Malaysia's ruling party's 
by-election victory in Sabah, state-centre 
relations receive a further blow with. the 
arrest of the chief minister’s brother 11 


Burma : insurgency 

The ruling military regime’s new tactics 
of either buying off, or alternately 
intimidating insurgents, have succeeded 
in reducing the number of rebel groups in 
Burma’s border regions 12 


Foreign Relations : Talwan-Philippines 

A fishing dispute has highlighted the 
often confused state of relations between 
Taipei and Manila: 15 

North Korea : Arms Industry 

Faced with growing coolness in its 
relations with Moscow 
and Peking, Pyongyang is 
looking to the domestic 
arms industry to supply its 
forces 16 


Japan : Aid Policy 

Japan is being asked to 
expand its aid programme 
sharply in order to help 
maintain global stability 18 


Nepal : General Election 
Nepal faces an uncertain 
political future following a 
general election in which 


and Foreign Affairs Vice-Minister 
Kuriyama Takakazu have been 
particularly strained. Some party leaders 
have expressed their doubts about his 
ability and qualifications as the next 
ambassador to the US, a job Kuriyama is 
said to want badly. 


Home for a Range 


With its continued access to the 
Philippines in doubt, the US air force is 
exploring the possibility of moving the 
multi-nation Cope Thunder exercises 
from the Crow Valley combat 
instrumentation range, adjoining Clark 
airbase, to Thailand. Lying between the 
Central Plains airbases of Takhli and 
Korat, the Thai range is configured only 
for air combat, but the US would 
presumably be prepared to provide the 
electronic equipment needed for ground 
attack simulation, including emitters that 
replicate Soviet-made radars. 
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Controlling Sabah (11). 


communists made unexpected gains 18 


Vietnam : Soviet Ties 

The Vietnamese Government is being 
forced to re-appraise its relationship with 
the Soviet Union 20 


Sgi Lanka : Poll Mandate 
Voters give President Premadasa a 
ringing endorsement in local electipnh i 


Malaysia : Fireworks Disaster _ 

A fireworks factory disaster that daimed 
24 lives took a new twist with former 
finance minister Daim’s admission of a 
‘passive investment’ in the plant, which 
is believed to have been operating 
illegally 21 

Philippines : Intelligence 

The Philippine security forces have made 
good use of the communists’ predilection 
for putting information on computers 22 








Just Remember This 

A telling sign of the Soviet Union's 
shifting alliances in Asia surfaced in a 
recent edition of Komsomolskaya Pravda. 
The reminiscences of a Soviet anti-aircraft 
specialist over how his unit shot down US 
aircraft over North Vietnam in 1965 
emphasised the decisive role the Soviet 
Union played in fending off US attacks, 
and seemed timed to remind the 
Vietnamese leadership of their debt. 


Prize Fighter — 

Agreement on the purchase of 24 Soviet 
Su27 fighters by China will be formally 
signed at the end of May during the visit 
to Peking of the Soviet machine tool and 
tool building industry minister. The 24 
aircraft — among the latest in the Soviet 
inventory — will cost between US$700-800 
million, of which 60% will be paid in hard 
currency and 40% in barter trade. An 
agreement to send Chinese air force 
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that has poured in to 
ie war against Kabul, has 
akistani resentment 23 





from well in South Korea’s 
ries, despite this year’s unusually 
peaceful “spring offensive” for new wage 
agreements and the carrots the Roh 
-government has offered the workers 28 






















to his protracted legal wrangle with the 
z ee Government. 31 


Arts and Society 


“Indian Americans 

The ‘Asians in America’ series continues 
with a look at how Indian immigrants 

_ learn the political ropes in the world’s 
ae eee 34. 


E Where to spat your money 


- This month, WIPyYM looks at Asian 

- warrant funds; Japanese investment in 
Soviet stocks; Taiwan's. mutual funds; 

Hongkongs new high-risk unit trust; the 

= Lloyd's of London insurance market; 

' Colombo’s bull run; Thai counters 40 — 











personnel for training in the Soviet Union 
was signed in early May. 


Stuffed Panda 


The US$1 billion 
Panda Motor Corp. 
(PMC) venture to 
make cars in 
Guangdong’s 
Huizhou City for 
export is closing 
down — possibly for 
good — without 
having produced a 
single vehicle. At the 
root of disagreements between the 
Chinese authorities and the US-based 
company, controlled by South Korea's 
Rev. Moon Sun Myung’s Unification 
Church, was PMC’s desire to sell into the 
domestic Chinese market. At the same 
time, the difficulty of selling Chinese-made 
vehicles into overseas markets in quantity 
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Business Affairs 


Thailand : Companies 

A capital infusion has strengthened the 
balance sheet of tuna canner Unicord and 
bolstered its ability to do battle with rivals 
inthe US 48 

Day of the dolphin 49 

Global strategy aims to cut costs 50 


Malaysia : Companies 

Maika Holdings, the chief investment 
arm of the Malaysian Indian Congress, 
faces leadership criticism 52 


Philippines : Companies 

- A dispute about the sale of property in 
Manila is disrupting efforts to privatise 
Southeast Asia’s largest fertiliser plant 54 


Indonesia « Markets Coe 
Dithering over the introduction of an 
automated computer system on the 
Jakarta bourse will hamper trading 
growth 65 
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Fugitive from the past 37 
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` The 5th Column 


Hongkong : Property 

Prices are not rising as fast as most people 
think, because banks, developers and 
government have things under 

control 63 


Philippines : Banking 

Security Bank is set to focus on the ethnic 
Chinese community and its new links to 
Taiwan 64 


Japan : Banking 
The world’s biggest lender is to change 
its name, though not everybody is 
impressed 64 


Japan : Companies 
A former head of a car-parts supplier hits 
out at domestic cartels 65 


made the original plan a nonstarter. It is 
unclear whether the estimated US$100 
million already invested by PMc will be 
written off, or whether the firm hopes to 
revive the project. 


Pressing Problem 


Stimulated by il tod, the Mongolian 
version of glasnost, Ulan Bator’s 
burgeoning newspaper and magazine 
industry is now suffering from a severe 
shortfall in production capacity and 
newsprint. Daily newspapers regularly 
miss issues and periodicals are appearing 
after long delays as Mongolia has been 
unable to agree on hard currency 
purchases of newsprint from the Soviet 
Union, its usual supplier. As a fraternal 
gesture, China’s communist party 
donated 500 tonnes of newsprint to the 
Mongolian People’s Revolutionary Party 
newspaper Unen. This generosity proved 
fruitless, however, as the rolls of 
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Japan likely to change its political view 
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newsprint were too wide to fit Linen’s 
antiquated Soviet-made presses. 


Film Action 


Indonesia escaped being added to the US 
priority watch list for trade violators after 
President Suharto’s last minute promise 
that the country’s motion picture 
distribution monopoly would negotiate 
with American film makers. Sources say 
Finance Minister Johannes Sumarlin, 
concerned that the threatened action 
would hurt Indonesian exports to the US, 
asked Suharto to intervene. The film 
distribution monopoly is controlled by 
Suharto’s cousin, Sudwikatmono. As an 
interim measure, Sudwikatmono’s film 
distribution company is expected to pay 
higher royalties to US studios. Meanwhile, 
sources say US film exporters hope to 
break Sudwikatmono’s monopoly by 
establishing joint-venture distribution 
companies with other Indonesian firms. 













to. rock many of South Korea's 
major cities in the wake of the 
death of a student at the hands of 
‘the police, coupled with a number of re- 
`; lated protest suicides, have shattered Presi- 
‘dent Roh Tae Woo’s year-long peace from 
radical activism. 
- However, whether this upsurge in vio- 
lence and anti-government protest will top- 
ple South Korea’s fragile democracy rests 
largely with the urban class, of white and 
blue collar workers, who comprise a major- 
ity of the country’s 42 million population 
d on whose support the future of Roh’s 
ministration depends. 
-To date, the middle class has spurned 
radicalism, and appears generally satisfied 
with Roh’s record on diplomatic achieve- 
ments and steady political progress at 
home. Middle class opinion may also be 
—  - more sensitive than students to the risk that 
_ the toppling of the Roh government could 
open the way for a return of military rule. 
This would be a serious danger in the un- 
likely event of Roh’s fall. 
“People want reform, not revolution,” 
-== Yonsei University political science professor 
Song Bok noted in a newspaper column. 
. “The more students turn to a revolution, 
the more citizens choose stability.” 

If this view accurately sums up the na- 
tional consensus, it also needs an important 
caveat. One more slip by the police in tackl- 
-ving student demonstrations, most analysts 

agree, could shatter this consensus and 
trigger events that could destroy the pre- 
sent administration. 
’ So. far, two students and one trade un- 
ionist have died after dousing themselves 
with paint-thinner which they then ignited. 
‘The suicides stemmed from the killing 
of student Kang Kyong Dae by police offi- 
cers outside the campus of Seoul's Myongji 
_ University. Kang, who was protesting 
_ against school tuition fees, was beaten to 
_ death by five officers on 26 April after one 
of their colleagues was reportedly injured 
ina fire-bomb attack. 
Perhaps paradoxically, the deaths 
served to harden Roh’s position and alien- 
-ate the popular support the radicals need if 
they are to seriously threaten the existing 
_ © political order. In the past 30 years of agita- 
_ tion against authoritarian rule, students 
_ have only succeeded when they have 
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SOUTH KOREA 


Roh’s future rests on middle class view of protests 


Containing the flames 


gained the support of the country’s middle 
class. 

The threat of suicide as a political 
weapon left the country apprehensive. Ac- 
cording to a Christian church organisation 
there have been 25 such violent deaths by 
radicals since 1970, when a Seoul garment 
worker imitated self-immolation protests by 
Buddhist monks in Saigon during Ngo Din 
Diem’s regime. However, if Japan accepts 
seppuku suicide as an act of honour, the 
notion of killing oneself for whatever cause 
is frowned upon in Korea’s Confucian tra- 
dition. 

Nevertheless, national revulsion over 
Kang’s brutal killing provided a rallying cry 
for labour movement activists and student 
radicals, who had been running short in re- 
cent months of issues with which to con- 
front the government. The outcry has also 
helped renew the feeling that the Roh ad- 


ministration, despite its spectacular foreign 
policy successes, has moved too slowly on 
domestic political reform. 

Even after the police officers were de- 
tained on charges relating to Kang’s death, 
and hardline interior minister Ahn Eung 
Mo was dismissed over the affair, unrest 
continued on many campuses. Demonstra- 
tions flared anew in Seoul, Kwangju and 
other cities during Kang’s funeral proces- 
sion on 14 May. In Seoul, over 30,000 stu- 
dents and workers joined the funeral cor- 
tege, battling riot police as they tried to take 
Kang’s coffin to the city hall. 

The government mobilised thousands 
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of riot police to block their movements, los- 
ing four teargas-firing vans set afire by 
angry mobs. On the previous day, a group 
of 40-odd students raided the office of the 
ruling Democratic Liberal Party (DLP), 
knocking several policemen unconscious 
with metal pipes and smashing furniture 
before they were evicted. 

Tension was further increased as the 
main opposition New Democratic Union 
(NDU) dropped its previously moderate 
position and joined the mourners. NDU pre- 
sident Kim Dae Jung, Lee Ki Taek and 
other parliamentary opposition figures de- 
livered funeral speeches, and also attacked 
the Roh administration over inflation and 
other policy failures. 

Despite the opposition’s support for the 
demonstrators, ordinary people — notably 
in the politically crucial capital — failed to 
respond to the anti-government rhetoric. 





opt 


À 


They not only kept away from the demon- 
strations, but also criticised the opposition 
for seeking to take advantage of the unrest. 

The public mood indicates that the pre- 
sent unrest may fade following the emotive 
18 May anniversary of the 1980 Kwangju 
civil uprising. The Kwangju anniversary 
and a 19 May rally in the southern city of 
Taejon could provide the last opportunities 
to stage major set-piece rallies against the 
government, 

Despite his apparent success in retain- 
ing a broad base of support in the present 
crisis, Roh’s commitment to democratisa- 
tion has been seen to be flagging following 
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LETTERS 


Asian scapegoats 


Adam Schwarz is spot on in writing “No | 


matter how large and powerful the. . . 
[Chinese] become, they pose little political 
threat to Suharto” [Piece of the action, 2 
May]. 


The Chinese have been Southeast Asia's | 


tailor-made political scapegoats. for cen- 
turies. Unlike the Arabs and Indians, the 
Chinese migrated to Southeast Asia with 
no religious or ideological baggage to pro- 
selytise their hosts. This placed them with- 
out the local institutionalised systems of re- 
ciprocal rights and duties. Thus they were 
no threat to the local ruling classes. All this 
made them a perfect proxy both to serve 
those classes’ economic interest and, at the 
same time, to foreclose the growth of the 
indigenous bourgeoisie. This as Schwarz 
implies, would pose a far greater threat to 


the ruling class. Historically, it gave rise to | 


Chinese serving as revenue collectors, 
bookkeepers, shahbandars etc. This con- 
tinues to be mistaken by mainstream scho- 
lars as proof of the Chinese’s “superior 
business acumen.” There was no element 
of compulsion: Chinese were free to assimi- 
late with the indigenes and end their “inter- 
mediary” role. 

Colonial rule, however, called for divide 
and rule apartheid — the banning of inter- 
marriages, the cessation of the assimilation 
between Chinese and indigenes. From the 
consolidation of colonial rule, in Indonesia 
in 1700s, the traditionally voluntary con- 


tract between individual Chinese and local / 
‘rulers became compulsory to all “Chinese” ’ 


all the time. 
That today a whole community of In- 
donesians continues to be regarded as not 


full citizens on colonial grounds such. as- 


their “Chinese” ethnicity indicates that In- 
donesia is politically neo-colonial and an ex- 


“tension of the colonial system. 


London A. R. T. KEMASANG 





Exclusive coverage 
Foreign Secretary Douglas Hurd’s press 
conference for British journalists to the ex- 
clusion of Hongkong Chinese reporters [18 
Apr.] on a matter directly affecting the ter- 
ritory strikes me as racist and arrogant. I’m 
surprised the international press (apart 
from the REVIEW) and wire services, nor- 
mally so quick at jumping on this sort of 
outrage, did not give play to the story. 

Imagine the outcry against Japanese ra- 
cism and arrogance if Prime Minister Kaifu 
on foreign soil were to restrict his briefings 
to Japanese reporters. Western reporters, 
editors, columnists and opinion makers 
would have gone on and on about how in- 
sular, insensitive and arrogant Japanese 
leaders and people are. 

So, will some members of the Western 
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the January 1990 merger of the DLP with 
two smaller opposition groups that gave 
him a parliamentary majority. His single 
major concession to date in meeting his 
stated goal of restoring democratic institu- 
tions was last March's local council elec- 
tion. 

Politically, neither the government nor 
the parliamentary opposition appear to 
have drawn any lessons from recent events 
on the streets and campuses. On 10 May, 
the DLP rammed two crucial bills through 
parliament in the face of resistance from the 
NDU. One bill enhanced, but fell short of 
guaranteeing, the independence of the Na- 
tional Police — a key element in the pack- 
age of reform laws designed to democratise 
the country’s political institutions. The DLP 
version ignored NDU demands that the po- 
lice be removed from Interior Ministry con- 
trol and be placed under an independent 
commission. 

In the second bill, which amended the 
widely feared National Security Law, the 
rewritten articles appeared inadequate to 
prevent their being used against govern- 
ment opponents. Among other targets they 
still allow the prosecution of people who 
“praise or encourage, communicate or meet 
with anti-state organisations” or their repre- 
sentatives “knowing that to do so would 
endanger the state’s security or the basic 
order of free democracy.” 

In the absence of material proof, many 
critics ask, how would a state prosecutor 
determine if someone was actually “prais- 
ing” anti-state organisations? Certainly Kim 
was not alone in refusing to accept these 
ambiguities as “reform measures” designed 
to bring more democracy. “How meaning- 
ful can rejigging a few clauses of the law 
be?” he asked. 

Nevertheless, it took less than a minute 
for Assembly Speaker Park Jun Kyu to de- 
clare the two legislative bills passed — not 
from the podium where he normally sits to 
preside over parliamentary p ings, 
but standing in the assembly's hall pro- 
tected by burly DLP legislators who fought 
off opposition delegates. 

Kim also seems to have misdirected his 
battle by trying to barter his agreement for 
watered-down bills with a ce by the 
government of the NDU’s three-point “solu- 
tion” intended to allow the administration 
to weather the present crisis. Kim’s solution 
called for dissolving the cabinet, including 
the NDU in the government and Rohs res- 
ignation from the ruling party. Roh unsur- 
prisingly rejected these demands out of 
hand, and Kim vowed to take his case to 
the streets. 

In a unilateral gesture towards the radi- 
cals, Roh has offered to release some of the 
recently jailed leftist students and workers. 
He is also expected to remove his hardline 
Prime Minister Ro Jai Bong as passions cool 
after the Kwangju anniversary, sources 
close to the ruling party said. > 


23 MAY 1991 


MALAYSIA 


Sabah party loses a by-election and a leader 


Double blow 





By Suhaini Aznam in Kota Kinabalu 
T= detention of Sabah Foundation 





executive director Datuk Jeffrey Kiti- 

ngan under the Internal Security Act 
(ISA) on 13 May is the first arrest linking the 
top leadership of Sabah’s ruling Parti Ber- 
satu Sabah (Pps) to what Kuala Lumpur be- 
lieves is a plot to take Sabah out of 
Malaysia. 

The arrest of Jeffrey Kitingan, brother to 
PBs leader and state Chief Minister Datuk 
Seri Joseph Pairin Kitingan, came just two 
days after the United Malays National Or- 
ganisation (Umno) — the dominant partner 
in the National Front federal government 
— won the Usukan by-election in Sabah to 
secure its first foothold in the opposition- 
ruled state. 

State-federal relations have been ex- 
tremely tenuous in Sabah, deteriorating 
rapidly after the PBS came to power in 1985. 
A chain of misunderstandings exacerbated 





Jeffrey Kitingan: ‘plot’ allegations. 


Sabah’s desire for more administrative au- 
tonomy within the federal system and the 
federal government's preference for strong 
central control. 

Umno’s victory in the Usukan state seat 
could well launch its evolution into a multi- 
ethnic, pan-Malaysian party, going beyond 
its traditional peninsular Malaysia orbit. 
Some Umno leaders in Kuala Lumpur have 
privately admitted to finding the idea of a 
single, all-dominant multi-racial party very 
attractive several years down the road. 

The Pes seemed unperturbed by the 
Usukan defeat but it was upset when, two 
days later, Jeffrey Kitingan, 43, was de- 
tained. Although Jeffrey Kitingan holds 
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no official position in the PBs, his family 
connections, his own powerful position as 
head of the Sabah Foundation, his status 
as one of Sabah’s most vocal intellectuals, 
and his own work with youth groups has 
made him an influential figure in state poli- 
tics. 

Police said that Jeffrey Kitingan was 
being held on suspicion of “involvement in 
a plot to pull Sabah out of Malaysia.” The 
IsA allows for 60 days of police in- 
vestigation, followed by detention without 
trial for a further two years, renewable in- 
definitely. 

Jeffrey Kitingan already faces seven 
counts of corruption involving the export of 
Sabah Foundation timber, its main source 
of revenue, and failure to declare M$40 mil- 
lion (US$14.5 million) in assets. It had been 
widely rumoured that he was wanted by 
police under the ISA for several months be- 
fore his arrest. 

On 5 May, anti-riot troopers and police 
descended on the sleepy village of Tambu- 
nan, the Kitingan hometown, to serve Jef- 
frey Kitingan with a summons. He was told 
to appear at the Kota Kinabalu police head- 
quarters to assist in investigations into the 
alleged bribery of a senior Sabah police offi- 
cer held under the ISA last year for alleged 
involvement in a secessionist plot. When 
Jeffrey Kitingan answered the summons, 
he was arrested and later flown to Kuala 
Lumpur. 

A few days before his arrest, Jeffrey 
Kitingan had said that he viewed the va- 
rious actions against him as “political perse- 
cution.” The corruption charges were laid 
against him three weeks after he presented 
some strong arguments for state rights in a 
controversial 1990 New Year's speech. 

He had also said that he would like to 
see a “greater role for Sabah and Sarawak 
in building a Malaysian nation,” where 
the two East Malaysian states could partici- 
pate in determining the nation’s destiny. 
“Right now we are at the periphery,” he 
added. 

Whatever the basis, if any, of rumours 
that Jeffrey Kitingan was involved in a sec- 
essionist movement, the details may re- 
main a matter strictly for the police records. 
But Prime Minister Datuk Seri Mahathir 
Mohamad and other federal leaders have 
openly accused PBs leaders of fanning anti- 
federal feelings several times. Mahathir 
himself has laid the blame on the Kitingan 
brothers, whom he sees as subscribing to 
Kadazan chauvinism. 

The central government sees the PBs’ de- 
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mands for an increased share in oil royal- 
ties, a separate television station and a uni- 
versity sited in East Malaysia but open to all 
Malaysians, as indicating secessionist de- 
sires and autonomy. The PBs sees the ap- 
pointments of civil servants from peninsu- 
lar Malaysia to most federal departments in 
Sabah as acts of “colonialism, suppression 
and oppression.” 

All pretence of a working relationship 
with the centre broke down completely 
when the PBs withdrew from the National 
Front coalition — in which Umno is the do- 
minant partner — on the eve of the 1990 
general elections, choosing to back the op- 
position coalition spearheaded by Maha- 
thir’s rival and former finance minister 
Tunku Razaleigh Hamzah. 

The gamble backfired and Mahathir 
promptly decided that Umno would move 
into Sabah. 

Jeffrey Kitingan has denied any part in 
the decision to pull out of the National 
Front. But the more moderate PBS members 
feel that his earlier, hard-hitting statements 
had made the state government, in particu- 
lar his brother, more vulnerable to reprisals 
from the federal government. 

The Kitingan drama all but eclipsed the 
Usukan by-election on 11 May, where the 
primary issue was Umno’s entry to Sabah, 
aided by the United Sabah National Or- 
ganisation (Usno) (REVIEW, 21 Mar.). When 
Usno disbanded to form the Sabah Umno 
chapter, Usno chief Tun Mustapha Datu 
Harun was the first to switch, thereby forc- 
ing the Usukan by-election — the Sabah 
state constitution prohibits crossovers by 
assembly members. 

Mustapha, a charismatic leader who 
was Sabah chief minister for nine years, 
himself contested the seat. The pps had also 
fielded a strong candidate, former district 
officer Jap Omar — who, like Mustapha, 
was also an ethnic Bajau, the largest single 
ethnic group in the constituency. But while 
the pps had hoped to win, Usno, and Mus- 
tapha in particular, saw Usukan as a psy- 
chological make-or-break battle. 

A lot of money reputedly passed into 
voters’ hands from both sides, but it was 
the party posters that told the real story. 
The PBs used a local-boy approach; Umno 
Sabah took the plunge and proclaimed it- 
self the bridge between Sabah and peninsu- 
lar Malaysia. Mustapha’s margin of victory, 
a convincing 2,492 votes, was only 150 less 
than his winning margin in last July’s state 
polls. 

Observers noted that the Umno win in 
Usukan will ensure more by-elections in 
Sabah, as Umno tests its strength in one 
Muslim seat after another. A few Sabah 
Muslims had feared that reprisals would 
follow had Umno lost. “If they win, maybe 
they would relax a bit,” said one. The politi- 
cans think differently. 

Umno will now be relentless in its at- 
tempt to spread itself across the state, con- 
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fident of its acceptance among most of 
Sabah’s 52% Muslims, many of whose 
leaders had initially been wary of Umno’s 
entry into the state. They had acquiesced to 
Umno Sabah’s launch in March because 
they felt they faced political extinction with- 
out Umno's help. Now, the mood has 
shifted imperceptibly. Sabah’s Muslim 
leaders still feel they need Umno’s protec- 
tion, but they view it with the happy pros- 
pect of forming the state government again 
in five years. 

To avoid accusations of federal interfer- 
ence, peninsular Umno leaders steered 
clear of Usukan after the obligatory 
nomination-day march to file Mustapha’s 
papers. Meanwhile, a few senior PBS 
members are quietly toying with the idea of 
rejoining the National Front — implausible 
as it may seem at present as the Usukan 
verdict seems to reinforce the sentiment in 
Kuala Lumpur that “the door is shut” to 
the PBs. 

Over the years, Mahathir has come in 
for some serious criticism, privately ex- 
pressed within Umno circles, for failing to 
resolve the ethnic and factional rivalries in 
Sabah and Sarawak, and for the deepening 





Mahathir: increased the stakes. 


sense of alienation from Kuala Lumpur in 
these two states. 

Mahathir's actions in Sabah are being 
closely watched in Sarawak, where a simi- 
lar ethnic-power political arithmetic exists 
and where state elections are due by April 
1992. 

Political observers in Kuala Lumpur 
noted that by arresting Jeffrey Kitingan, 
Mahathir has in fact increased the stakes in 
federal-state relations. On the surface, the 
arrest validates the secession theory, jus- 
tifying Mahathir's harsh treatment of the 
PBS to date. 

But should investigations fail to prove 
the secession charge, Jeffrey Kitingan’s ar- 
rest will only heighten the perception in 
Sabah and Sarawak that Kuala Lumpur is 
prepared to go to any lengths to keep them 
reined in. ee 
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BURMA 


New tactics neutralise 


insurgent groups 


Spiking 
the guns 


By Bertil Lintner in Mae Sot, Thai-Burma 
border 


. fter crushing all organised civilian 








opposition inside Burma, the ruling 

State Law and Order Restoration 
Council (SLORC) has now successfully neu- 
tralised several of the country’s border in- 
surgencies as well. 

The winning over of the rebel groups 
on Burma’s periphery is being done with 
promises of development schemes and 
political concessions, reflecting a new ap- 
proach to the country’s decades-long in- 
surgencies. 

The new policy was first put into prac- 
tice in the wake of a mutiny among the 
rank and file of the Communist Party of 
Burma (CPB) in March-April 1989 when the 
hill-tribe guerillas drove their ageing, Bur- 
man Maoist leadership into exile in China. 
The CPs subsequently split into four differ- 
ent, regional armies based along ethnic 
lines. 

Rather than take advantage of the situa- 
tion by launching a military offensive 
against the weakened rebel forces in north- 
eastern Shan state in the traditional Bur- 
mese way, the SLORC approached the 
former CPB forces and made them an offer: 
in exchange for pledges not to attack gov- 
ernment forces and sever ties with other 
rebel groups, and particularly urban dissi- 
dents opposed to the SLORC, the mutineers 
were allowed to retain their arms, maintain 
control over their respective areas and en- 
gage in various kinds of businesses to sup- 
port themselves (REVIEW, 28 Mar.). 

Rangoon also promised to launch a 
“border development programme” in the 
former CPB areas, to which various UN 
agencies have been invited to contribute 
funds and expertise. So far, Kyats 70 mil- 
lion (US$11.1 million) have been spent on 
building roads, bridges, schools and hospi- 
tals in these previously neglected frontier 
areas, according to official figures. Diesel, 
petrol, kerosene and rice were also distri- 
buted in the former CPB areas. 

With the collapse of the CPB as an anti- 
government force, allied rebel armies which 
had depended on the communists for mili- 
tary support also broke up. As a direct re- 
sult of the deal, the 2,000-strong Shan State 
Army (SSA), on 2 September 1989, became 
the first ethnic rebel group to sign a similar 
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agreement with the SLORC. 

The ssa was followed in December 1990 
by 800 men from the 4th Brigade of the 
Kachin Independence Army (KIA), which 
operates in the Kachin-inhabited areas of 
northeastern Shan state, adjacent to the 
former CPB's territory. The third remaining 
ethnic rebel group in the area, the 600- 
strong Palaung State Liberation Army, then 
made a truce with the SLORC on 23 April 
this year. In March, the 500-strong Pa-O 
National Army rebel group, active in south- 
erm Shan state but not dependent on CPB 
aid, also signed a peace treaty with Ran- 
goon. 

“The main objective has been to neut- 
ralise the border insurgencies and to pre- 
vent urban dissidents from getting access to 
arms and ammunition,” one analyst said. 
“With the cessation of hostilities in tradi- 
tionally rebellious Shan state, tens of thou- 
sands of troops have been freed from 
counter-insurgency duties and redeployed 
in the urban areas of central Burma.” 

But if Rangoon has achieved its im- 
mediate aim, observers also emphasise that 
the stability of the various accords with the 
SLORC vary from group to group, making 
the future of Burmese insurgency still un- 
certain. The pact with the former CPB unit 
in Kokang, a district in northeastern Shan 
state dominated by ethnic Chinese, appears 
to be the firmest. 

The agreements with other groups 
amount to little more than fragile marriages 
of convenience. This seems to be the case 
with the Wa component of the former CPB. 
About 80% of the cpp’s 10-15,000 strong 
army was made up of Wa hill tribesmen, 
inhabiting and controlling the major part of 
the former communist base area along the 
Chinese border. 

There is no central government pre- 
sence inside this area, and recent reports 
from the Chinese frontier indicate that 
cracks have begun to show in the Was’ re- 
lationship with Rangoon. “They're just re- 
ceiving some rice and petrol. But that’s 
about it. The Was don’t allow government 
troops or administrators to enter their terri- 
tory,” a source close to the Was told the 
REVIEW on the Thai-Burma border. 

The manner in which some of these 
agreements have been reached also under- 
lines the tenuous nature of the relationship 
between the rebels and the sLorc. In the 
Palaung area of northern Shan state, for 
example, government forces first launched 
a massive military operation that lasted 
from January to June 1990, specifically 
targeting the civilian support base for the 
rebels. “More than 20 villages were burnt 
down, monasteries desecrated and peo- 
ple’s rice storages destroyed,” a Palaung 
source said. 

After the heavy stick came the carrot: 
Palaung village elders were summoned by 
the local military authorities and told deve- 
lopment aid could be granted, if the rebels 
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agreed to a cease-fire. “There was basically 
no choice. The rebels, unable to fight back, 
had to give in or there would be more suf- 
fering for the people,” the Palaung source 
said. However, the source added that fight- 
ing would probably resume if another 
source of ammunition could be secured. 
Today, only four major insurgent 
groups remain in Burma’s periphery: the 
main KIA in Kachin state; the Karen Na- 


Army of 
occupation 


It may seem paradoxical that, when 
peace has been restored in several 
former war zones in the frontier areas, 
the Rangoon 
pace increasing 
forces. But neg say these de- 
velopments are part of the same stra- 
tegy: a strong army, freed from counter- 
i duties in the frontier areas, is 
needed to preserve the military's supre- 
macy and to control the civilian popula- 
tion in the central Burman . 
upris- 
be- 
tween 185-190,000 men. In late 1990 the 
figure had risen to 230,000, today it is 
believed ea 
aim, ing to well-i sources 
in Bee Cu ah Sone bees 
the end of the year. “We have reports 
indicating that the final goal is a 500,000- 
strong, well-equipped military regime,” 
a observer said. 
Sources in Burma also report the for- 
mation of a series of new units made up 
boys, many of whom are 


of young 
orphans, that i a substantial 
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tional Union (KNU); the New Mon State 
Party along the Thai border; and the All- 
Burma Students Democratic Front, which 
has units along the Thai border as well as in 
Kachin state. 

But even these groups appear to be 
under pressure. In Kachin state, the same 
tactics employed in Palaung last year are 
again being used. In April, more than 20 
villages under rebel influence in Kachin 
state were destroyed and the civilians reset- 
tled in strategic hamlets closer to govern- 
ment-controlled towns. At the same time, 
several local KIA commanders are being ap- 
proached with offers of business oppor- 
tunities and “border development pro- 
grammes.” Intermediaries from the Baptist 
Church have been sent to the Thai border 
to negotiate with the KNU. 

Whatever the outcome of these ma- 
noeuvres, analysts agree that — apart from 
the uncertainties of the present ceasefires 
— they do not represent a political solution 
to the civil war. “The ethnic groups are usu- 
ally given vague promises of some kind of 
autonomy of ‘statehood’ if they stop fight- 
ing. But the SLORC representatives then add 
that they, being an ‘interim military admin- 
istration’ cannot make any major constitu- 
tional changes. That has to wait for some 
future civilian government,” a rebel source 
told the REVIEW. n 


number from the minorities of the 
former Communist Party of Burma-held 
area of northeastern Shan state. Finding 
recruits for these units does not seem to 


be a peoien, BA i 


minorities.” 
pontonem me EAE E 
try Regiment, which was formed 
year and based at Homalin in the upper 
Chindwin River basin. Its express pur- 
pose is to guard foreign oil workers with 
the US company Amoco which secured 
a concession in that area in late 1989. 
Most other units appear intended to 
control urban areas in central Burma. 


s Burmese army (REVIEW, 6 
Dec. ’90). As a result, direct and indirect 
military is now believed to 
amount to more than 60% of Burma's 
national budget. m Bertil Lintner 
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US teams arrive to help 
Bangladesh cyclone victims 

> The US has responded quickly to the 
Bangladesh Government's call for help 
following the recent cyclone disaster. A US 
military joint task force has already arrived 
in Dhaka on an appraisal mission. Also, 
a C5 cargo aircraft reached Dhaka with 
five helicopters and crews, air control 
teams, and medical units. A US 
amphibious task force that left for home 
from the Gulf on 7 May has also been 
diverted to assist in the relief effort. John 
Wolf, the principal deputy assistant 
secretary for international organisations at 
the US State Department, will arrive in 
Dhaka on 20 May for further consultations 
on cyclone relief and rehabilitation 


programmes. 


Martial-law charges dropped 
against Thai groups 

> Public prosecutors have dropped all 
charges against two groups of Thais 
arrested for defying martial law shortly 
after the 23 February military coup. The 
groups — consisting of 15 Bangkok 
students who had protested against the 
military junta and 42 villagers in Yasothon 
province demonstrating against a local 
reservoir project — had been arrested for 
violating rules forbidding political 
gatherings. 


Rangoon regime jails 
opposition MPs for treason 

> Thirty four opposition politicians have 
been sentenced to long prison terms in 
Burma. Twenty-five of them were elected 
MPs, most of whom were jailed for 25 
years for high treason. Many of them may 
have been sentenced in absentia; in 
December last year, 11 MPs fled to areas 
along the Thai border controlled by ethnic 
Karen insurgents, where they set up a 
“provisional government.” A 485-member 
parliament was elected in Burma in May 
1990, but it has not been convened by the 
country’s military rulers. 


Newspaper reaches settlement 
with former Singapore premier 
> The Malaysian newspaper group, Star 
Publications, and its group chief editor 
have reached an out-of-court settlement 
with former prime minister Lee Kuan Yew 
of Singapore in a libel case on 13 May 
under which the newspaper agreed to 
apologise to Lee for publishing two 
defamatory articles about Lee in 1987 and 
pay him damages of M$200,000 
(US$72,5000). Star Publications also agreed 
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to pay Lee the costs of the proceedings. 
The paper and the editor agreed that there 
was no basis for the allegations in the 
February 1987 articles implying that Lee 
tried to conceal the extent of corruption in 
Singapore, played a role in the suicide of 
Singapore's national development minister 
Teh Cheang Wan in 1986 while Teh was 
being investigated for receiving bribes and 
arranged the disappearance of former 
trade union leader Phey Yew Kok, who 
was charged with criminal breach of 
trust. 


Taiwan independence 

activists detained 

> Four members of a Japan-based Taiwan 
independence organisation have been 
detained for being members of a group 
which was allegedly conspiring to 
overthrow the Taiwan Government. Those 
held included a graduate student at 
National Tsing Hua University. The four 
are believed to be members of the 
Independent Taiwan Association, led by 
an obscure Taiwanese socialist, Shih Ming, 
who lives in Japan. Taiwan’s opposition 
Democratic Progressive Party and 
university students have protested over 
the arrests with sit-in demonstrations in 
Taipei which were forcibly broken up by 
police. 





Former Canton official 


is new Guangdong governor 

> The Standing Committee of the 
Guangdong People’s Congress appointed 
Zhu Senlin to replace Ye Xuanping as 
acting Guangdong governor on 10 May. 
Zhu is a close associate of Ye and was 
formerly the party secretary of Canton. Ye, 
who was governor for six years and wields 
considerable influence, was elected in 
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April to the honorific post of vice-chairman 
of the Chinese People’s Political 
Consultative Conference. 


Japanese ruling party 
veteran dies in hospital 
> Shintaro Abe, 67, 
who led the second- 
largest faction in the 
ruling Liberal 
Democratic Party 
(LDP), died in a Tokyo 
hospital on 15 May. 
A senior aide said 
Abe, who had been 
ailing over the past 
two years, succumbed 
to liver trouble. Abe served as foreign 
minister under prime minister Yasuhiro 
Nakasone between 1983 and 1986 and was 
still regarded as a possible candidate 

to succeed Prime Minister Toshiki Kaifu 
when his term expires in October. Among 
those hoping to succeed Abe as faction 
leader are former chief cabinet 

Masajuro Shiokawa, chairman of the 

LDP Policy Research Council Mutsuki 
Kato, and Hiroshi Mitsuzuka, a former 
minister of international trade and 
industry. 





Abe. 


Philippine rebel puts out 
feelers to military leaders 

> Military leaders in the Philippines say 
they have received surrender feelers from 
rebel Reform the Armed Forces leader 
Gregorio Honasan, but President Corazon 
Aquino has ruled out an amnesty as part 
of any deal that would bring the cashiered 
colonel in from the cold. If Honasan does 
surrender it would be an important boost 
for the presidential ambitions of Defence 
Secretary Fidel Ramos, who is squaring 
off against House of Representatives 
Speaker Ramon Mitra for the ruling 
Lakas ng Demokratikong Pilipino 
nomination. 


Indonesian military officers 
break with tradition 

> Forty retired senior military officers have 
announced in Jakarta that they will join 
ranks with the Indonesian Democratic 
Party, a small political faction which will 
compete for seats in next year’s 
parliamentary elections. The decision by 
the officers, most of them of colonel’s rank 
or higher, breaks with a tradition that 
encourages armed forces members to 
support the ruling Golkar party. Political 
analysts said the move reflects an 
increasing desire for political change within 
the armed forces. 
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FOREIGN RELATIONS 


Philippine, Taiwan links hurt by fishing dispute 





Low breaking strain 


By Julian Baum in Taipei 


row over fishing rights has again 

highlighted the ramshackle state of 

relations between the Philippines 
and Taiwan. Denied formal diplomatic 
links since Manila broke off relations with 
Taipei in 1975 under pressure from Peking, 
the two countries have been forced to 
communicate through informal “represen- 
tatives” who are often incapable of fully re- 
flecting the views of their respective gov- 
ernments. 

The fishing dispute, which started early 
this year, centres around the Philippine 
navy impounding and fining at least eight 
Taiwan fishing boats for operating in 
Philippine waters. As the number of deten- 
tions increased, and with one boat sunk in 
still confused circumstances, protests from 
Taiwan's fishing associations attracted the 
attention of Premier Hau Pei-tsun and 
Philippine President Corazon Aquino. 
With emotions running high in late April, 
both governments prepared economic 
sanctions to retaliate for what each claimed 
was unfair treatment. 

Tempers calmed after Hau emphasised 
he did not want a trade war and Aquino 
announced the establishment of the South 
China Sea Fishery Disputes Committee in 
early May. The fledgling committee, head- 
ed by presidential assistant Roberto Lucila 
— who had earlier been appointed to coor- 
dinate policy towards Taiwan — quickly in- 
vited senior Taiwanese officials to visit 
Manila for negotiations. 

The fishing controversy, however, is 
unlikely to be settled easily because of the 
lack of any formal links between Manila 
and Taipei. Unlike most other countries in 
the region, Manila has yet to find regular 
channels for dealing with Taipei that do 
not bring instant criticism from Peking. Fur- 
ther, the present squabble stems from 
Manila and Taipei both declaring 320-km 
economic maritime zones in the late 1970s 
that overlapped in the commercially im- 
portant Luzon Strait fishery. 

Taiwan's foreign ministry has said if 
Manila would agree to negotiate, it could 
easily come to an agreement on the eco- 
nomic zones using well-established interna- 
tional rules. “This problem concerns only 
Taiwan and the Philippines,” a senior for- 
eign ministry official said. “It has nothing 
to do with the [Chinese] mainland au- 
thorities.” 

The official said the two countries’ dis- 
pute over ownership of the Spratly Islands 
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Hau: avoiding a trade war. 


in the South China Sea — claimed by 
China, Taiwan, Vietnam and the Philip- 
pines — could be set aside as a separate 
issue. So far Manila has been unwilling to 
consider even a fisheries agreement, much 
less a more politically significant boundary 
negotiation which could bring protests 
from Peking. 

Whether the Philipppine authorities 
have been acting arbitrarily in detaining the 
fishing boats, as Taiwan officials claim, is 
difficult to determine. One independent 
observer notes that the Philippine fishing 
industry is now trying to establish firmer 
control over its marine resources after 
many years of lackadaisical management, 
but adds that the issues are complex. There 
is a long history of unregulated fishing on 
both sides of the Luzon Strait, while several 
thousand Filipinos now work as crew 
members on Taiwanese fishing boats. 
Some Taiwanese boat owners have signed 
joint-venture agreements with Filipino 
partners, and part of their catch is sold on 
the Philippine side. 

Taiwan officials say that many of the 
boats detained and fined were merely exer- 
cising their right of innocent passage 
through the Bashi Channel between Batan 
(the Philippines’ most northern island) and 
Taiwan and other international waterways. 
In addition, Taiwan officials have recently 
accused the Philippine authorities of detain- 
ing the relatively well-off Taiwanese boats 
for profit and fining them in excess of 
NT$200,000 (US$7,325). The officials note 
that the willingness of Taiwanese captains 
to pay the fines has further encouraged this 
practice. There have also been allegations of 
arms smuggling, a problem which attracts 
high-level attention in both capitals. 
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The fishing controversy comes at a time 
when Manila is beginning to rethink its re- 
lationship with Taiwan. In the 1950s and 
1960s, when the Philippines was economi- 
cally more advanced than its northern 
neighbour, Filipino-Chinese businessmen 
were among the first to register their confi- 
dence in Taiwan’s Nationalist government 
by investing on the island. Now the roles 
are reversed, with Taiwan's per capita in- 
come more than 10 times that of the Philip- 
pines last year and its investment in the 
ranking third after Japan and 


Manila’s unofficial representatives in 
Taipei are openly pushing their govern- 
ment to upgrade the relationship. There 
have already been several name changes 
for the Philippine mission in Taipei, now 
called the Manila Economic and Cultural 
Office. One Filipino source said he was en- 
couraged that Manila had become less rigid 
in its one-China policy which it no longer 
considers as “one of God’s 10 command- 
ments.” 

A higher level of representation would 
make it easier to settle the status of tens of 
thousands of illegal Filipino workers in 
Taiwan. Manila has been pressing for its 
workers to receive ition under a 
contract system, but this has been politely 
dismissed in Taipei. Manila also wants to 
attract more investment and balance a trade 
deficit which exceeded US$600 million in 
1990, with imports of consumer goods from 
Taiwan exceeding exports of Philippine raw 
materials and agricultural products by more 
than three times. 

Manuel Tayas, Taipei representative of 
the Philippine Department of Trade and 
Industry, said that unless his government 
acts soon it will lose out in commercial ties 
with countries which are less timid towards 
China. He noted that so far this year 
Malaysia’s minister for trade and industry 
and cabinet members from Italy and France 
have visited Taiwan. The Philippines is still 
under a ban on official visits ordered by 
Aquino four years ago. 

Manila authorities admit they botched 
one major Taiwan investment proposal 
which would have given the country the 
beginnings:of a petrochemical industry and 
could have attracted dozens of follow-on 
investors. A US$370 million project by the 
USI Far East Corp. was scuttled last year. 

Manila hopes to allay Taiwan’s political 
concerns with an investment protection bill 
now before the Philippine Congress. Al- 
though Philippine officials say the bill is un- 
necessary, as foreign investment is already 
protected under existing law, they believe 
the bill will assure Taiwan investors about 
their status in the absence of official rela- 
tions. Taiwan also hopes that Manila’s sec- 
retary of trade and industry will attend the 
June meeting of the Chinese-Philippine 
Business Council, which meets in Taipei for 
the first time in several years. a 
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REGIONAL AFFAIRS 


NORTH KOREA 


Arms exports sought to offset cut in ‘fraternal’ aid 


Economic weapons 





By Tai Ming Cheung 
T he steady erosion of North Korea's 








previously strong ties with the 

Soviet Union, and to a lesser extent 
with China, has forced Pyongyang to ex- 
pand its domestic arms production in order 
to maintain its forces ranged against South 
Korea. 

In addition, the country’s arms industry 
is assuming growing economic importance 
as weapons exports, in particular missile 
sales to the Middle Fast, are one of the few 
channels through which North Korea can 
earn foreign exchange. 

While the Soviet Union's decision last 
year to accept only hard currency for goods 
sold to North Korea is believed not to in- 
clude arms sales, Soviet sources have em- 
phasised Moscow will continue to provide 
“defensive” arms to Pyongyang in order to 
maintain the military balance on the Korean 
peninsula. 

Moscow has also said it still attaches 
major importance to its defence ties with 
Pyongyang, and in January, North Korean 
and Soviet military chiefs signed an accord 
pledging to strengthen military coopera- 
tion. 

Nevertheless, the Soviet-North Korean 
relationship has been seriously strained as 
Moscow's ties with Seoul have 
strengthened, and Pyongyang has turned 
to Peking for more military assistance. The 
Chinese, meanwhile, have been unwilling 
to provide the North Koreans with much 
military aid, and what arms Peking has 
provided are relatively outdated. 

North Korea is estimated to have de- 
voted between 20-25% of its GNP, or as 
much as an annual Won 11-12 billion 
(US$11.3-12.3 billion) in recent years, to de- 
fence spending, according to South Korean 
and US military sources. The North Ko- 
reans officially admit that military expendi- 
tures account for only 12% of the national 
budget, or Won 4.3 billion in 1989. This fig- 
ure, however, is believed to exclude alloca- 
tions for the defence industry and other mi- 
litary activities that fall under other sectors 
of the economy. 

Although shortages of almost all basic 
commodities and energy plague the rest of 
the country, the military and the arms in- 
dustry appear to enjoy ready access to 
scarce resources. While many of the coun- 
try’s industrial plants are affected by severe 
energy shortages, it is estimated that the 
North maintains more than 1 million ton- 
nes of oil stockpiled in case of war. 
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The arms industry’s production capa- 
bilities are both extensive and relatively 
sophisticated by Third World standards. 
According to South Korea’s Defence Minis- 
try — which often tends to exaggerate the 
size of the North’s military establishment 
— North Korea has 134 arms factories, 
many built underground. One quarter of 
these produce ammunition, more than 15 
make artillery and small arms, while the 
rest are involved in the manufacture of 
tanks, armoured vehicles, missiles, war- 
ships, aircraft and communications equip- 
ment. 

There is also speculation that Pyon- 
gyang is trying to develop a nuclear 
weapons capability, with reports of a repro- 
cessing facility next to a nuclear facility at 
Yongbyon near Pyongyang. In addition, 
eight plants are believed to be engaged in 
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Soviets to maintain tank supplies. 
the production of chemical and biological 
weapons. 

Further, more than 100 civilian factories 
could quickly switch to military production 
in an emergency, and much of the rest of 
economy is skewed to supporting the arms 
industry — with the heavy industrial sector 
receiving special treatment in government 
priorities. 

Most conventional weapons manufac- 
tured by the arms industry are based on 
Soviet and Chinese designs and are rela- 
tively simple. North Korea’s artillery and 
rocket launchers are widely considered 
among the best in the world, while its tank 
plants produce Soviet-type T54 and T62 
models. There are also unconfirmed reports 
that trial production of the more advanced 
Soviet T72 tank has started. 

The country’s aerospace industry is cur- 
rently limited to making spare parts and 
maintaining North Korea's diverse fleet of 
Chinese or Soviet combat aircraft, while 
Soviet technicians are believed to maintain 
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= MiG23, MiG29 and Su25 jets supplied by 
_» Moscow in recent years. 

_. However, with help from the Chinese 
< and Soviets, the North Koreans are be- 


_ lieved to be close to completing an aircraft 


-factory at Panghyon that will produce 
1960s-generation MiG21 fighters. Most 
recently an agreement has been signed 
to produce state-of-the-art MiG29s under 
© licence from the Soviets. 

North Korean shipyards are reported to 
be able to build mini-submarines, whose 
main purpose is to land commandos be- 
hind enemy lines, as well as small missile 
boats armed with Styx anti-ship missiles, 
which are also locally produced. 

Another important missile development 
and major money earner is the Scud B 
medium-range surface-to-surface missile, 


recently used with little military effect by | 


Iraq in the Gulf War. 

The North Koreans acquired the Scud 
from Egypt in the mid-1970s, and are be- 
lieved to have begun production of the mis- 
sile in 1987, with Iran helping to fund some 
of the research and development costs. 

Since the mid-1980s, the Iranians are re- 
ported to have purchased Scuds valued at 
US$500 million, as well as nearly US$2 bil- 
lion worth of other arms from the North 
Koreans, including artillery, tanks and mis- 
siles. 

In recent months, the US Government 
has reported that Pyongyang had delivered 
24 improved Scuds to Syria. With funds 
earned from sales to Iraq, Libya, Nicaragua, 
Zimbabwe and other African and Middle 
Eastern states, arms are North Korea's most 
valuable exdport. However, some of these 
deals were arranged on barter terms, with 
the Iranians — among others — exchang- 
ing oil for arms. 

Much of the revenue generated from 
arms sales is probably ploughed back into 
the country’s arms purchases. Although 
North Korea has been a major recipient of 
Chinese and Soviet arms, usually in the 
form of aid or at low “friendship” prices, 
Pyongyang still spends several hundred 
million dollars on foreign arms a year. 

The acquisition of sophisticated Soviet 
equipment has significantly increased 
Pyongyang’s arms import bill in recent 
years, from an average of US$200 million a 
‘year in the late 1970s and early 1980s to 
| US$400 million a year since the mid 1980s, 
to total more than US$3 billion for the dec- 
ade, according to US congressional esti- 
mates. 

The arms race on the Korean peninsula 
has seriously drained the North Korean 
economy, and analysts believe this is the 
key factor that is forcing Pyongyang to 
begin talks with Seoul on the reduction of 
military tensions. In addition, with reduced 
external assistance, the North Koreans are 


quickly falling behind in technological ad- | 


vances as the South Koreans continue to ac- 
quire the latest arms from the US. a 
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Redefining aid 


Any self-satisfaction Japan has derived 
from being the largest single provider of 
official development assistance (ODA) 
since 1989 seems likely to be short-lived. 
Influential voices within and outside 
Japan are calling for the tripling of Tokyo’s 
current ODA to around US$30 billion an- 
nually. 

The argument is based on a broad 
philosophy of “aid” which has gained 
popularity since the Gulf War and which 
takes account of donor countries’ peace- 
keeping contributions to the international 
community as well as official grants and 
loans. 

By this measure, Japan is way behind 
other major countries. It spends roughly 
1% of its US$3 trillion GNP on defence and 
a further 0.32% on ODA. The US pays out 
5.5% of its GNP for military/security ex- 
penditures plus ODA while the average 
for leading European nations is some 
3.5%. 


Among those pressing 
Tokyo to come more into 
line with its Western 
partners are former Japanese 
foreign minister Saburo 
Okita, former World Bank 
president Robert McNamara 
and former West German 
chancellor Helmut Schmidt. 
The idea has also been can- 
vassed widely among the Ja- 
panese bureaucracy. 

It was given a public air- 
ing when the Japanese Gov- 
ernment jointly sponsored 
a forum on the least de- 
veloped countries (LDCs) 
with the United Nations 
Capital Development Fund 
(UNCDF) in Tokyo from 13-15 May. 

The forum was a follow-up to the sec- 
ond UN conference on LDCs held in Paris 
last September. The idea of holding it in 
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Tokyo was largely to “sensitise Japanese 
parliamentary and public opinion to the 
needs of the LDCs.” 

The US Congress first declared four 
years ago that Japan should devote 
3% of its GNP to assisting the interna- 

tional community in one 
$ form or another. Milit- 

ary spending should be 
Í hel held down to 1% and a 
ā further 2% distributed to 
* the developing countries 
by way of ODA, the US 
legislators said. 
McNamara argued in 
Tokyo that this is too heavy 
a demand upon Japan’s 
resources in view of re- 
cent heavy international 
outlays. But that there 
was no reason why Japan 
should not contribute 1% of 

GNP in aid by the end of 

the current decade. As an 

interim measure, Tokyo 

should boost its current ODA 
levels of around US$10 billion a year to 
US$14.5 billion. 

If Japan raised its ODA spending to 
US$30 billion a year, it would be financing 





BRITISH COLUMBIA, CANADA 
191 HECTARE SITE AND BUILDINGS 


This unique site is offered by the Government of British Columbia. 
Over 40 institutional buildings including houses, dairy barns, 
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Post-election 
shock 





By Kedar Man Singh in Kathmandu 


epal faces serious political uncer- 
N tainty as a result of the 12 May gen- 

eral elections with no party com- 
manding a majority in the 205-seat house of 
representatives. 

The defeat of Prime Minister K. P. Bhat- 
tarai at the hands of Madan Bhandari, Gen- 
eral Secretary of the unified Nepal Com- 
munist Party—United Marxist Leninist (NCP- 
UML) came as a shock-wave to those who 
had hoped the elections would help to 
bring political stability. 

While the Communists succeeded in 
sweeping Kathmandu, results from the rest 
of the country were mixed. Out of a total of 
85 seats for which results had been declared 
by mid-day on 14 May Congress secured 40 
while 35 went to the NCP-UML. The remain- 
ing 10 seats were divided between the low- 
land-based Goodwill Party (3), the Peasant 
and Workers Party (2), the National Demo- 
cratic Party of ex-premier Lokendra Bahadur 
Chand (2) and the Nepal People’s Front (2) 
with one independent. 

Bhattarai lost by a small margin of 751 
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by far the liors share of total OECD area 
aid, which currently amounts to some 
_US$45 billion a year. 
_ But it was argued at the Tokyo forum 
that only. with such a massive increase 
in Japanese aid flows can the world 
sive development and population prob- 
lems and developing countries play their 
part in preserving the global environ- 
_ment. 
>. MeNamara’s target seems feasible 
given that Japan is currently running a 
‘budget surplus of 5.3% of GNP — the 
largest ratio among members of the OECD. 
< Okita too has adopted the 1% figure as his 
“personal” target and it has been en- 
-dorsed by a UN committee headed by 
former chancellor Schmidt. 
“As a former: US defence secretary, 
McNamara argues that Japan should not 
“increase defence spending above the cur- 
_rent ceiling nor project its military power 
- beyond the Pacific region. 

Elder statesmen like Okita have no dif- 
ficulty with this idea though clearly not 
everyone at the Tokyo forum was in sym- 
pathy. 

One view expressed there is that only 
“US pressure” forces Japan to spend ever 
more on aid rather than on its military and 



















anes | 
that no matter how much the Japanese 
disburse they cannot win respect from the 
US. 

Certainly Tokyo's ODA spending is 
now substantially greater than that of 
Washington — in absolute and GNp-rela- 
tive terms. In fiscal 1989 (ended 31 March 
1990), Japan’s ODA totalled US$8.9 billion | | 
against US spending of US$7.7 billion or | 
just 0.15% of GNP. | 

Japan also has accepted a UN target to || 
raise ODA to 0.7% of GNP (though without | 
fixing a date) whereas the US has not ac- | | 
cepted it. | 

The fact that Japan contributed US$13 || 
billion toward the direct and indirect costs | | 

| 
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| 
| 
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of the Gulf War and has sent minesweep- 
ers to the Gulf obviously pushed the na- 
tion’s international contributions for fiscal 
1990 well above the 0.32% suggested by 
ODA levels alone. 

If, as suggested by the Foreign Minis- 
try, Japan’s Self-Defence Forces become 
part of a future government-organised 
body whose function is to assist in UN 
peace-keeping operations Tokyo is likely 
to argue that its overall international con- 
tribution should be judged in terms such 
as these rather than on a strict ODA basis. 

m Anthony. Rowley | 








votes to Bhandari, but Bhandari also won 
election from Kathmandu’s constituency 
number five under a ruling which allows a 
candidate to contest more than one consti- 
tuency. Meanwhile, the Nepali Congress 
(NC), to which Bhattarai belongs, lost four 
out of a total of five seats it contested in 
Kathmandu to the Communists. The only 
NC candidate to win a seat in the capital 
was Daman Dhungana, 49, an expert on 
constitutional issues. 

The humiliating defeat of Congress on 
what was supposed to have been its home 
ground was attributed to lack of a strong 
party organization and a scarcity of dedi- 
cated ‘workers combined with over-confi- 
dence during the run-up to the poll. Politi- 
cally, Congress erred by allowing itself to 
be identified with former Panchayat leaders 
and by a pro-Indian foreign policy. 

The Communists, on the other hand 
generated a wave of popular support in the 
final stages of the campaign with slogans 
aimed against the Crown and against India. 
The NcP-UML also succeeded in enticing 
voters with promises of jobs, land and 
housing. The enfranchisement of 18-year- 
old voters for the first time in Nepal’s his- 
tory at Bhattarai’s insistence had a 
boomerang effect on Congress. 

Congress candidates who were defeated 
by Communist rivals in the countryside in- 
cluded veteran party leader C. K. Parsai 
from the Jhapa constituency of Eastern 
Nepal. However the victory of Congress 
General Secretary Girija Prasad Koirala has 
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boosted the party’s morale. In a large 
number of other rural seats Congress candi- 
dates were running a close race with the 
NCP-UML. 

Although Bhattarai has claimed that 
Congress can still form a government a | 
clear trend has emerged that no party will | 
command a majority in the new parlia- | 
ment. Communist leaders said that they | 
would attempt to form a coalition with | 
other leftist parties or, failing this, with | 
Congress. But with the defeat of Prime 
Minister Bhattarai the new Congress 
leadership is not likely to be interested inan | 
alliance with the Communists. The past | 
year’s experience has shown that the Com- | 
munists manipulate political alliances to | 
their own advantage. 

Another important feature of the elec- | 
tion result was the rout of former Pan- | 
chayat leaders, including Surya Bahadur | 
Thapa, at the hands of both the Com- 
munists and Congress. In the interests of | 
stability and democracy the Panchayat | 


group may be forced to seek alliance with | 
another major party — almost certainly | 
with Congress. | 

Diplomatic circles were stunned by the | 
defeat of Prime Minister Bhattarai who ten- | 
dered his resignation to King Birendra on | 
14 May but was asked to stay in office until | 
the formation of a new cabinet. Bhattarai’s | 
tenure as caretaker prime minister may last | 
for a considerable time in view of voting ir- | 
regularities in several constituencies which | 
may a require a second round of voting. @ | 
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YOUNG - 
PROFESSIONALS 
PROGRAM 


The ASIAN. DEVELOPMENT 
BANK in 1984 commenced its 
highly successful Young: 
Professionals Program. Each | 
year, a small number of men. 
and women from member 
countries are selected to 
participate in the two-year 
program which involves on-the- 
job training and operational 
courses. 











Candidates, normally under 30 > 
years of age, must either have | 
a Master's Degree or its” 
equivalent or a Bachelor's- 
Degree with at least two years - 
of work experience and have: 
advanced training in economics, 
finance, management, business. 
administration or other fields - 
relevant to the Bank's work. ifp- 
Relevant work experience | 
should be in areas such as jf 
banking, economic and financial. -Jf 
analysis of projects, planning 
and analysis of investments, jf 
budgets, accounting and country. f 
or sector planning. Proficiency 
in both spoken and written 
English is essential. 


An attractive salary paid in US. F 
Dollars {normally tax free) and f- 
an excellent benefits package f 
are offered to successful f 
applicants. 


Women are encouraged to 
apply for the Program. 


Interested persons may send 
their detailed curriculum vitae to: 
REF. NO. YP 92-B, 
HUMAN RESOURCES DIVISION, 
ASIAN DEVELOPMENT BANK, 
P.O. BOX 789, 1099 MANILA, 
PHILIPPINES. 









Applications forthe 1992 intake 1 — 
should reach the Bank not later 
than 31 July 1991. The 
successful candidates will be 
expected to join the Bank in 
early 1992. 


aa by 
Asian Development Bank 
Manila, Philippines 


































VIETNAM 


Vietnamese leader Nguyen Van Linh kept 
up appearances of business-as-usual dur- 
ing consultations in Moscow on 11 May, 
his third visit here since President Mikhail 
Gorbachov came to power. But there was 
no hiding the fact that Vietnam is being 
cast loose from its anchor of Soviet aid and 
no longer occupies an important place in 
Soviet strategic thinking. 

There was a downright elegiac tone to 

the official description of the Linh-Gor- 
_ bachov talks: the two leaders agreed to 
“carefully preserve all that was best and 
most useful from the decades of their 
: friendship. ‘ 
_ The Soviet Union is out of money and, 
be according to experts, will not be able to 
service its own debt this year, let alone 
: subsidise Vietnam's economy with credits 
and raw materials. 

Although a trade agreement for 1991 in 
the order of Rb! 1 billion (US$1.7 billion) 
has already been signed, the Soviet side 
' has not yet made any deliveries to Viet- 
nam, Soviet specialists say. Now, with 








Those were the days 


the Soviet republics gain- 
ing more control over their 
own raw materials, Viet- 
nam may have to start 
negotiating directly with 
them for oil products and 
steel. Already, Hanoi has 
signed an agreement to ex- 
change meat for cotton 
from Uzbekistan. 

Vietnamese Prime 
Minister Do Muoi, who 
held economic consulta- 
tions in Moscow ahead of 
Linh’s visit, may have 
won an extension of the 
deadline for switching 
from accounting in trans- 
ferable roubles to hard currency, set for 1 
April. A Tass statement said that agree- 
ments had been reached on creating an ef- 
fective mechanism for economic coopera- 
tion, which would approach the condi- 
tions of the world market. 

The question of Vietnam’s debt — 








LANKA 


Council polls confirm Premadasa’s policies 


, Local hero 











convincing endorsement of Presi- 
Az Ranasinghe — Premadasa’s 
S leadership was delivered by voters 
> > in Sri Lanka's 11 May local-government 
elections. 

The poll, regarded by political observers 
as a national test for Premadasa and his 
ruling United National Party (UNP), put the 
party in control of 190 of the country’s local 
authorities and left the major opposition 
group, former prime minister Sirima Ban- 
daranaike’s Sri Lanka Freedom Party (SLFP), 
-in power in only 36. 

Premadasa, who maintained an exhaust- 
ing schedule addressing four or five meet- 
ings a day, evidently saw the elections as a 
national referendum on his policies during 
the past two years. A similar approach was 
taken by the sLFP, which campaigned hard 
in the belief that the elections might be a 
. precursor to an early parliamentary elec- 
tion. The result was a turnout of 75-80% 
=— higher than for the last presidential and 
parliamentary. elections. — and it left the 
bruised SLFP nursing its eighth successive 


20 


major electoral defeat since 1977. 

Voters, who went to the polls in all parts 
of the country except the war-torn northern 
and eastern provinces, also returned the 
uNP’s ally, the Ceylon Workers Congress, 
to power in two councils, while a group of 
independents, sponsored by the UNP, won 
a third. 

While Premadasa claimed the result re- 
flected people’s confidence and trust in the 
UNP’s “new deal and new vision,” Ban- 
daranaike noted that the anti-UNP votes to- 
talled more than those polled by the ruling 
party. But the SLFP itself was largely to 
blame for its failure to breathe life into a 
loose alliance cobbled together with the old 
Left. The Trotskyist Lanka Sama Samaja 
Party (LSSP) accused the SLFP of cheating it 
while the Communist Party made no secret 
of its unhappiness about the lack of unity. 

In addition to being caught unawares by 
Premadasa’s timing, opposition leaders ac- 
cused the government of using the state 
media to manipulate public opinion. Com- 
munist leader K. P. Silva said some govern- 
ment-controlled newspapers read like UNP 
party organs. Bandaranaike, who in 1973 
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about US$10 billion — -is still a ery one, 
but Soviet experts point out that it is at last 
being. repaid with deliveries of food pro- 
ducts and consumer goods. Soviet econo- 
mists generally favour a lenient approach 
‘to this problem, but popu- 
“Jar -political pressure to 
curtail aid to erstwhile 
socialist allies has in the 
past year helped to har- 
den the leadership’s ap- 
proach. 

Yet, while some sem- 
blance of the old economic 
relationship remains, the 
Soviets now make no se- 
cret of the fact that Viet- 
nam will need an injection 
of money. from. outside, 
elsewhere than the Soviet 
Union, for further im- 
provements - in its eco- 
nomic situation. “Their 
main problem now is how 
to resolve the Cambodia conflict, so that 
they can receive Western aid,” said one 
specialist. 

The one gift that Gorbachov may now 
be offering Vietnam is his services as a go- 
between to China. Although Vietnam and 
China have been drawing closer in the past 
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nationalised the country’s dominant news- 
paper-publishing concern, was particularly 
bitter about the media line-up. against the 
opposition. 

The absence of allegations. of wide- 
spread violence and intimidation of voters 
was a feature of the elections. The ultra-rad- 
ical Nava Sama Samaja Party declared that 
they were free and fair and LssP leader Ber- 
nard Soysa said that “the extent of violence 
and thuggery was somewhat less in these 
elections.” Premadasa, too, noted that the 
poll was free of violence. 

It is unlikely that the president, who is 
now approaching the middle of his six-year 
term, will call an early parliamentary elec- 
tion. He holds a comfortable majority in the 
legislature and the only advantage a prema- 
ture general election offers is the possibility 
of a two-thirds. majority that would enable 
the government to make changes to the 
constitution. 

Bandaranaike’s future is unclear. She is 
now 75 and may not stay onto lead her 
party at the next presidential and general 
election. She has already announced that 
she intends stepping down from. the SLFP 
presidency after 30 years in the post, and 
her son, Anura, claimed during the cam- 
paign that he will take over the presidency. 
The dynasty may also look to her politically 
ambitious younger daughter, Chandrika 
Kumaranatunge, now back in the fray after 
the death of her film-star hosand, Janatha 
Vimukthi Peramuna: a 
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‘two years, their differences over the fu- 
ture of Cambodia keep them from nor- 
: malising relations. 

- = Meanwhile, Soviet-Chinese ties have 
been improving steadily. With Chinese 
_ party leader Jiang Zemin due to visit Mos- 
cow on 15 May, there is increasing talk 


_ of Sino-Soviet military cooperation, which 
_ may include the sale of Soviet Su27 com- 
bat aircraft to Peking. 


_. Soviet military sources deny that any 
“arms ents have been signed. But 
 Lieut-Gen. Valery Manilov, who accom- 
“panied Defence Minister Dmitry Yazov on 
his recent trip to China, does talk of a re- 
~ turn to the level of relations which existed 
in’ 1956, and of a “new level of under- 
standing in the military sphere.” 
Cae Vietnam, which. in the days of Ho Chi 
-Minh saw ‘the reconciliation of the two 
communist giants as its own special mis- 
‘sion, will not want to: be left out of this 
new understanding. Tass reported that 
Linh and Gorbachov spoke about the 
meaning for the Asia-Pacific region of 
Soviet-Vietnamese, Soviet-Chinese and 
Chinese-Vietnamese relations. The price 
Hanoi may be asked to pay for equili- 
brium in its ties with the Soviet Union and 
China could be an end to its influence in 
+: Cambodia. u Sophie Quinn-Judge 








MALAYSIA 


Factory disaster highlights former minister's role , 
Fireworks fallout 





By Doug Tsuruoka i in Kuala Lumpur 
A s Malaysia counts its casualties from 





the Bright Sparklers factory disaster, 

the finger-pointing over lax safety 
and licensing standards has been over- 
shadowed, at least temporarily, by suspi- 
cions of political interference. This hap- 
pened in the wake of former finance minis- 
ter Datuk Daim Zainuddin’s admission that 
he was a “passive investor” in the fireworks 
plant, believed to have been operating ille- 
gally for almost 15 years. 

At least 24 people died and 100 were in- 
jured in the series of explosions that de- 
stroyed the factory on 7 May and officials 
expect the death toll to mount. Officials also 
fear that the disaster is only the tip of a 
gigantic problem in industrial safety that 
has so far been improperly addressed or ig- 
nored: there are an estimated 2,000 illegal 
factories in the Kuala Lumpur area alone, 
and more than 3,000 in adjacent Selangor 
state. 

Many of the illegal factories, like that op- 
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erated by Bright Sparklers Sdn., are coed 
in or near residential areas and profit fro 
the same inadequately enforced put 
safety codes that probably contribut 


















Sparklers, based in Sungei Buloh ou 
Kuala Lumpur, had been allowed to 
in operation despite a series of acid 
some fatal, since 1978. and numerous co: 
plaints by nearby residents. ; 

Preliminary statements from gove 
ment agencies say that Bright Sparklers ha 
filed papers with the Company Registra 
Office, but may have been operating ) wil 
out proper permits. 

Justice Minister Syed Hamid 
charged that the factory had been oper: 
illegally since it had “failed to meet co nd 
tions” set by the government and operated _ 
in a zone where such business was prohi- 
bited. ae 
Local press reports, however, quickly al 
leged that the factory had been allowed to 
operate because of its ties to prominent in- 
dividuals. The Malay Mail, a popular after- 





AUSTRALIA'S FINEST CASINO 


AT BRISBANE, QUEENSLAND 


Submissions are invited 
for the total delivery of pre-design 


with impeccable operations 
together with the broader objective 


investigations, design, construction, 
fitout, commissioning, financing and 
operation of proposed hotel-casino 
facilities in Brisbane, the capital 
city of the State of Queensland. 
The principal components of the 
hotel-casino complex are: Hotel, 
Casino, Convention—Conference 
Facilities, Entertainment Facilities, 
Restaurants, Bars, Specialty Retail 
Shopping, landscaped Open 
Spaces and associated areas. 

The Government is seeking the 
highest standard of casino facilities 


of maximum enhancement of the 
State's tourist industry through 
first class international standard 
accommodation with ancillary 
facilities. 

Three Government-owned sites 
have been identified within the 
inner city area of Brisbane for 
consideration for establishment 
of hotel—casino facilities at one 
of those sites. 

Expressions of Interest are now 
being sought from interested 
Applicants to prepare Submissions 





for the establishment of hotel- 
casino facilities in Brisbane. For 
further details, send for an 
explanatory Brochure to: 


The Under Treasurer 
Queensland Treasury 
Executive Building 
100 George Street 
Brisbane. Qid. 4000 


Telephone: 
wy (07) 877 1177 
ye Facsimile: 
es, (07) 877 117 
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noon English-language newspaper, re- 
ported in its 9 May edition that “interfe- 
rence from politicians had contributed to 
the ‘delay’ in closing the factory.” 

The possibility of political interference 
was highlighted when Daim issued a pub- 
lic statement on 9 May confirming that he 
had been a “passive investor” in Bright 
Sparklers. Daim, who was succeeded as 
finance minister in March by Datuk Seri 
Anwar Ibrahim, said he shares 
in the company during the 1970s when he 
was a practising attorney. 

Daim became finance minister in 1984. 
He said the shares were subsequently 
transferred to a company controlled by his 
family and that the number of shares in- 
volved amounted to only 0.03% of Bright 
Sparklers’ total paid-up capital. The 
company had authorised capital of M$3 
million (US$1.09 million) as of 30 August 
1980. 

“Other than being a passive investor, 
I've no other interest or dealing in the com- 
pany nor in the management of the com- 
pany,” Daim insisted. 

Daim was responding to charges by 

ition Democratic Action Party leader 
Lim Kit Siang and the Chinese-language 
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daily, Nanyang Siang Pau, 
that he had a past relation- 
ship with the company. The 
Bahasa-language daily Utu- 
san ia also reported 
on 10 May that Daim “in 
the early seventies had 
helped them [Bright Sparkl- 
ers} in their application 
to the Malaysian Indus- 
trial Development Author- 
ity for a manufacturing li- 
cence.” 

International Trade and 
Industry Minister Rafidah 
Aziz has since confirmed 
that the company was is- 
sued a permit to produce 
fireworks in 1977. But the 
approval was conditional upon the Selan- 
gor state government issuing its own per- 
mit for the land to be used for a fireworks 
factory. Petaling district council president 
Mohamad Hussein maintains that the state 
issued no such approval. 

Sources say Daim was one of the first 
three directors of the company when it 
was set up on 22 November 1973. He for- 
mally resigned as a director on 21 August 





Electronic warfare 


As he has done in previous years, Senate 
Armed Services Committee chairman 
Ernesto Maceda has accused the Armed 
Forces of the Philippines (AFP) of “win- 
dow-dressing” its battlefield statistics and 
said it was alarming that 55 of the coun- 
try’s 73 provinces are now touched by the 
20-year-old communist insurgency. 

The military was upset because Maceda 
chose to compare recently released 
figures from the first four months of 1991, 
a season when the communist New 
People’s Army (NPA) is traditionally on 
the offensive, with those from the last 

of 1990 — a period when the level 
of NPA activity is normally at its lowest 
ebb. 

Maceda may have been somewhat 
unfair for another reason. Thanks largely 
to modern technology, and their oppo- 
nents sloppy security, the Philippine 
Government and its intelligence agencies 
now know almost as much about the 
Communist Party of the Philippines (CPP) 
as the party it does about itself. 

Indeed, ever since the CPP/NPA en- 
tered the computer age, floppy disks cap- 
tured in mili and police raids have 
helped provide intelligence analysts with 
a vast amount of material about the 
movement. Independent sources say the 


assessments the AFP and the Philippine 
National Police (PNP) are working from 
are more accurate than they have ever 
been. 

The CPP/NPA were first discovered to 
be using computers for communica- 
tions and information storage in the mid- 
1980s.If this marked a new advance in 
revolutionary struggle, it has also proved 
to be a double-edged sword. In the past 
four years, the downloading of disks 
found in cpp “safe houses” has painted 
a detailed picture of the movement's 
strength, structure and objectives. 

One result of this improved intelli- 
gence gathering was evident last year. 
Although no mention of it was made at 
the time, one of the biggest intelligence 
coups in years is believed to have been 
made on 3 August 1990 when govern- 
ment agents arrested NPA operations 
chief Alfredo Simbulan and the NPA‘s 
leading political commissar, central com- 
mittee member Randall Enchanis, in 
raids on seven CPP safe houses across 
Manila 


Philippine Constabulary intelligence, 
which now forms part of the newly 
created PNP, has also gone hi-tech. Over 
the past two years, it has been using a 
mainframe computer and dozens of ter- 
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Daim: ‘passive.’ 


is believed to be a relative of 
Daim. 

The t shareholder 
in Bright Sparklers is locally 
based Tawa Holdings, 
which controls 415,382 
shares. The firm also has 
three foreign shareholders: 
Tjiat Seng Exim Pte Ltd and 
Chong Tai Shin of Singa- 
pore and Hongkong-based 
Nam Hing Lee (HK) Ltd. 
The majority of sharehold- 
ers in the firm, which has 


four directors, are individu- 
als. 
The disaster drew and immediate 


criticism from the public and concerned 
groups. The Selangor and Federal Territory 
Consumer Association urged the govern- 
ment to shut down all illegal factories 
operating near residential areas and Dep- 
uty Prime Minister Abdul Ghafar Baba 
promised a Royal Commission of Inquiry 
into the affair. The cause of the explosions 
is still not known. n 


minals to handle its information gather- 
ing. While poor telephone links have 
made it difficult for the PNP to expand the 
network, informed sources say some PNP 
provincial commanders can access the 
central database. 

Although the Intelligence Service of 
the Armed Forces of the Philippines — 
the military's main intelligence arm — 
does not have the same computerised 
system, it has made significant improve- 
ments to its signals capabilities in the 
field, particularly in intercepting coded 
guerilla communications and fixing the 
position of NPA units. 

One reason rebel colonel Alexander 
Noble brought the AFP down on his head 
in northeast Mindanao last year was his 
seizure of monitoring equipment being 
used by the 4th Division to track the 
movement of insurgents in Agusan del 
Sur province. More recently, in what was 
clearly a reaction to the AFP’s new-found 
capabilities, NPA guerillas di com- 
munications equipment being used 
the 5th Division in the northern Cordil- 
leras. 

While inter-service rivalry continues 
to some degree, and much of the infor- 
mation is restricted, the new technology 
has brought rapid advances in intelli- 
gence coordination. Not only does it give 
direction to operational planning, but it 
also provides analysts and collators with 
far more than the handwritten reports 
they had to deal with in the past. 

m John McBeth 
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“Look after this 
planet, it’s the only 
one we have” 










A personal message 
WWE International President. 
Acid rain. The pollution of 

soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction, 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF -the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
Serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health ofour 
planet, itis the only one we have. 








































Write for further information to 
WWF International, CH-1196 
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AFGHANISTAN 


Concern in Pakistan over muyahideen’s Arab allies 


Cause and effect 





By Salamat Ali in Peshawar 


oncern is growing in Pakistan over 

the activities of some of the esti- 

mated 5,000 Arabs who volunteered 
to serve with the Afghan mujahideen in 
their war against the Kabul government. 

Often unwanted at home — and virtu- 
ally indistinguishable from the local popula- 
tion — many of the Arabs are suspected 
of being responsible for crimes along the 
Pakistan-Afghan border that were formerly 
blamed on Afghan refugees. 

S. I. A. Tirmazi, a retired intelligence 
officer, recently warned that foreign intelli- 
gence agencies, arms dealers and smug- 
glers had woven a “dangerous web” 
around the Afghan War. Their activities 
have increased alarmingly, so much so that 
the security and stability of Pakistan, and 
even the region in general, could be at 
stake, Tirmazi said. 

Tirmazi pointed out that when the US 
decided to support the mujahideen it 
sought the cooperation of Saudi Arabia, 
Egypt, Jordan and some other Arab states. 
Washington had correctly concluded that, 
despite its assistance, the mujahideen 
would be far more receptive to advice and 
influence from other Muslims. What the 
US failed to foresee was the difficulty of con- 
trolling Arabs who were recruited to train 
and support the mujahideen war effort. 

Intelligence reports say that Arab revo- 
lutionary groups have established offices, 
arms dumps and training camps on both 
sides of the Pakistan-Afghan frontier. Some 
of these groups now train foreign nationals 
from such diverse countries as Burma, the 
Philippines and Sudan. 

Interviews with individual Arabs in the 
border region suggest that Islamic zeal has 
been replaced by bitterness and disillusion. 
Many remain because they either have 
nowhere else to go or are reluctant to return 
home for personal reasons. 

The Arab presence along the frontier is 
based on a multitude of amorphous secret 
groups, and some ostensibly humanitarian 
or religious organisations that are often 
seen locally as cover for clandestine ac- 
tivities. The secret groups are usually or- 
ganised around individuals, who often 
propagate a religious-political ideology and 
have little in common except their anti- 
pathy to Iran. It is difficult to identify where 
some of the religious and charitable work 
of seemingly humanitarian organisations 
ends and where clandestine — and often 
violent — activities begin. 
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For example, one such group regularly 
organises a rehlatal shimal, or northward 


journey, with the stated purpose of impart- 
ing religious education to Afghans in 
guerilla-held areas close to the Soviet bor- 
der. However, its last mission, in May 1990, 
was specifically aimed at influencing Uz- 
beks living in the Soviet Union. The Soviet 
authorities, who carefully monitor such ac- 
tivities, have complained on at least one oc- 
casion that members of this group had illeg- 
ally entered its territory. 

Another group, backed by funds from 
an Arab country, preaches war against 
governments it sees as oppressing their 
Muslim minorities. This group, comprised 
mainly of Egyptians and Algerians, has 
trained Moros from the Philippines and 
Arakanese from Burma. It is also suspected 
of despatching guerillas to China’s Sinkiang 





Mujahideen cause maintained by Arab funds. 


province a few years ago. 

A third group professes to believe that 
all governments without exception are “in- 
fidel” and their property — along with that 
of non-practising Muslims and non-Mus- 
lims — can be forcibly taken by righteous 
Muslims. Yet another maintains that 
Islam's Shia sect are not Muslims, and that 
its members must be eliminated as they 
threaten to subvert Islam from within, 

Most such groups trace their origins 
back to Middle Eastern disputes but are 
continuing their vendettas along the Pakis- 
tan-Afghan border — often paying mujahi- 
deen to attack each other’s camps and mur- 
der opponents. The connections between 
Arab guerilla groups, the local underworld 
and foreign intelligence agencies are well il- 
lustrated by the so-called “hammer” affair. 
During the latter part of the late president 


oa 






Zia-ul Haq’s regime in Pakistan. 
Unknown killers used hammers to in- 

. discriminately murder sleeping’ men, 
-women and children throughout the coun- 
‘try with the apparent aim of creating a 
-= Wave of terror in order to demonstrate Zia’s 
__. inability to protect the population. Pakistani 
-= intelligence agencies traced the conspiracy 
to an Arab, who produced a diplomatic 
_ passport and was quietly allowed to leave 
the country. The killings ended with his de- 






















cs Quada, the most powerful and numeri- 
cally the largest Arab group, operates sev- 
eral camps on both sides of the Pakistan-Af- 
ghan border. Run by a Saudi Arabian na- 
tional called Usameh ben Laden, Qaada is 
_- estimated to spend about US$100,000 a 
month on its military instructors alone, and 
. its recruits are paid the equivalent of be- 
tween US$100-200 during their three to six 
: months training. 
- Qaada forces were present in all the 
hisjahidieens battles until they were se- 
| verely mauled during fighting around 
Jalalabad. After that battle, the group be- 
came less active. During the recent assault 
on Khost it played virtually no part in the 
-v successful mujahideen siege of the town’s 
_ government garrison. 
Arab sources say Usameh has powerful 
_ = -connections, and note that during the 
_. Jalalabad campaign he was able to get ur- 
_ © gently needed supplies flown in by aircraft 
¿= belonging to a foreign airforce. Usameh 
told a Saudi newspaper a few years ago 
-=o that he had trained 10,000 men from Pakis- 
__. tan, the Philippines, Burma, Sudan, Spain 
and other European countries. 






ecruitment of foreigners into these 
groups is usually carried out by re- 
ligious organisations based in the 
Gulf states, though these states — parti- 
| < cularly Saudi Arabia — have avoided 
_ official contact with any of them. Most 
of the recruits from Egypt are sent by 
Akhwanul Muslameen, or the Muslim 
Brotherhood. 
Most recruits come from the bottom 
_ Yung of their countries’ social ladder — un- 
= -employed youths, semi-skilled craftsmen 
and petty traders. They are trained to 
handle explosives, use small arms and are 
taught unarmed combat skills. The groups 
`- pay substantial sums to the mujahideen in 
¿© order to participate in battles to give combat 
¿© experience to their recruits. 
n Many of the 5,000 or so Arabs now liv- 
_, ing in Pakistan are either without papers or 
_ on forged documents, yet are able to travel 
_ “freely in and out of the country. Most of 
-> these clandestine residents are said to have 
cordial relations with the authorities who 
<- could deport them with relative ease. Their 
-protection lies primarily in the money they 
: -spread around, a trail which extends up to 
Islamabad. 
Connections with the local authorities 








Trading alms 
forarms 


The- considerable logistical- support 
Western countries have given the 
mujahideen has distracted attention 
away from the equally crucial influx of 
Arab money. 

The West has so far pumped in an 
estimated US$1 billion worth of supplies 
— including arms channelled through 
Pakistan's _ Inter-Services Intelligence 
agency — to Peshawar-based Afghan 
groups. This figure does. not. include 
support given directly to guerilla com- 
manders in Afghanistan that by-passed 
the Pakistan-based Afghan Interim Gov- 
ernment. 

Until they were cut off from West- 


ern. financing, Gulbuddin Hekmatyar's . 


Hizbe-Islami group received the largest 
share of available funds, at around 40%. 


Saeed Gailani’s National Islamic Front: 


got 11%, with the lowest share, about 
4%, going to Sibghatulla Mojadedi’s 
National Salvation Front. This inflow 


is distinct from assistance given directly ` ghan 


to Afghan refugees by international or 
foreign-based aid organisations. 
While ‘there are no reliable data on 


are also useful for smuggling in a vast range 
of military equipment — including such 
sensitive items as night-vision sights, laser 
range finders and powerful radios. One of 
the groups was responsible for smuggling 
out 13 Stinger ground-to-air missiles from a 
batch the cla had supplied to the mujahi- 
deen. The Stingers were sold to Qatar, 
which was indiscreet enough to later dis- 
play them at its national day parade. The 
results of subsequent enquiries by the US 
authorities have not been disclosed. 

The Arabs allege some of the groups 
also work as hired assassins, eliminating 
dissidents on behalf of Middle Eastern in- 
telligence agencies. The most notorious 
unsolved killing was that of Saudi-backed 
Palestinian guerilla leader Abdallah Azzam, 
who died in a car bomb explosion in 
Peshawar a year ago. Most of Abdallah’s 
recruits were drawn from Palestinians liv- 
ing in the Israeli Occupied Territories. 

The private Saudi Arabian-funded mak- 
tabatal Khidmaat, or bureau of services — a 
welfare organisation with offices around 
the world — is among the better known 
Arab organisations accused of involvement 
in clandestine activities. With some 36 
branches in the US alone, it provides 
medical aid and propagates Islam through 
books, films and lectures. 

Its office in Peshawar is said to serve as 
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Thans to be nen 
— the 2.5% e naa 


groups have established li 
throughout the Middle East. ’ 
turn has led to the creation of s speci z 
lationships between some countries and 
a number of Afghan ea ders. Equally, 
Afghan leaders pay scant attention to 
Peshawar-based private Western relief 
agencies. These generally do not handle 
cash but give aid in the form of medical 
treatment and supplies, food, Clothes 
and tents: - ; 
While the Arabs do not directly. am 


the mujahideen, they do supply the — 
-cash which allows their favourities to` 
“buy weapons. Since some groups have 
‘been stockpiling arms for 5 years, and be- 


cause the inflow of Arab money con- 
tinues, some observers believe the Af 
n divil war could continue inde- ` 
finitely as powerful interests seek to 
maintain both their influence and their 
incomes. ee | a Salamat Ali 


a conduit for most of the private Saudi 
funds donated to the mujahideen. Critics 
allege the bureau also closely monitors 
other Muslim organisations. Its reports 
help Riyadh exaggerate the dangers of 
fanatical Islamic groups’ activities — and its 
own role in containing them — to its West- 
em allies. 

The Saudi bureau also secretly funds a 
large number of the estimated 150 news- 
papers and journals published about the 
Afghan War in Peshawar and Islamabad. 
Whereas Pakistanis are forbidden to pro- 
duce any publications without a licence, 
these Afghan War publications. — some of 
them produced with modern computerised 
equipment in Arabic and English — have 
no such licence. Although the Pakistan 
Government takes the line that such. con- 
trols are unnecessary because most of the 
publications circulate outside the country, 
many of them concentrate less on the war 
than on anti-Iranian propaganda and Mus- 
lim sectarian issues. 

The better-known. publications include 
the weeklies Elmurabatoon and Quadariyah 
Dauliah, owned by an Egyptian, and the 
monthlies Aljihad, Almujahid, Maugafat and 
Afghan Report. These. publications have 
been criticised by many: Pakistanis for fan- 
ning sectarian strife, which has noticeably 
increased since they were launched. n 


23 MAY 1991 








wee 
ee 


i 


WestLB belongs at the 
top of your shortlist for cor- 


porate business. 


20 years of experience in Cor- 
porate Finance, the solidity of 
a state bank and the leading 
role played by WestLB. On 


Introducing the 
international f 





this sound foundation, WestLB 


successfully combines classi- 


cal products with innovative 
solutions, applying the right 


mix of state-of-the-art tech- 


nology and personal creativity. 


That's why WestLB rightfully 


belongs at the top of your 


German bank that is at home 
inance: WestLB. 





AIF 








Head Office: Düsseldorf 


nes, subsidianes of 
resentative offices in 
16 Europea ies 
as well as in Beijing: 
Hong Kong, Melboume, 
New York Osaka, 

Ric de Janeiro, Singapore, 
Tokyo, Toronta 










shortlist from Corporate Fi- 


nance and Investment Banking 
to Treasury. And in a giobal 
network stretching trom Dus- 
seldorf to New York and from 
Tokyo to Landon, WestLB is 
perfectly at home where you 


are: in international finance, 





WestLB 


The Westdeutsche Landesbank 





















THE. 





STH COLUMN 


Wrong end of the telescope 


“~mgaiwan President Lee Teng-hui’s 

“'1 May declaration of an end to the 
state of civil war with the Chinese 
Communist Party marked an im- 
portant milestone in the political develop- 
‘ment of Taiwan. Incidentally, it also served 
| to highlight the myopic way in which Japan 
| views events in Taiwan and its tendency to 
| neglect the real issues involved in the 






- _China-Taiwan problem. 


: Most major Japanese newspapers car- 
| ned. editorials: welcoming the announce- 
ment as a step that could improve Taiwan’s 
relations with the People’s Republic of 
China. But Taiwan’s decision to drop an 
unrealistic 43-year-old constitutional provi- 
sion that described the communist party as 
¿a “rebellious group” was discussed mainly 
| in terms of its impact on relations between 
| the island and the communist-held main- 
land. 
The ending of the state of civil war 











_ | against the Peking regime actually carries 
-< | greater immediate significance for Taiwan’s 
-| internal politics than for its relations with 


__| the mainland. The constitutional stipulation 


| _of an emergency resulting from the state of 


civil war allowed the Kuomintang govern- 
|> ment to justify the ruthless suppression of 
-Į opposition forces over the past four dec- 
| ades. Dropping this provision more than 
anything else represented a big step to- 
wards democracy 
One key factor behind the move to- 
wards democracy is obviously Taiwan's 
"| phenomenal economic development. In- 
_ | creasing prosperity has naturally given 
-rise to demands for greater political free- 
} dom. 
It is also clear that the Kuomintang re- 
| gime will have to come to terms with the 
| history of its oppression of the millions of 
_ citizens: who were in Taiwan before Chiang 
|. Kai-shek fled to Taipei. The Taiwan version 
of glasnost i is apparently under way. One 
example is Hou Hsiao-hsien’s award-win- 
ning film A City of Sadness, which broke 
the long-standing taboo on media refer- 
| ences to the 28 February incident of 1947. 
| This involved the death of a large num- 
-=f ber of Taiwan islanders in a bloody crack- 
_| down by the Kuomintang military and 
police. 
The line taken by Japanese newspaper 


a editorials. on. President. Lee’s announce- 


_|-ment shows that the Japanese media and 
{the public in general are still inclined to look 
_.|-at Taiwan overwhelmingly in terms of the 
<4 island's relations with the mainland, almost 
=i. to the extent of treating internal affairs as 


By Masahiko Ishizuka 


being not worth of attention. How in- 
adequate and unfair this is is only now 
starting to be realised. But the blame may 
not lie entirely with editorial writers. Politi- 
cal changes have been slow to come to 
Taiwan and information on them has been 
limited in the Japanese media until very re- 
Official attitudes are another problem. 
The generally low level of interest in 
Taiwan’s affairs is partly due to the impor- 
tance the Japanese tend to attach to 
sovereign states. The Japanese level of in- 
terest in Taiwan has been progressively 
downgraded since Tokyo switched its dip- 
lomatic recognition from Taipei to Peking in 
1972. Japan now treats the island as some- 
thing in the shadow of China and the focus 
of attention is overwhelmingly on how 
Taiwan deals with Peking and vice versa. 
This is causing deep resentment on the 


lemma. The Japanese already fear that a de- 
cision on how to. respond to a crisis in 
Taiwan would be far more difficult, as well 
as having to be reached more urgently, 
than as Me ee =. 





“They. may want to go further han merely 
attacking the Kuomintang goverment, but 
that's dangerous,” commented a Japanese 


‘expert on Taiwanese affairs. 


The Taiwanese independence move 
ment faces equally tough opposition from 
the Kuomintang regime. In fact, the gov- 
emment continues to treat anyone who ad- 
vocates ` an n independent Taiwan as a traitor 


part of Taiwan officials who _ to the nation. Japan may 
make no secret of being frus- _ sooner or later be forced to 
trated by the way they and take a position on this policy 
their government have been - = and on the brutal means used 
treated by the Japanese Gov- From now. ON by the Taiwanese authorities 
ernment. For the past ge. | tO suppress “traitors.” 
couple of years, the Taiwan Japan will Nor will Japan be able to 
Government has been ~ continue to. treat Taiwan 
pleading with Japan to do have to keep poorly on the grounds that it 
something about the heavily ‘is not a sovereign state, The 
lopsided bilateral trade im- a close island is one of the largest 
balance but the pleas have recipients of Japanese direct 
fallen on deaf ears. watch on investment in the region. At 
Another factor that ex- _ the same. time, Taiwans 
plains the Japanese people's Taiwan’s businessmen are investing 
tendency to take Taiwan for 3 heavily in Southeast. Asian 
granted is the absence of any emerging countries such as Thailand, 
strong anti-Japanese senti- Malaysia and the Philip- 
ment of the kind that exists self- pines. Even though Tai- 
in other Asian countries. : wans political future is 
China and Korea in particu. @SS@rtiveness uncertain its status as a 
lar suffered from Japan’s col- major economy requires it 
onial role and from Japanese to be accorded due recogni- 
atrocities before and during World War H tion by Japan and other countries. 


and are still given to recalling the fact. 

Japan may no longer be able to take 
Taiwan for granted while paying only scant 
attention to its internal affairs. From now 
on Japan will have to keep a close watch on 
Taiwan's emerging self-assertiveness. This 
may become a more pressing issue than the 
traditional Kuomintang claim to the right to 
rule the whole of China. 

A move towards an independent 
Taiwan could provoke senior leaders in Pe- 
king — from senior leader Deng Xiaoping 
down — into carrying out their frequently 
repeated threat of using military force to 
crush Taiwanese independence. If this hap- 
pened Japan would face an agonising di- 
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According to the Asahi newspaper, the 
Japanese Government is planning to up- 
grade its involvement in the semi-official 
organ that already exists for handling con- 
sular and other day-to-day relations with 
Taiwan. The organ, named Koryu Kyokai 
(Exchange Association), has its main office 
in Taipei and is headed by a retired Japan- 
ese diplomat. According to the Asahi the 
Foreign Ministry will second a high-rank- 
ing official to Koryu Kyokai’s office. The 
ministry is said to be well aware of the risk 
that this step may annoy China. a 


Masahiko Ishizuka is an editorial writer for the 
Tokyo business daily, Nihon Keizai Shimbun. -| 
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SOUTH KOREA 1 


Activists try to focus spotlight on labour issues 


Inoffensive spring 





By Mark Clifford in Seoul 
. s South Korea observes the rituals of 





its “spring offensive” — when em- 

ployers and workers negotiate an- 
nual wage agreements — union activists 
are hoping that the protests sparked by the 
death of a student demonstrator will spread 
to factories, so that the spotlight can be fo- 
cused on long-standing labour anomalies 
that neither the government nor the bosses 
are keen to acknowledge, let alone resolve. 

Union activists feel that a politicisation 
of labour issues — preferably during the 
crucial period of wage negotiations — could 
pave the way towards revamping a system 
that, among other things, often denies 
workers freedom of association and unions 
a meaningful role in workplaces or 
any form of political influence. 

Labour activists feel they may 
have their own martyr-in-waiting, 
just as the students have their self- 
immolators. “The labour situation is 
connected to the student demonstra- 
tions now, with the death of the 
Hanjin Heavy union president,” 
says Phee Jung Sun, a union activist 
and director of the Korea Research 
and Information Centre, referring to 
the death on 6 May of Park Chang 
Soo, who authorities say committed 
suicide while under treatment at a 
hospital. 

So far, however, there is no sign 
that the student agitation will spread 
to labour. After four years of of- 
ten violent confrontations, South 
Korea’s workers and bosses are en- 
joying a relatively quiet spring nego- 
tiating season this year. 

Companies are paying up to keep the 
peace. Although many employers adhered 
to the government's 10% ceiling on wage 
increases, additional bonuses may have 
brought total settlements close to 20%. Pre- 
sident Roh Tae Woo, too, offered some 
carrots by hosting labour and business 
leaders at an unprecedented Blue House 
session in late March and promising to con- 
sider setting up a labour bank to finance 
workers’ housing. The government also or- 
dered companies employing more than 
1,000 women workers to set up day-care 
centres. 

The government is in the midst of 
a crash apartment-building programme to 
help defuse anger over the housing situa- 
tion in the capital. “There should be a rea- 
sonable assurance that any worker who has 


worked in a blue-collar job for a certain 
length of time will be able to buy a house,” 
Labour Minister Choe Byung Yul declared. 

The average work week for large com- 
panies was cut to 48.3 hours last year from 
57 hours in 1985. Smaller companies will 
have to follow suit later this year. A 
minimum wage — now standing at Won 
192,700 (US$266) a month — was intro- 
duced in 1988, and a pension scheme, also 
begun in 1988, will be extended to all work- 
ers by 1995. 

The number of strikes dropped sharply 
last year and has fallen further this spring. 
As of 9 May, only 76 strikes had occurred, 
compared to 119 for the same period last 
year. This is partly a real change reflecting 
improved pay and work conditions, and 





Labour takes lead from student riots. 


partly a sullen calm enforced by tough gov- 
ernment action. 

A continuing government crackdown 
on a small core of union activists at the 
huge Daewoo Motors car plant on the out- 
skirts of Seoul was a critical test for the 
spring wage offensive. 

Workers protesting at the arrest of union 
leader Lee Eun Koo kept the plant shut for 
almost two weeks in late April. Daewoo, 
usually one of South Korea’s more accom- 
modating business groups, reacted sharply 
and locked out the strikers. Police arrested 
many of the hard-core union leaders and 
the company quickly got production lines 
running again. In the first week of May, 
about 200 activists once again tried to strike, 
but many were quickly arrested. That is 
in sharp contrast to the month-long shut- 
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downs witnessed at key factories in the 
past. 

The Daewoo car factory incident fol- 
lowed the round-up of 69 union activists in 
February on flimsy charges of intervening 
in a brief strike at Daewoo's shipyard. Most 
of those arrested were released, but seven, 
including the president of the Daewoo 
Motors union, are still in prison. 

The decisive police action was in keep- 
ing with a policy adopted two years ago of 
quickly trying to isolate radical activists. 
Last year massive police raids broke up 
strikes at Hyundai Heavy Industries and 
the Korea Broadcasting Service. Phee 
claims that 247 unionists and sympathisers 
are in jail, mostly on charges of third party 
intervention or of interfering with company 
business. 

As the Daewoo incident shows, all is far 
from well in South Korea's factories. Man- 
agement and workers are too often divided 
by a wall of mistrust and anger, with the 
government still unwilling or unable to 
play the role of brokering disputes. 

“On the surface things are calmer,” says 
a Western diplomat. “Obviously, though, 
there’s a need to revamp the system. 
It’s still basically [former president 
Chun Doo Hwan’s] Fifth Republic 
system. Until it’s changed, there's al- 
ways the possibility that it could 
blow up, particularly if there's politi- 
cal turmoil.” 

Labour-law violations by both 
workers and management are 
routinely ignored. When police do 
step in to handle a dispute it is not to 
enforce the laws but to take sides. 
These days, the state usually sup- 
ports management, though two 
years ago the police routinely ig- 
nored flagrantly illegal union ac- 
tivities. 

Unfair labour practices by unions 
are vaguely defined. The Ministry of 
Labour unilaterally decreed last year 
that certain demands would be il- 
legal, such as calls for the release of 
imprisoned unionists, strike pay or 
issues that touched on “management pre- 

atives.” 

As law enforcement is arbitrary and sub- 
ject to rapid changes, workers and bosses 
are not inclined to take labour laws seri- 
ously. The constitution guarantees freedom 
of association, but the government has ban- 
ned public-sector unions. Teachers who 
tried to form a union two years ago were 
slapped down and 1,573 of them were sack- 
ed 


The government has looked the other 
way while large corporations violated la- 
bour laws. Samsung, the country’s largest 
chaebol (business group), has skilfully mani- 
pulated the law to keep independent 
unions out of its workplaces. Pro-manage- 
ment employees form paper unions and re- 
fuse to hold open elections. Samsung has 
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That's when the Swiss Life Feeling, 
the quiet certainty that you've 
chosen the right insurance partner, 
begins to grow on you. 
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done what IBM and Motorola have tried to 
do in the West: offer high wages and good 
benefits and do just about anything to keep 
out unions, 

Hyundai has been less subtle. In 1989, 
the country’s second-largest conglomerate 
hired thugs to assault union activists. Two 
senior executives in its engineering and 
construction unit are now under investiga- 
tion on charges of obstructing union ac- 
tivities. Hyundai is the most heavily rep- 
resented group in the Opchonghoe, a soli- 
darity group of large industrial unions. 

“There are two realities in South Korea,” 
says Harry Kamberis, director of the Seoul 
office of the Asian-American Free Labour 
Institute, which helps train South Korean 
unionists. “There is what the law says and 
what the facts are. They are often diametri- 
cally opposed. That creates a certain cynic- 
ism.” 

More than anything else, the govern- 
ment worries that labour will win political 
er. This fear is understandable: every 
time the political situation has loosened, la- 
bour has flexed its muscles. A militant la- 
bour movement posed huge political 
challenges after liberation from Japan in 
1945, again in the interregnum between 
Syngman Rhee and Park Chung Hee in 
1960-61 and, more recently, between the as- 
sassination of Park in 1979 and Chun Doo 
Hwan’s consolidation of power in 1980. 

Each time, the voice of labour was si- 
lenced by military force. Unions have never 
been integrated into politics. The govern- 
ment fears that a Left-leaning, perhaps 
even pro-North Korean, party would be 
the result of letting labour engage in politi- 
cal activity. “Some radical labour groups are 
bent on disseminating Marxist-Leninist 
ideology and agitating for a violent revolu- 
tion to topple our democratic system,” 

Choe. 

Labour, however, is chafing under the 
continuing ban on political activity. Unions 
cannot support candidates for office, 
though the government-sanctioned Federa- 
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tion of Korean Trade Unions (FKTU) quiet- 
ly backed some labour officials who ran 
for office in the local council elections in 
March. 

The union movement clearly wants po- 
litical influence. Union membership has 
nearly tripled from 775,000 in 1985 to 2.1 
million workers today. But it is badly splint- 
ered, and it is unlikely that any organised 
political influence will materialise in the 
three elections — local, national and presi- 
dential — scheduled to take place by the 
end of 1992. 

All of the country’s 20 national federa- 
tions are sup to affiliate with the 
FKTU. But the FKTU has been badly hurt by 
the compromises it made with Park and 
Chun. It wants to show it is doing some- 
thing for the workers, but is unable to do 


much in an enterprise-based system, with 
no national contracts and no shop-steward 
network. The ban on third-party interven- 
tion does not allow the development of 
professional trade unionists. 

There is no shortage of radicals trying 
to capitalise on the FKTU’s alleged timidity. 
The best-known labour group is Chon- 
nohyop. Since the day it was founded in 
January 1990, it has been harassed by po- 
lice. A planned general strike in May 1990 
fizzled out and Chonnohyop’s member- 
ship dropped by half, partly because of its 
lack of bread-and-butter unionism. The 
group claims now to have 150,000 members 
at 450 enterprise unions. 

The radicals want little to do with the 
FKTU, but they have not succeeded in wide- 
ning their base and may become more de- 
sperate this spring. “Democratic unions 
think this is the final stage to see whether 
they can survive. I expect there [will] be 
serious confrontations,” said Phee. Unions 
need both organisation and legitimacy. In 
South Korea, one camp has the organisa- 
tion and the other the legitimacy — and the 
continuing splits in the movement work to 
the government's advantage. 

For all the talk of consensus by govern- 
ment and management, there is little crea- 
tive thinking about how to bring unions into 
the economy and into politics as a partner. 
“There's a lot of interest in the German or 
Japanese solution,” says the Western dip- 
lomat. “They like the fact that there aren’t a 
lot of strikes. Whether they're interested in 
giving workers a say in management, as 
the Germans do, or in setting up the pater- 
nalistic relationship you find in Japan, it's 
hard to say.” m 





SOUTH KOREA 2 


Demographic trends mean labour shortage to worsen 


Running on empty 


clothes designer from New York was 

dismayed when he came to Seoul 

earlier this year and his suppliers 
told him they could no longer find women 
to sew the pockets on his cardigan samples. 
The shortage of workers, however, is not 
simply confined to “sweat shop” indus- 
tries. Newspapers publish virtually daily re- 
ports of companies across the manufactur- 
ing spectrum turning down export orders 
or operating at reduced capacity because of 
a lack of labour. 

In addition to the textile and clothing 
sector, South Korea’s footwear and elec- 
tronics, mining and construction industries 
are complaining they do not have enough 
workers to fill their jobs. 

“Many workers these days turn their 
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back on demanding jobs, so much so that 
machines in factories are idled and orders 
go unfilled,” Labour Minister Choe Byung 
Yul said in March. “Labour shortages are 
thus mounting in the manufacturing indus- 
try, while the morale of factory workers has 
markedly fallen,” he added. 

The Ministry of Labour estimates that 
there is a shortage of 192,000 workers in 
the country, with most of the shortages 
(166,000) in manufacturing. The huge Kuro 
Industrial complex on the outskirts of 
Seoul, for example, has seen employment 
fall from 69,000 at the end of 1988 to fewer 
than 55,000 today. Help-wanted boards at 
industrial estates are always crowded, and 
the notices advertise unprecedented fringe 
benefits, such as “nice dormitories,” shuttle 
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buses to work and sometimes even five- 
day work-weeks. 

| South Korean analysts generally blame 
_ the shortage of factory hands on the 
| growth of the service sector — especially 
__ the thriving entertainment industry. The 
facts, however, are more sobering and 
rooted in profound demographic changes. 

South Korea simply does not have as 
many young people coming of age as it did 
a few years ago. The country had a huge 
post-Korean War “baby boom” that en- 
tered the workforce in the 1970s and 1980s. 
| While the pool of new young workers is 
now stable, it is set to decline sharply — 
and there is little South Korea can do about 
it. 

Some employers have called for foreign 
workers to make up the shortfall, though 

this proposal is unlikely to be a in 
the ethnically homogeneous South. On 7 
May Prime Minister Ro Jai-bong even 
_ Suggested using troops for highway con- 
struction projects, and there is talk of allow- 
ing some 10-15,000 military reservists to 
work in factories in exchange for exemption 
from military service. 

Nevertheless, illegal foreign workers 
have entered the labour force, as periodic 
arrests of mostly Southeast Asians testify. 
In addition, ethnic Koreans from China 
have been flocking to the South since a 
ferry link was set up between Weihai on 
the Shandong peninsula and Inchon last 
September. Thousands more are believed 
to be working illegally on construction sites. 

Although the government says it has no 
figures on the number of illegal workers in 
the country — and the Justice Ministry re- 
fuses to release details on arrests — news- 
paper reports say the police detained 950 il- 
legal workers during the first 10 months of 
1990 against 450 during the same period in 
1989 


Trade unionists and many labour ex- 
perts say the call to import workers is mis- 
guided. The country does not face a labour 
shortfall, but a skills shortage, they argue. 
The government has belatedly started to 
put more resources into vocational training, 
which took a low priority during the huge 
expansion of the educational system in the 
1980s. In addition, more money is expected 
to go to science and engineering faculties. 

A greater number of older, married 
women workers are also expected to join 
the labour force in the coming decade. Al- 
though the number of working women has 
increased in recent years — the Economic 
Planning Board says the female participa- 
tion rate increased by 4.6% between 1985 
and 1989, with nearly half (47.2%) of 
women 15 years and older working last 
year compared with 40.7% in 1984 — it has 
not been enough to make much of a dent in 
the labour shortage. One reason more 
women do not work, however, is that their 
average wage is only about half (53%) that 
of a man’s. E Mark Clifford 
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Former MP withdraws appeal against government — 





By N. Balakrishnan 


marathon legal dispute between the 

Singapore Government and J. B. 

Jeyaretnam, a former MP who broke 
the ruling People’s Action Party’s (PAP) 
monopoly in parliament in 1981, has finally 
come to an end with Jeyaretnam withdraw- 
ing his appeal before the Singapore Court 
of Appeals for reinstatement of his par- 
liamentary status. 

Jeyaretnam, the secretary-general of the 
Workers Party, was disqualified as an MP 
following a 1986 conviction over alleged ir- 
regularities in the collection of party funds. 

Civil cases in Singapore can be taken all 
the way to the Privy Council in Britain but 
only if both parties agree in advance of 
hearings by the Singapore Court of 
Appeals. Jeyaretnam withdrew his case 
from the Court of Appeals in April on the 
grounds that the attorney-general had not 
responded to a proposal that the case 
should be appealed to the 
Privy Council. 

The withdrawal of the 
appeal brings to an end a 
series of court cases span- 
ning five years. The chain 
of events that led to the 
dispute began in 1972 
when a member of the 
Workers Party sued a PAP 
MP for libel and lost. 
The PAP was awarded 
costs but made no attempt 
to collect them until 1980 
when the Workers Party, 
under Jeyaretnam’s leader- 
ship, appeared to be gar- 
nering rapidly increasing 
electoral and popular sup- 

rt 





The Workers Party was unable to pay 
the costs and was declared bankrupt with 
the result that all funds collected by the 
party became liable for seizure. Jeyaretnam 
and another party official attempted to cir- 
cumvent this problem by asking supporters 
to make out cheques to their personal ac- 
counts but the government claimed that 
they had asked for the cheques to be al- 
tered with intention to defraud. By this 
time Jeyaretnam had been elected and had 
become a vociferous MP. 

At his first trial in 1984 over the party 
funds, he was acquitted on two out of three 
charges and was fined $$1,000 (US$564). In 
a controversial move, the government ap- 
pealed the case and in November, 1986, a 
higher court set aside the initial district 
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‘space in other British papers to print the let- 


month’s jail — enough to disqualify him as 
an MP. ‘f 
Jeyaretnam was refused leave to appeal 
the case to the Privy Council but was al- 
lowed to appeal against a decision that he 
should be struck off by the Law Society, 
thus losing the right to practise law. In a 
judgment in October 1988 that stunned 
legal circles in Singapore, the Law Lords of 
the Privy Council expressed “deep disquiet 
that by a series of misjudgments the appel- 
lant [Jeyaretnam] and his co-accused Wong. 
[Hong Toy] [then chairman of the Workers 
Party] have suffered a grievous ‘injustice, 
They have been fined, imprisoned and 
publicly disgraced of offences of which they 
were not guilty.” ; HALT 
The Law Society reinstated Jeyaretnam’s 
right to practise law but the original convie- 
tions were left intact by the Singapore Gov- 
ernment. An appeal for presidential pardon: 
was also denied. Jeyaret- 
nam then appealed to the: 
Judicial -Commissioner in 
> May 1990 to declare that he 
was never- disqualified as 
an MP: : me a 
A parallel case. over a- 
column written by British 
columnist Bernard Levin 
in The Times of London in- 
June, 1989 on Jeyaretnam’s _ 
troubles has also come to 
an end. When The Times 
printed only an. ab: 
breviated version of a reply 
from the Singapore Gov- 
ernment to Levin's. col. 
umn, the High Commis- 
sioner of Singapore in Lon- 
don bought advertisement — 



















ter in full. z 
Jeyaretnam began libel proceedings in 
Britain against the High Commissioner. 
after receiving verbal assurances that dip- 
lomatic immunity would not be invoked 
but when the case went before the courts: 
the Singapore Government claimed dip- 
lomatic immunity, The court. granted. the | 
government immunity but. refused to 
award it costs. ce 
All the cases springing from Jeyaret- 
nam’s original fraud conviction have now 
ended. But he rejects suggestions that there _ 
has been any softening towards him on the _ 
part of the Singapore Government follow- _ 
ing Goh Chok Tong's appointment: as 
Prime Minister late last year. a 
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Traveller’s Tales 


; his week, the state of Hawaii is 
| celebrating Military Week. Featur- 
ing concerts, military displays and 

: tattoos, luau cook-outs and hulas, 
plus Miss Hawaii and the Trinity Baptist 

Church Choir, it kicked off last Saturday 

-with the Mother of All Parades when 109 

units, including veterans from each US war 

| back to World War I (though such local 
skirmishes as the punitive expeditions 
launched on Lebanon, Grenada, Panama 
and Nicaragua were not commemorated) 

¿marched past an exhibition of howitzers, 
helicopters, rocket launchers, tanks and 

nother puff dragons mounted on the ap- 
propriately named Magic Island. 

_- Enthusiastic crowds seemed as anxious 
as President George Bush to exorcise the 
“Vietnam syndrome” by awarding a full- 
out jingoistic welcome to the Johnnies come 
marching home again from Iraq. It all 
seemed very far away from Kyoto where, 
a couple of weeks previously, I had at- 
tended the 40th assembly of the Interna- 

: tional Press Institute (P1). True, few of the 

¿American press contingent there ques- 
tioned the rightness of the Iraq operation 
except for the blatant censorship and news 
management. 

As a corollary, Japan’s lacklustre per- 

-formance was excoriated: slowness, mean- 
ness, lack of direction and ability to make 

decisions. The situation was wonderful 

grist to the mills of the author Karel van 

-Wolferen and his “headless monster’ 

theories about Japan's governance: he 

spoke of the self-censorship of Japan's 

“press, the misinformation published 

| abroad about Japan’s corrupt and bureauc- 

-rat-dominated power structure and the 

“combination of incredible economic might 

¿with Japan’s diplomatic invisibility . . . of 

_ tremendous power with apparent indiffer- 

ence to the well-being of the world.” 


The IP! Assembly provided plenty of evi- 
dence of the depths to which Japan/US re- 
lations have sunk. The most senior Japan- 
ese speaker was Deputy Foreign Minister 
Koji Watanabe who voiced the most out- 
spoken rebuttal of American complaints. 
Japan had acted boldly on 6 August last 
| year in declaring a trade embargo on Iraq, 
in swiftly giving US$2 billion in aid to na- 
tions hurting from the embargo (Egypt, 
_ | Turkey and Jordan), in allocating another 
| US$2 million to the coalition in September 
{and a further US$9 billion in January, the 

_total amounting to more than US$100 for 
every single Japanese. 

Japan, Watanabe deftly pointed out, 


was limited by its constitution, which de- 
nies it the right to use force in settling inter- 
national disputes, while the Diet had to ap- 
propriate the Gulf funds by means of tax in- 
creases and spending cuts. Japan, the 
world’s biggest aid donor, provided no mi- 
litary aid and neither sells nor gives 
weapons abroad. In other words, Japan has 
democratically to abide by its constitution in 
contrast with the US, whose president can 
wage undeclared wars (against Vietnam) or 
unconstitutional wars (against Cambodia) 
and which is already peddling arms again 
in the Middle East. 

The Japanese press has taken up such 
themes with gusto. Van Wolferen is right, 
of course: the media, fed by the 400-odd 
“press clubs” attached to every ministry 
and government agency, is extraordinarily 
responsive to the guidance doled out at reg- 
ular briefings. During the two weeks I 
spent in Japan this time, I saw more articles 
and es reflecting Japanese re- 
sentment of the “bashing” they have been 
getting and “bashing” the US in return 
than ever before. The Japanese editors at IP! 
— in private — pressed the issues with all 
apparent sincerity. Why should Japan shell 
out its hard-earned money to finance US 
foreign policy, particularly when that policy 
has led to so many disastrous quagmires in 
the past? “We Japanese,” one editor said to 
me, “are supposed to be ashamed of our 
desire to remain a very homogeneous na- 
tion. Seeing the troubles minorities cause 
everywhere, we do not wish to import such 
problems. And, wherever the US goes, it 
creates hundreds of thousands more ref- 
ugees: Koreans, Vietnamese, Cambodians, 
Cubans and now Kurds. It was not so bad 
when it absorbed these peoples, but now it 
has closed its doors. Must we pay that price 
too?” 

Other resentments surround the scant 
attempts to consult Japan beforehand. Sev- 
eral times I was asked if I recalled the 
“Nixon shokku” of the 1970s when the US 
went on a honeymoon with China without 
warming. The giant Japan is not even 
counted among the “Big Five” of the UN 
Security Council. No Taxation Without 
Representation! 

The Japanese have declared open sea- 
son on all aspects of American business, 
from management failures to the amount 
spent on R&D. Modestly rewarded, hard- 
working Japanese executives are contrasted 
with flamboyant American executives run- 
ning firms in the red who nevertheless 
award themselves huge increases in salary 
— while joining in the chorus demanding 
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restrictions on Japanese imports. 

So the bashing goes on. Whatever we 
do, the Japanese say, they want more, anc 
blame us for their own troubles. And be 
hind the complaints there lies. the hardly 
concealed threat by the creditors who are 
buying up so much of the US debt: withir 
10 years, they say, the interest payments or 
the bonds being bought by Japan will ex 
ceed half of the federal budget. “The US 
superpower status is an illusion,” a typica 
article in The Japan Times concluded. “Bott 
American lawmakers and citizens shoulc 
squarely face the reality that their country 
might not have been able to win the Gull 
War so quickly without financial assistance 
from other countries,” the Asahi Shimbun 
commented. 


Ho’ohanohano Na Koa (“salute the war- 
riors”) military parades celebrating a US-led 
coalition victory over a desert despot may 
prolong the illusion of being No. 1. They 
may help soften the harsh facts that the US 
is a nation with its banking system awash 
with debt, with many of its larger corpora- 
tions teetering into bankruptcy, with huge 
domestic and foreign debts, with its indus- 
tries in decline, with low savings rates, with 
violent crime and drugs making the streets 
of its cities into jungles and with schools 
producing millions of functional illiterates. 
They may help to distance the facts that 
Japan has an expanding economy (for 59 
months on the trot since the current growth 
cycle began), healthy reserves and savings 
rates (still), generous investments and R&D 
budgets, low rates of crime and drug abuse 
and almost 100% literacy. The parades may 
help to blur the gross historical irony that 
the first nation is attempting to pressure the 
second nation into implementing structural 
changes in its economy and society. 

But then, there are gross historical 
ironies in the fact that the US. which drafted 
Japan's “peace” constitution has for the last 
decade and a half been pushing Tokyo into 
increased defence spending and is now 
pushing Tokyo into dispatching troops 
overseas (only minesweepers — so far). 
Even more ironic: now that the Cold War 
is over, the US still wants to conscript 
the Japanese people — who appear to- 
day to be the world’s most genuine paci- 
fists. 

The US-Japan relationship is indeed 
strained, and. is being badly mismanaged 
by both sides. If it goes on like this, it 
will degenerate into economic war. And 
then we will face the Mother of All Reces- 
sions. n 
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When you're travelling for business and 
need to know where things stand 

with your home office, the local time is 
of little importance. You need 

to get your message out. And get a quick 
reply. That is why the Business Centre 
at Mandarin Oriental Jakarta never closes. 
It’s also why our staff is trained to take 
particular care with messages. 

And why our international 
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direct dialling system is the country’s 
most advanced. It’s all part of the 
unsurpassed standard of service that has 
made Mandarin Oriental a legend — 
among hotels. Our efficiency means you 
will worry less, and better enjoy our 
serene, gracious atmosphere and subtle 
opulence. The world doesn’t stop when 
it’s night-time. Neither, for your 
information, does the legend. 
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Adapting to ways of world’s second-largest democracy 





ASIAN AMERICANS 





Political Indian summer 





By Susumu Awanohara in New York 
~ and Washington 

he Sikh Khalistan lobby on Capitol 
Hill is once again embarrassing 
mainstream Indian Americans as 
well as the Indian Embassy in 
Washington. Counting on US congres- 
sional ire at the neutralist position India 
“. took in the Gulf War, Congressman Wally 
_ © Herger of Yuba City, California — a consti- 
> tuency with a large Sikh community — is 
reintroducing a bill making most-favoured- 











human rights in Punjab. Congressman Dan 

Burton of Indiana, an anti-Soviet conserva- 

| tive Republican, has already introduced a 

__ © bill: making Amnesty International's free ac- 

cess to India a condition for continued US 
aid to India. Herger and Burton, as well as 
some senators, have been at this game for 
some years and nearly succeeded in stop- 
-<> ping US aid to India in 1989. 
Indian Americans who uphold the va- 
rious causes of Kashmir against New Delhi 
= are now emulating the Khalistan lobby, try- 
-ing to drum up support for them- 
selves among US legislators. 

o Countering these dissident 

= goups is the budding Indian- 

American lobby loyal to New Delhi. 

This group looks to liberal Demo- 

_ -erats who value India’s democracy, 

notably Stephen Solarz, to stop 
the dissidents from winning in a 
political system where “the loudest 
wheel gets the oil.” Indian-Ameri- 
can groups frequently hold fund- 
raising dinners to fete their chosen 
legislators and to contribute hand- 
= =c somely to their campaign war 
- chests. 
7: Communal disharmony in their 
ancestral land is thus accelerating 
the political awakening of the nearly 
1 million Indian Americans, or Asian 
Indians, as they are often called 
here to distinguish them from the 
native American Indians. Indian 
Americans are nowhere near as ef- 

o> fective as the pro-Israel Jewish- 

+ American lobby: they do not yet 
have a registered political action 
‘committee. 

; But being largely recent immi- 
: = grants (about 70% are foreign born), 
Indian Americans are still greatly in- 

terested in Indian politics and Indo- 

















nation. trade status for India contingent on | 


US relations. There is also growing interest 
in Indian-American (with the emphasis on 
“American”) issues — such as voter regis- 
tration, job discrimination, status of for- 
eign medical graduates, violence against 
minorities and keeping an open immigra- 
tion policy, 

The political activism is as you would ex- 
pect: Indian Americans are the best edu- 
cated, and earn the highest income per 
worker, of all ethnic groups in the US. As 
doctors, engineers, professors, scientists 
and moteliers, they are spared the struggle 
for survival that is the lot of many immi- 
grants from China, South Korea or Viet- 
nam. Indian-American struggles tend to be 
a little more philosophical; one major de- 
bate is over how far they should assimilate 
with American society. 

Aside from separatist movements, the 
US tilt towards Pakistan has concerned In- 
dian Americans keen to promote good 
Indo-US relations. In 1977, more than 1,000 
Indian Americans from East Coast cities 
demonstrated against the US sale of air- 
borne warming and control systems, or 





Jackson Heights (New York) bazaar. 
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AWACS, to Pakistan on Capitol Hill — an 
event remembered as something of a land- 
mark in the community's history. Indian- 
American activists then fought an uphill 
battle after the 1979 Soviet invasion of 
Afghanistan, which made Pakistan even 
more important to the US. 

Of course, there is a limit to what Indian 
Americans can do to influence US and In- 
dian attitudes and policies towards each 
other. One detractor says that the com- 
munity has become “so somnolent from 
video movies [from India] and hot curry” 
that it is failing to protect India’s interests. 
But the activists remain eager to be useful 
to Mother India and the Indian Embassy in 
Washington enlists their support when it 
can. These activists are considered more ef- 
fective in some ways than the expensive 
(and white) Washington lobbyists. 

Indian-American activists see an anti- 
India coalition among those US legislators 
who have a special interest in the Sikhs or 
Kashmiris, those who champion human 
rights and those who remain staunch anti- 
communists in the rightwing of the Repub- 

lican Party. On the other hand, 
India has a natural constituency 
among liberal Democrats. So the 
challenge is to win over the Republi- 
can conservatives and make them 
understand India’s neutrality in 
power politics, says political com- 
mentator Narayan Keshavan. He 
goes on to say that India should cut 
special ties with the Soviet Union, 
instead forging such ties with the 
US. More than that, Keshavan 
suggests that India should improve 
ties with Israel for strategic reasons 
and that this would vastly improve 
New Delhi's standing on Capitol 
Hill. 

Other Indian Americans are 
more idealistic, trying to export 
back to India a spirit of communal 
harmony nurtured in the US. The 
Organisation for Universal Com- 
munal Harmony, or .Touch, was 
formed in the US and is winning 
some adherents in India, accord- 
ing to Thomas Abraham, who or- 
ganised the first Global Conven- 
tion of People of Indian Origin 

_in New York in 1989. At a recent 
Touch dinner, former Indian am- 
bassador to the US Karan Singh 
spoke on “religious fundamental- 
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Free Your Or 





ganization From 


The Limitations OfCon Conventional Systems. 


NCR Cooperation:" 
The Open Enterprise Integration Environment. 
Conventional systems have spawned islands of information 
that separate departments and impede workflow more 
effectively than any wall. The answer is NCR Cooperation. 
Software that integrates the general-purpose applications 
and platforms in your organization into one flexible, co- 
operative system with a consistent, intuitive graphic interface. 

Cooperation benefits everyone in your organization. 
It lets MIS managers integrate multimachine, multivendor, 
multistandard environments, with the tools needed to 
create and manage a complete enterprise-wide network. 

Its Business Information Monitor facilities allow 
executives to access the entire knowledge base of the 
enterprise from their own workstations. 

And it aids software developers by speeding both new 


application development and the extension of current main- 
frame and minicomputer applications. 

Cooperation allows access to your enterprise’s resources 
from every desktop. It features powerful tools, including 
the latest in distributed object technology, that insulate both 
software developers and users from the complexities of 
the operating environment. Object-oriented programming 
lets developers reuse code, easing the job of building or 
modifying complex programs. And reducing the time and 
cost of development and training. 

Cooperation can set your organization free from the 
rigid, hierarchical computer architectures of the past. Free 
from dependence on the vision of a single vendor. Free to 
meet the challenges of the future as you see fit, 

Unleash the power of Cooperation in your organization 
today. Call your local NCR representative for details, 
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Open, Cooperative Computing. 
The Strategy For Managing Change. 


NER isthe name and mark of NCR Corporation. Cooperation is a trademark of NCR Corporation. ©1990. NCR Corporation, sie 












ism and communal harmony” to an audi- 
“vence of Hindus, Muslims, Sikhs and Chris- 
tians, calling on all to practise modera- 
. tion, 
In recent years, many Indian Americans 
have been switching from their traditional 
< support of the Democratic Party to the Re- 
publicans. Republican presidents Reagan 
and Bush have appointed an increasing 
number of Asian Americans, among them 
Indian Americans, to high administration 
posts and this has had an effect on Indian- 
American party allegiances. The highest 
political appointee is Commissioner Joy 
Cherian of the Equal Employment 
Opportunity Commission (EEOC). (A 
Christian from Kerala, Cherian him- 
self says he belongs to neither 
party.) There was a Sikh con- 
nan in the 1950s, but now the 
highest elected office holder is a 
Maryland state assemblyman. 
~~ Cherian, long active in the In- 
dian-American community, has con- 
cerned himself more with problems 
of immigrants living in America than 
with Indo-US relations. The example 
of the overseas Indians expelled 
from East Africa — where they had 
financial but no political clout — 
taught Cherian that political partici- 
pation was essential. He felt that the 
Indian-American community should be led 
by their own leaders, not diplomats from 
India. He also realised that Indian Ameri- 
cans had to form issue-based coalitions 
with other groups to have any political in- 
fluence at all. 

Since the liberalisation of US immigra- 
tion law in 1965, Indian Americans have 
emerged as a dynamic and affluent minor- 
ity. Their number rose from 400,000 in 
1980 to an estimated 800,000 in 1990. With 
immigration continuing at around 30,000 
a year, the projection is that the commun- 
ity will exceed 1 million before the year 
2000. 

In 1907 the first workers from India 
began arriving as sojourners on the US 
West Coast, mostly Sikh men from Punjab. 
Entry was restricted in 1909 and altogether 
prohibited in 1917. As “dark Caucasians,” 
those who managed to stay in the US suf- 
fered a great deal of discrimination. 

Most of the post-1965 immigrants from 
South Asia have come from India, with 
some 10% originating from Pakistan and 
elsewhere. In terms of language, the largest 
number was Hindi speaking, followed by 
Gujarati, Punjabi and Bengali speakers. In- 
dian Americans also arrived from East 
Africa and Latin America, particularly the 
Carribean and British Guyana, where they 
had first gone as indentured plantation 
labourers. The new wave of South Asian 
immigrants are more equally divided be- 
tween men and women, arriving with a 
view to permanent settlement. They come 
with a good command of English and high 
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professional qualifications. 

Although the community boasts the 
highest income per worker of any of the 
races recorded in the 1980 census, its per 
capita household income lagged behind 
those of Japanese and white Americans — 
Indian Americans tend to have large, 
single-earner households. The commun- 
ity’s high incomes reflect high educational 
attainments and numbers of profes- 


sional jobs held by both men and women. 
More than one in four among male Indian- 
American professionals was a physician 
and two out of three were either physi- 









More mouths to feed 


cians, engineers, architects or surveyors. 
Employment in services is relatively low, 
but there is a large number managing 
motels and small hotels. 

Indian Americans tend to live in cities, 
with the largest concentrations in the New 
York City area, Chicago, Los Angeles-Long 
Beach, San Francisco-Oakland, Houston 
and Philadelphia. 

In future the Indian-American commun- 
ity is likely to see a gradual erosion of its 
economic advantage as the proportion of 
immigrants joining their family members is 
likely to rise against those who arrive here 
on the strength of their professional qualifi- 
cations. 

Some fear that future immigrants may 
become more parochial 
and communal than the 
earlier group. No doubt 
the assimilation of In- 
dian Americans into 
the mainstream of Ameri- 
can society will gain 
momentum once the 
second generation be- 
comes a more important 
force. 

But for the time being, 
maintaining their cultural 
heritage is of vital impor- 
tance to many Indian 
Americans, with only a 
minority feeling that the 
community should drop 
its “psychological bag- 
gage” and blend with the 
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Cherian: ‘enjoy it.’ 





rest of America. “Are you living here 
are you living there? You cannot have 
both ways,” said author Shehbaz Safrani, 
an Indian Muslim married to a non-Indian 
American, in a recent TV debate in New 
York. “To keep following it the way it was. 
500 years ago or even 100 years ago is ask 
ing for trouble; religion and ideology be- 
long in the home, not in [public places],’ 
Safrani said. o 
Others strongly disagree. America is de- _ 
cidedly not a melting pot and if Indian 
Americans lose their culture like those In- 
dians who went to the Carribean, then th 
, are in a total vacuum, some say. Vis 
= iting the temple and wearing the sari 
or the bindi help define an Indiar 
American's identity and need not 
conflict with being an American, 
they say. 
Hindu temples are indeed a sen- 
sitive issue. “Every [Indian-Ameri 























ple. Why do we need so many tem 
ples? By building a temple to god 
what are we achieving?’. Safrani 
asked in the TV debate. Lilitha Mas- 
son of the Garden State (New Jer 
sey) Hindu Association replied: 
“When children are growing up . 
they need a learning centre. We're = 
too busy so we can’t offer it at home.” 
At least at weekends they can go to the 
temples and observe and learn. It is a com 
tribution to our children and the next gen- — 
eration and generations to come.” 

Tv viewers calling in to express their _ 
views generally a with Masson. One 
viewer thought Safrani was “going against _ 
what he is.” Safrani may indeed. be extreme 
but there is a general sense among Indian- 
American intellectuals that “we must... 
put down roots in the land of our choice — 

. . we must give back to society at the — 
same time that we take from it,” as writer 
and musician Victor Rangel-Ribeiro put ‘it: - 
recently. 2 

One senses that at least some Indian 
Americans are slightly apologetic. about. 

staying in the US and en- 
i joying the good life while . 

Mother India suffers. Re- 

g marks such as “we found 
ourselves staying perma- 

nently,” blaming fate for 

the outcome, are often“ 
heard. And residency. 
statuses escalate only. 
slowly from “temporarily — 
temporary,” “permanently _ 
temporary,” and: “tem- — 
porarily permanent” to — 
“permanently perma- 
nent.” But as Cheriantold 
another Indian American 
recently: “Whatever you © 
may say about America, let _ 
me tell you, you and 1” 
enjoy it.” . 
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Pacific paradoxes 


Tuturani: A Political Journey in the Pacific 
Islands by Scott L. Malcomson. Hamish 
Hamilton, London. £15.99 (US$27.70). 


Now a senior editor for the Village Voice 
in New York, author Scott L. Malcomson 
has written on subjects as varied as the 
1984-85 British coal miners’ strike, the West- 
em Sahara war, Peru's civil conflict and the 
1989 French Revolution Bicentennial. This 
adaptability enables him to approach, with- 
out flinching, a subject as thorny as the 
politics of the Pacific Islands. 

“It's amazing the amount of time and 





The way we were — before tourism. 


energy that white, civilized people have 
spent on figuring out just how uncivilized 
everyone else is,” the author writes. “The 
effort continues today . . . but I think the 
odds against its success are increasing . . . 
New ways must be found of approaching 
the subject — new ways of travel writing, 
of foreign journalism, of anthropology.” 

The author is, of course, only too happy 
to try those new ways out on his readers. 
The result is, for many reasons, an exhaust- 
ing journey. Foremost is simply the book's 
breadth of coverage: the American-con- 
trolled islands of Palau, Guam, Saipan 
and the Marshalls; French-controlled New 
Caledonia and French Polynesia; and the 
independent islands of Kiribati, Fiji and 
Vanuatu. 

However distinct these cultures might 
be from one another, there is one unifying 
concept linking them all: the dynamics 
between modernisation and tradition, be- 
tween the rulers and the ruled. 

There are, for example, Guam’s 
Chamorros, who were the original inhabit- 
ants of the Mariana Islands (which include 
Guam), but who have since become an 
amalgamation of cultures. “There are no 
true Chamorros now,” explains activist Ron 
Rivera to the author. “We are all mixed up 
with the Spanish and Filipino. Our ances- 


tors are all dead. Guam is like Hawaii; the 
kids are basically American.” Yet in the 
next breath he adds, “Chamorro self-deter- 
mination is the only choice available for us. 
The alternative is a slow death, and absorp- 
tion as a second class.” 

But what of those European rulers 
who have established centuries-old roots 
deep in their adopted cultures? Malcomson 
introduces us to New Caledonian cal- 
doche (French) rancher Patrick Ardimani, 
who reflects upon the conflict between na- 
tive Kanaks, the rightist and pro-French 
“Caledonians,” and his own caldoche class. 

“Tve known since I was 
a child that the Kanaks 
want independence, even 
then they spoke of it. The 
Caledonians want an iden- 
tity,” he explains. “Me,” 
he adds poignantly, “I 
want an identity too.” 

Finally, there are the in- 
habitants of such indepen- 
dent countries as Kiribati, 
Fiji and Vanuatu, who 
seem to struggle the most 
with the dynamics of 
capitalism and socialism, 
democracy and au- 
thoritarianism, modernisa- 
tion and tradition. 

Perhaps best exemplifying this internal 
struggle is Apisai Tora, Fiji's minister of 
public works, who has fought for greater 
“Fijian” rights in the face of an “Indian” 
majority. 

During one meeting with the author, he 
takes a call from an Australian friend in 
Sydney. “This place is ripe for carpetbag- 
gers,” he exclaims over the phone. “You 
better get your guys in here if you want a 
slice of the action, as it were. Where else 
have you heard of thirteen years tax-free, 
man!” 

Putting the phone down, Tora turns to 
Malcomson to resume his discussion about 
the importance of main- 
taining Fijian traditions. 
“Countries that lose their 
traditions are unstable,” he 
says without any apparent 
trace of irony. “Our sys- 
tem has stood the test of 
time. We must have the 
will, we must have the 
strength!” 

It is paradoxes such as 
these, as well as the 
Byzantine nature of Pacific 
Island: politics, that Mal- 
comson lays out exceed- 
ingly well. What his obser- 
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vations lack, though, is depth. Since he ap- 
parently spent only six months covering this 
vast geographical region, one gets the feel- 
ing of being hurried from island to island. 
Alas, he excludes the intriguing island of 
Nauru — with its fabulous wealth and its 
surprisingly low life expectancy — because 
planes aren’t flying there at the time. 

As far as his “new ways” of travel jour- 
nalism go, Malcomson seems to suffer from 
the “old” travel writer's delusion that read- 
ers are more interested in the author than 
in the subject they are covering. The result 
is that in between quite informative dis- 
courses on island politics, we must accom- 
pany our humourless companion on sev- 
eral drinking sprees, we must insinuate 
ourselves, in the person of Malcomson, 
into the lives of a number of people who 
don’t seem to want us around, and we 
must watch with some embarrassment as 
newcomer Malcomson revels in his ability 
to mix with the locals. m Alan Moores 





Hongkong 
heritage 


A Visitor’s Guide to Historic Hong Kong 
by Sally Rodwell. The Guidebook Company, 
Hongkong. No price given. 

There is wry justice in the timing of this 
book’s release. No sooner did the 150th an- 
niversary of Hongkong’s cession to Britain 
pass without so much as a celebratory hur- 
rah, than Historic Hong Kong appeared 
to remind us that the territory's rich and 
vibrant past began long before colonial in- 
terests stepped in. 

Sally Rodwell picks up the trail of Hong- 
kong’s earliest inhabitants at the end of the 
last Ice Age (15,000-8,000 BC). Explorations 
of early sites on Cheung Chau, Lantau and 
Lamma have unearthed food debris from 
the Stone Age and the pottery, tools and 
other remnants of Bronze Age people, 
known as the Yueh. 

The conquering of the Yueh by the Qin 
emperor in 214 BC ushered Hongkong into 
the Chinese empire, where 
it remained until 1841. De- 
spite its distance from 
court, the territory was 
an international crossroads 
and often the scene of poli- 
tical intrigue. 

The upheavals besetting 
China's rulers at the end 
of the Song Dynasty read 
like an adventure tale. 
Two boy emperors who 
represented the future of 
the empire sought refuge in 
the territory from Mongol 
invaders. They erected 
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travelling palaces at Mui Wo on Lantau 
-> island and on a hill overlooking Kowloon 
Bay. After a series of attacks and retreats, 
‘i the emperor finally died, aged eleven, and 
was succeeded by his seven-year-old 
brother. 
- During the 15th and 16th centuries the 
: -tegion.was plagued by Chinese and Japan- 
_ ese pirates and Portuguese traders. In 1521, 
exasperated Chinese officials sought to 
- teach the Portuguese a lesson, and engaged 
them in battle at Tuen Mun. Soundly 
beaten, the Portuguese withdrew to 
Macau. In the 17th century, the mandarin 
Pai Ling convinced Chinese brigands their 
- future lay on the right side of the law. 
The complex events leading to Britain’s 
annexation of Hongkong are well known. 
<: The tale is littered with bloody skirmishes, 
_ shows of military strength and the occa- 
<- sional siege. Although Charles Elliot is 
credited with thrusting the British flag into 
‘Hongkong soil, the Royal Navy officer suf- 
| fered Lord Palmerston’s wrath for failing to 
< get an agreement signed by the Chinese. 
‘The disgraced Elliot's next posting was 
= Charge d'Affaires in the Republic of Texas. 
~ -Under British administration, and fuel- 
led by the influx of immigrants from China, 
Hongkong grew at an incredible rate. An 
infrastructure was developed, military forts 
and garrisons built, and land was enthu- 
siastically reclaimed. 
. The vicissitudes of World War I and the 
occupation by the Japanese brought an ab- 
rupt halt to the territory’s whirlwind pro- 
gress. Peace time found a Hongkong sadly 
diminished i in resources, but not resilience. 
was devoted to rebuilding facilities 
and though democratic policies were 
shelved, a powerful Chinese elite emerged 
in all avenues of public and business life. 
Hongkong earned a reputation as a leading 
manufacturer and exporter, though this 
was rocked by the communist-inspired 
“riots of 1967. 
_ Extensive rehousing policies, the now 
_ familiar arrival of Vietnamese boat people, 
‘and the secretive drawing up of the Joint 
Declaration dominate the 1970s and 1980s. 
Political uncertainty is naturally the focus of 
the final pages, covering events such as 
Tiananmen Square, the Port and Airport 
Development project and the Basic Law. 
The concise, uncluttered history of each 
-period is followed by detailed descriptions 
of the relics, monuments and buildings 
-characteristic of the time. There are gems 
_ of fact and legend in these passages. Con- 
sider the exorcism carried out to rid Murray 
- House of a troublesome poltergeist; the 
¿> postwar renovations of Government 
House that required the removal of tatami 
| mats; the preservation of a supposed dra- 
gon’s bone in Castle Peak Monastery. Mus- 
ings on, and descriptions of, Hongkong 
by ancient Chinese historians, Anton 
Chekhov and early residents add to the 
. vivid picture already deftly drawn by Rod- 
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well. 

Detailed maps and suggested itineraries 
for the adventurous (and not so adventur- 
ous) complete the book. Visitors may be 
frustrated by the absence of complete ad- 
dresses for the many temples, museums 
and buildings, but this is a small point. 

An archaeologist and editor, Rodwell 
spent four years as honorary member of 
the Hongkong Government's Antiquities 
Advisory Board. It was an experience she 
described as “frustrating because both 
government and people in Hongkong were 
resigned to seeing their history destroyed.” 
Happily, attitudes are changing, evidenced 
by the commissioning of this book by the 
Hongkong Tourist Association. “Such a 
book hasn’t existed until now,” said Rod- 
well, “it’s high time it was written.” 

u Frances Bartlett 





Fugitive from 
the past 


The Singing Tree by Peter Moss. 
London. £13.99 (US$24.20). 


Once, Brazil meant fugi- 
tives. It was a place where 
Nazis, crooks, people with 
something to hide, could 
vanish into the dark 
labyrinth of its jungles. 
Now, it means rain forests, 
ecology, the destruction of 
the planet. It is the jungles 
that are vanishing, their 
original inhabitants the ones 
on the run. 

Intertwining these two 
themes, The Singing Tree is 
the tale of an ageing Ger- 
man, eaten away by guilt 
over his role in the Holo- 
caust. And it is a tale of the jungle, still able 
to encroach on and consume all in its path, 
but increasingly being overwhelmed by 
man’s machines and 

The Singing Tree is a wonderfully com- 
plex first novel from the mature pen of 
Peter Moss, an Anglo-Indian who has lived 
in Bengal, Bihar, Kuala Lumpur, and for 
the last 20 or so years, Hongkong. 

It takes the form of a journal, written by 
the septuagenarian Kristian Hardy, alias 
Kurt Hellmann, in his remote rubber plan- 
tation somewhere in the Brazilian rain 
forest. 

Caught up in a solitary world of self-tor- 
ment, he hammers out music on a Bech- 
stein grand piano, the incongruous relic left 
by his mysterious predecessor on the plan- 
tation. He forms an intense relationship 
with Eduardo, the child of his house- 
keeper, a mutual attachment between old 
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man and infant that, Ika music, pi 
him both comfort and despair. And, w 
Jewish New Yorker Ruth Golding show: 
up in the local town claiming to be a re- 
searcher of butterflies, Kristian is drawn 
the woman he believes is his tracker, ike 
moth is drawn to a flame. 
The novel's many strands — innoceni 
and guilt, youth and age, destruction an 
preservation — are as tightly tangled as. 
jungle vine. Nothing is. straightforward, 
neatly black and white. Not the Indians i in 
their supposed primordial innocence, as 
they trek paces the jungle wi aj 
Walkmans blocking out bird song 
even the Nazi with his memories of 
ed cattle cars. 
His sprawling plantation house, like 
other traces of human activity, is being 
encroached on and swallowed up. But the 
jungle sometimes regurgitates tantalisi 
fragments of the past, like the sheath of | 
ters Kristian finds in the hidden compa 
ment of his desk, or the ‘notebook he 
covers in the twisted ` 
= imagines Kristian’s own i 
merging decades later, damp an 
seed, and only partly decipherable.) 
jigsaw is always missing pieces, and | 
tian’s memory, like the jungle, seems to be 
playing the same random, selective game _ 
EES with his own story. E 
Kristian considers him- 
self to be a mass murderer, 
on a par with other fugitives _ 
like Eichmann and Mengele. _ 
In fact, he is not-a monster, 
but a man, one whose aco- 
tions stemmed from very or- 
dinary, very human re 
spones — like self-preserva- 
tion and passive obedience. 
What is monstrous, per- 
haps, about his story is the 
ease with which an appa- 
rently sensitive, thinking in- : 
dividual can become a cogin 
the wheel of terror, oooi 
Moss writes in a sensuous, yet control 
led, style. The jungle shrieks and squawks 
and seethes, flashing with brilliant colour 
or brooding beneath the thick canopies of 
its vegetation. And throughout the novel, 
there is music, sometimes real, sometimes: 
silent — the imagined melodies Kristian _ 
conjures up in his head when he retreats 
into the crumbling music room. = >o 
The only times when the writing seems 
to flounder are one or two occasions when 
the issues are “green.” That may simply be 
because rain forests and their destruction | 
have, unfortunately, become such a hack. 
neyed image. It is hard, even for the suresi 
pen, to avoid cliche. 3 
The momentum of the plot gathers pace 
and then tumbles rather abruptly to its con- 
clusion. Or is that just the sign of a really 
good book — the reader not wanting itto 
end? m Theresa Munford 

















Perhaps a little cognac to accompany your after-dinner chocolate. 
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All eyes on interest rates 


QUITY AND BOND MARKETS HAVE drifted sideways for the past three 
onths because investors are not convinced that interest rates are 
heading much lower. Even a reduction of half a percentage point 
‘0 5.5% in the US Federal Reserve System’s (Fed) discount rate on 
April failed to ignite the markets. The news about interest rates 
is likely to be bullish for both stocks and bonds over the next six 
‘months, but bearish next year. 
_ Take the short-term outlook. At the moment, there is no sign of 
economic recovery in the US and Britain, and inflation is falling, 
while unemployment i is rising. This may create room for further 
‘cuts in interest rates in both countries, before recovery begins in 
: t. British Prime Minister John Major is itching to lower rates 
before calling a general election within the next year. 
_ Germany and Japan have stolidly refused to cut interest rates 
because their central banks continue to worry that their economies 
ate overheating. But these fears may well subside by middle of the 
year, when their economic slowdowns have deepened. If so, in- 
terest. rates are likely to come down a peg or two. 


On a longer-term view, the Fed’s move to ease rates has been 
interpreted widely as a bearish indicator for securities markets next 
year. The nt is that the decision to cut rates at what is 
thought to be a late stage in the US recession has been taken fp 
litical reasons and is based on unsound economics. = 

Such a move will not have much effect on A 
until next year, when the US is predicted to be growing at a healthy 
pace. The IMF is forecasting a surprisingly o robust 2.7% growth for 
the US in 1992. If sò, inflationary thay begin to turn 
upwards by the end of 1991 and force the Fed to oy the brakes 
at a delicate, early stage in the US economic recovery. 

The strongest proponent of lower interest rates is US Treasury 
Secretary Nicholas Brady, who believes that the answer to the 
world’s investment needs is to lower interest rates, not raise them. 
But if, as seems likely, the global economy has entered a p 
savings shortage, it would be more sensible to lift rates. 

Until now, all the improvement seen in equities sin October 
has come about through falling interest rates. And rates 





Asian warrant funds are for those with a taste for volatility 


The two-year itch 


HILE UNIT TRUSTS are normally 
designed for the long-term re- 
tail investor, taking a position 
in warrant funds requires all 
the trading instincts of a seasoned market 
player, While fortune can favour the brave, 
‘investors should not forget that these funds 
are on the more hair-raising end of the risk- 
reward scale. 
Whatever the risks, warrants can no 
longer be considered an obscure form of in- 
-vestment. The market capitalisation 
for these derivatives is about US$10 
billion, with Japan and the rest of 
Asia accounting for about US$ bil- 
» lion. 
- The volatility of warrant funds 
~ does not necessarily make them an 
essential component of a balanced 
© portfolio, Unlike stocks, warrants 
= have a sell-by date, which is gener- 
_ ally not more than a couple of years 
-` away (in Asia outside Japan). 
aS Timing is paramount. If a fund 
falls dramatically, it need not neces- 
sarily recover; an investment can 
just disappear. The investment hori- 
zon should not be more than six 
months, at the outside. The per- 
formances of warrant funds au- 
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By Michael Taylor in Hongkong 
thorised in Hongkong bear this out. 

The best performing warrant fund in the 
past three months (CEF Malaysian, Thai & 
Singapore Warrants) made an astonishing 
62%. Over the year, the top performer (JF 
Far Eastern Warrants) managed just 10%. 

To stand a chance of avoiding the catas- 
trophes to which individual warrant mar- 
kets are prone, the investor should look for 
optimum flexibility. However, the typical 
unit trust fee structure militates against 
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this. An umbrella fund with free switching 
between a set of funds offering exposure to 
international warrant markets remains the 
stuff of dreams. 

This does not mean there is no room for 
the fund manager. Indeed, the role of man- 
ager is probably more crucial when invest- 
ing in an Asian warrant than in the under- 
lying equities, since picking the right war- 
rant is considerably more difficult than 
merely picking an equity. 

2 The manager must not only spot 
2 value by comparing the premium to 
= share price available in a market, but 
also have enough research backing 
to form a clear idea of a particular 
company’s prospects, and of the 
likely comparative performance of 
markets. While the retail investor 
must trust to his trading instincts, 
however developed they may be, 

the fund manager must be able to 
call on solid research if he is to plot 
sensible investment strategies. 

When the going is good, warrant 
funds can make light work of even 
hefty fees. In the six months to 
April, Asian warrant funds au- 
thorised in Hongkong have made an 
average return of about 30%, with 
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to go on dropping if equities are to continue heading higher — 
_ until the markets see some growth in corporate earnings. But if the 
recovery in the US turns out to be slow and shallow, increases in 
-company profits will be unimpressive. 
_. The mini-boom on stockmarkets, which lasted from October 
1990 to January, was fuelled by the perception that interest rates 
iad peaked. Nobody was particularly interested in the scale, or 
of the decline in the cost of money, nor in the depth of the 
.. These are now at the centre of investors’ minds. 
currency markets are dominated by the same factors. The 
lollar saw a small correction at the beginning of May after a re- 
markably strong two months. It is likely to go higher against both 
the Deutschemark and the yen later in the year if Germany and 
pan lower their interest rates. 
Many investors believe that the greenback has now entered a 
_ long period of strengthening after what amount to more than five 
--years of weakness. Based on its purchasing power, it should be 
< Dm2.25, not Dm1.72 as it is now. And then there is the debilitating 
_ effect on the German economy of reunification. These are good 
_ reasons to buy US dollars. The trouble is that Germany’s restruc- 
turing and Japan’s chronically tight labour market are likely to pre- 
_ vent interest rates in both places from falling as far as they might 
_ otherwise do. And this is likely to prevent the US dollar from 
“strengthening much more. 
One by-product of monetary easing is that small-capitalisation 
stocks in many parts of the world are back in favour, having been 













Performance of the Group of Seven _ 











unfashionable for several years (seven years in the case of the L 
These stocks were sold in the late 1980s, most notably because tl 
tended to be more highly leveraged than large-capitalisation issu 
With liquidity rising in the US and other English-speaking cor 
tries, a high gearing ratio is no longer such a weak point. Eve 
Japan, where money remains tight, over-the-counter stocks are 
avour. E 

Now that it is necessary to- take a more selective ap 
larger stockmarkets, good small firms should be the first cour 
worthy of scrutiny. w Nigel Holloway 


Hongkong warrant funds showing an aver- 
age of just over 20%. In the three months to 
April, the performance was even better: 
Asian funds averaged gains of nearly 40%, 
with funds devoted to Hongkong warrants 
rising more than 30% and Japanese war- 
rant funds appreciating 28%. 

These recent gains mostly reflect a re- 
couping of the steep losses sustained in the 
two months after the Iragi invasion of 
Kuwait. Over the year, Japanese warrant 
funds showed a median loss of 23.4%, 
Asian warrants a median loss of 17% and 
Hongkong funds a loss of 13.4%. 

If the consensus to switch funds regular- 
ly is essential, which markets look attrac- 
tive? Singapore’s warrants appear relatively 
cheap, with premiums to underlying share 
price far lower than those prevailing in 
Hongkong, according to Nigel Hale, invest- 
ment director of Invesco MIM, by far the 
largest Hongkong-authorised player of 
worldwide warrant markets. 

Similarly, continental European war- 
rants, which have taken a severe drubbing 
in the past few months, look to have little 
downside left in them. Both Invesco MIM 
and Wardley have small European warrant 
funds, and over the past year both have 
taken a pounding: Invesco MIM’s fund lost 
47.2% in the year to April, and Wardley’s 
lost 43%. 

Wardley’s Stewart Aldcroft recom- 
mends Asian warrants, with the emphasis 
on Australian options, the emerging Malay- 
sian warrants market, and Singapore. And 
he remains optimistic about Hongkong. 
Like Hale, he finds it hard to imagine Euro- 
pean warrants dropping further. Wardley 
sees the greatest potential in its Asian War- 


23 MAY 1991 


rant Fund (which excludes Japan), followed 
by Europe and Japan. 

Clearly, the option to switch between 
markets throughout the world, not merely 
in Japan and the rest of Asia, but also 
Europe and the US, is essential. This effec- 
tively cuts the choice to MIM, Wardley and 
Jardine Fleming. 

MIM has two big advantages over its ri- 
vals: its funds are generally larger and more 
established, and so have the potential to 
achieve economies of scale in the charges 
made to the fund. And they have the 
widest spread of warrant funds, in particu- 
lar offering the only US warrant fund au- 
thorised in Hongkong. 

However, MIM’s fees are hefty, with an 
initial charge of 6%, a redemption fee of 
1%, an annual management fee of 2.45% 
and a switching charge between its warrant 
funds of 3% a time. MIM has not achieved 
the sort of consistently superior results to 
justify the extra expense. 

Wardley has three warrant funds cover- 
ing Japan, Asia (excluding Japan) and con- 
tinental Europe, and their fees are more 
competitive: a front-end charge of 5%, 
an annual charge of 1.5% and a switch- 
ing fee of 1% a time. They appear at pre- 
sent to have the best track record among 
comparable Hongkong-authorised warrant 
funds. 


Jardine Fleming has recently extended 
its range of warrant funds from a general 
Asian fund (including Japan) and a global 
fund, adding funds devoted solely to Euro- 
pean and Japanese warrants. Fees are com- 
parable with Wardley. Jardine Fleming’s 
track record in the two established funds is 
similar to Wardley’s. s 
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Playing the 
Soviet card 


By Anthony Rowley in Tokyo 


T MAY BE A WHILE YET before investors. 
[= take a punt in Siberian resources 

stocks on the Moscow stockmarket. But 
there is already an indirect way: listed Ja- 
panese trading houses, plant makers and > 
other types of enterprises have taken a | 
stake in Soviet economic prospects. 

Some of these so-called “concept stocks” 
have been attracting renewed attention 
lately as a result of Soviet President Mikhail ` 
Gorbachov’s. official visit to Japan last 
month. Cynics who argue that Siberia and. © 
the Soviet Far East in general are “full of 
promise — and always will be” overlook a 
compelling argument heard among eco- 
nomists during the Gorbachov visit. 


This is that, as some natural resources.’ 


become scarcer and thus more expensive. - 
within the current decade, Japan’s manu- 
facturers in resource-intensive industries 
will look increasingly to Siberian oil, gas, 
coal and iron as world market prices begin 
to reflect the imbalance between supply = 
and demand. 

As investment bank Kleinwort Benson. 
notes in an assessment of Japan-Soviet eco: 
nomic and investment prospects: “Invest: — 
ors should not be looking for a large and: 
immediate impact upon profits, but for an ` 
improvement in the business environ- . 
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Linear Alkyl-benzine production facility 

















‘Development of Lusslors Natural Gas 
brian 


: Deposits, Sakhalin 


~ ment which promises long-term benefits.” 

Japan’s trading companies (the sogo 

shosha) act as a conduit for trade between 

Japan and the Soviet Union. From April- 

September 1990, nearly 65% of all Japan- 

_ Soviet trade flowed through the top nine Ja- 

panese trading companies. 

Two-way trade has declined in recent 
years — to a current value of about US$6 
billion — reflecting the increasing woes of 

the Soviet economy and Moscow’s inability 

~-= to pay its bills to those Japanese traders 
brave enough to venture into this market. 
Moscow’s attempt to borrow money 

from Tokyo in order to finance the repay- 
ment of such debts will do little for direct- 








investment or trade prospects. But until the 
rouble is fully convertible, the Soviet Union 
will have to borrow heavily to finance the 
reconstruction of its economy. 

If Japanese trading companies can drive 
a hard bargain over the price at which they 
secure Soviet concessions on natural re- 
sources, they will be happy to provide the 
money to finance extraction. Although the 
sogo shosha will not move without govern- 
ment approval, and the huge Japanese offi- 
cial assistance this would attract, they are 
well positioned once the go-ahead is given. 

Some of the trading companies are al- 
ready involved in specific projects in the 
Soviet Union, either as financing agents — 





TAIWAN FUNDS 


Riding the bull 


By Julian Baum in Taipei 


AIWAN’S FOUR MUTUAL FUNDS open to 
foreign investors have shaken off 


ae last year’s collapse in equity prices 
and are chalking up impressive perform- 
ances. Two of the unit trusts, the Taiwan 
Fund and the Taipei Fund, have outper- 
-= formed the Taiwan Stock Exchange (TSE) 
index since January, though none matched 
the index’s 47% rise between February and 
April. 
Since the TSE index rose above the 6,000 
' mark in early May for the first time since 
_ June 1990, fund managers have become 
< more cautious. But they have remained 
deeply involved in the market after reduc- 
ing their cash holdings to 10-15% of fund 
assets from 25-30% earlier this year. 
Companies attracting attention are those 
that rely heavily on exports, such as those 
electronics and textiles, and transport and 
construction-related concerns, which are 
benefiting from the government-funded 
boom in infrastructure development. 
The losers in fund portfolios are mainly 
banks and other financial companies. The 
Taiwan Fund has registered a 34.8% in- 
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crease in net asset value since the begin- 
ning of this year and a 423% gain since the 
fund was established in 1987. “We just rode 
the market,” fund manager Danny Chan 
says of the recent surge in value. 

Chan is trimming the fund’s holdings in 
the electronics and textile sectors, though 
he still recommends several companies. He 
considers Teco Electric & Machinery, a di- 
versified manufacturer with the largest 
share of its revenue coming from home 
appliances, to be a sound bet. In 1990, 
Teco’s profit rose 17.7% from a year earlier 
to NT$1.1 billion (US$40.4 million) on a 
2.7% decline in revenue to NT$9.6 billion. 
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the most profitable form of activity — or as 
trading conduits for goods and services. 

Beyond the trading companies, certain 
Japanese plant contractors have a stake in 
the Soviet Union. Toyo Engineering, ac- 
cording to Kleinwort, has already delivered 
more than 30 plants to the Soviets, mainly 
in petroleum, petrochemicals and fertilis- 
ers. In future, the emphasis is likely to shift 
to light industry. 

Other Japanese companies could find 
profitable opportunities: plant engineer JGC 
in liquid nitrogen gas exploitation in the 
Soviet Far East; Sumitomo Metal Industries 
and steelmaker NKK in supplying steel 
pipes to carry oil and gas; and construction 
machinery maker Komatsu in Siberian 
forestry projects. 

Any Soviet gesture to return some or all 
of Japan's four northern islands would 
probably be accompanied by concessions 
on fishing access. Taiyo Fishery, Nippon 
Suisan, Nichiro and Hoko Suisan would 
be well placed to take advantage. Nichiro 
owns land on one of the disputed islands. 

Japan’s Niigata prefecture, which is re- 
garded as the gateway to future Japanese 
trade with the Soviet Union, is already feel- 
ing the impact of increased local commerce 
with the Soviets. Transport firms such as 
Nisshin, Niigata Port Transport and Niigata 
Refrigeration will benefit from the expan- 
sion of Niigata’s port capacity. a 





Formosa Chemical & Fiber, Taiwan's 
largest textile manufacturer and a member 
of the Formosa Plastics Group, is another 
Chan favourite. Formosa Chemical’s after- 
tax profit last year increased 10% from a 
year earlier to NT$3.9 billion. Its revenue 
climbed 9% to NT$27.5 billion. 

Steve Champion at the ROC Fund man- 
ages a more conservative portfolio with no 
more than a 30% annual turnover. “We try 
to give investors a lot of the upside with 
strong downside protection,” he says. 

The stockmarket’s recent upsurge has 
required some fine tuning in the fund’s 
portfolio, Champion says, but it has not re- 
quired a major shift in his investment stra- 
tegy. He has continued to keep the fund’s 
growth in net asset value in a steady re- 
lationship to the rapidly changing TSE 
index. 

Champion has also increased shares in 
the electronics sector and in companies ca- 
tering to the consumer lifestyle of Taiwan’s 
middle classes. The two electronic com- 
panies with a 2% or larger share of his 
portfolio are Teco and. United Microelec- 
tronics Corp. (UMC), which supplies integ- 
rated circuits for the computer industry as 
well as manufacturing microcomputers. 

UMC reported a loss of NT$757 million 
last year mainly because of a slump in the 
world. market for integrated circuits. 
Champion believes the company’s diver- 
sification into photosensors and scanners 
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THAILAND 








All the great traditions of Thai 
hospitality have been absorbed into 
the friendly welcoming atmosphere of 
the Tawana Ramada. 

Conveniently located for both 
business and sightseeing, the Tawana 
Ramada offers access to all that is best 
in Thai culture and entertainment. 

Our restaurants are noted for 
their classically elegant decor and are 
popular with residents and visitors 
alike for their superbly prepared Thai 
and international cuisine. 

Our 265 well appointed guest 
rooms and suites are attractively 
furnished and our range of amenities 
includes a full service Business Centre, 
a well equipped Keep Fit Centre with 
sauna, an Outdoor pool and a selec- 
tion of exquisite function rooms for 
all occasions. 

Whether visiting Thailand on 
business or pleasure the Tawana 
Ramada is the right choice, because 
Ramada’s Thailand is Thailand at 
its best. 


Tawana Ramada 


80 Surawongse Road, Bangkok 10500, Thailand 
Tel: 236-0361 Tix: 81167 Fax: 236-3738 
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Comely Thai maidens participate in the traditional Thai New Year festival held every year during April. 
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LOOKING FOR A UNIT TRUST that promises 

| big short-term gains? The Sun Sun Chan 
- Leveraged Forex & Gold Fund in Hong- 

kong could be just the vehicle for the 
more adventurous risk taker. 

Sun Hung Kai Securities and Bank of 
China are marketing the fund, which will 
invest in foreign currencies as well as 
-gold and silver. It will be geared in such 
a way that trade amounts may be in- 
creased up to a maximum of 15 times, 
providing the potential for either big 
gains or heavy losses quickly. 

The fund has an entry price of 
US$15,000, and additional investments or 
redemptions must be in multiples of 
US$5,000. It carries an initial charge of 5% 
and a management fee of 1% per annum 
regardless of performance. A 15% per- 
formance fee on any gains will also be as- 
sessed. 

In this type of fund, investors could 
have 30% gains or losses in a single day, 





LEVERAGED CURRENCIES 


Paper punt 


depending on the severity of currency 
movements. But since the fund is to have 
25% of its assets in cash and no more 
than 30% in any one currency other than 
the US dollar, it is likely that maximum 
gains or losses will be several percentage 
points smaller. 

Consequently, investors should not 
view the fund, the first of its kind to be 
authorised in the colony, as a foreign-cur- 
rency deposit account, where gains are 
limited to earned interest and to the per- 
centage of which a currency appreciates 
or depreciates. Nor should they confuse 
it with money-market funds that simply 
diversify their holdings into various cur- 
rencies in the hope that they will ap- 

iate. 

Investing in the fund is similar to buy- 
ing futures. It will buy long or sell short 
US. dollars, Deutschemarks, sterling, 
yen, Swiss francs and Canadian and 
Australian dollars in the spot markets. 








The fund may also take positions in the 
spot markets for gold and silver as well as 
in the currency-option market...” 
Hongkong’s foreign-exchange market 
has a daily volume of about US$51 bil- 
lion, more than the annual value of trad- 
ing in its stockmarket. Globally, the for- 
eign-exchange market, trades about: 
US$650 billion daily. 
But trading is generally carried out in. 
US$500,000 lots, keeping even wealthy 
individuals out of the market. As a resul 
it is dominated by big financial institu. 
tions. One way for individual investors 
to participate is to join unit trusts, which 
often. place small portions of their port- 
folios in foreign exchange. ee 
The initial offer period for the high- 
risk Sun Sun Fund will close on 31 May. 
After that, the fund will be valued daily 
and its entry price set accordingly... 
Sun Sun Chan, a Sun Hung Kai direc- 
tor and the unit trust’s manager, says the 
fund is proving so popular with investo 
that a 2% penalty charge on any redemp- 
tions within six months of joining he 
been cancelled. Based on current interest, 
he says, the fund will have no problem in | o 
raising its target of US$5-10-million. cote 


u N. Balakrishnan - | 








































for fax machines and an expected im- 
provement in integrated circuit sales 
should make the company profitable this 
year. 

On the consumer side, Champion 
favours President Enterprises, Taiwan's 
largest food company and owner of the 
lucrative chain of 7-Eleven convenience 
stores. President's profit in 1990 fell 10% 
from a year earlier to NT$1.4 billion, but 
compared with many companies in Tai- 
wan, this was a respectable performance. 
Many companies reported sizeable losses in 
non-operating income because of the stock- 
market collapse. 

The Taipei Fund is heavily weighted 
by electronics and textile companies. In 
textiles, manager Yang Tseng-guang pre- 
fers the more established companies such 
as Formosa Tafeta and Hualon-Teijron 
Corp. 

‘c.s Formosa Tafeta is the world’s largest 
“producer of the synthetic tafeta fabric and 
the only textile company in Taiwan to have 
sustained annual growth in operating in- 
come of more than 10% in the past 10 
years. In 1990, its operating income in- | 
creased 8.3% from a year earlier to NT$11.4 | 
billion. The company’s profit, however, fell | 

+24.9% to NT$1.4 billion. | 

Like the other unit trusts, the Formosa 
Fund has sharply reduced its cash assets, to | 
about 13% from 20% in January. It has 
strengthened its portfolio investment | 
in cement, food and shipping compan- | 
des, a 
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What’s in a name 


By James Bartholomew in London 


HE LLOYD'S OF LONDON insurance 

market has made large losses in re- 

cent years which might indicate, to 
the contrarian investor, that now is a good 
time to join. But remember: the “unlimited 
liability” that comes with the investment 
means just that. 

For 1989, members of Lloyd's are esti- 
mated to have lost in the region of £1 billion 
(US$560 million), though the exact figure is 
not known yet. Last year could be just as 
bad. The famous old insurance market has 
received unwelcome publicity as some of 
the members have resorted to the courts to 
try to mitigate the severe damage to their 
wealth. But the losses at Lloyd’s have also 
been experienced by other insurance and 
re-insurance institutions. 

This means that money in the hands of 
those who provide insurance has not kept 
up with inflation and growth in the world 
economy. Consequently the international 
capacity to insure has been reduced and, as 
ever when the supply is reduced, the price 
of insurance is going up. So an investor en- 
tering this market now can expect to receive 
higher premium rates. He can also hope, 
though it is only a hope, that there will be 
fewer insurance claims in the future than in 
recent years. 


For whom the Lutine bell tolls. 


The insurance market was hit from the 
end of 1987 through to the beginning of 
1990 by a lethal combination of low pre- 
mium rates and a series of natural and 
man-made catastrophes. These started with 
the storms which hit Europe in October 
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1987 and continued through the Exxon Val- 
dez oil spill in 1989 through to even worse 
storm damage in January 1990. 

The period was among the worst in in- 
surance history. Not only did the disasters 
come thick and fast, but US courts awarded 
increasingly high compensation for those 
who had been injured as a result of product 
defects. Insurers such as Lloyd's had to pay 
out for damage caused by asbestos which 
had been installed and insured as long as 
30 years ago. 

A lot therefore depends on whether the 
recent avalanche of insurance claims slows 
down. It could even grow larger if, say, 
claims for insurance due to environmental 
damage get bigger. But if not, there is a rea- 
sonable chance that the insurance cycle 
may be turning to the advantage of the in- 
surers, and membership of Lloyd's could 
be one way to profit from it. 

A wealthy individual anywhere in the 
world can become a member, or a “name” 
to use the jargon. A new name has to dem- 
onstrate ownership of at least £250,000 in a 
mixture of cash and securities which must 
be unencumbered by any borrowings. 
There is no fixed minimum for the total 
net worth of the individual, but £2 mil- 
lion in addition to a house would be 
enough. 

A major decision for a name is how 
much money in the way of premiums he 
will accept. Other things being equal, the 
higher the premium accepted, the greater 
the potential for profit or loss. The name 
has to hand over cash and securities to 
Lloyd’s which amounts to one-third of the 
premiums to be accepted on his behalf. So 
someone who was willing to accept 
£900,000 in premiums would have to lodge 
£300,000. 

The premiums are accepted on the 
name’s behalf by so-called syndicates. A 
name will usually join more than 10 syndi- 
cates in order to spread the risk. The name 
does not choose these syndicates individu- 
ally. A managing agent does this job after 
discovering the name's circumstances and 
investment attitudes. This information will 
help the agent decide whether to put the 
name into syndicates which insure in sec- 
tors which have high risks and rewards or 
low ones. 

How does the investor choose a manag- 
ing agent? The problem is similar to that of 
choosing a stockbroker. Lloyd's will tell in- 
quirers who is available but will not make a 
recommendation. It is advisable to seek a 
recommendation elsewhere and also to 
look at the statistics available on how differ- 
ent managing agents have performed in 
the past. 

To apply to join, start by writing to the 
Membership Department at Lloyd’s which 
will supply the basic information. Having 
obtained a managing agent, the applicant 
must go to London for an interview at 
Lloyd's. One of the main purposes of this 
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interview is to make absolutely sure that 
the potential name realises the risk in- 
volved. The risk, to put it bluntly, is losing 
everything. 

So why does anybody join a game 
which apparently has a passing similarity 
to Russian Roulette? Because in a typical 
year, names receive a return in the region 
of 8% net of commissions on the money 
lodged at Lloyd’s. The profits are taxed in 
Britain at the basic rate of 25% but if the 
name lives in a country which has a dou- 
ble-taxation agreement with Britain, relief is 
obtainable. 

The return is generous in view of the 
fact that the name is also getting interest, 
dividends and perhaps capital gains on the 
assets lodged at Lloyd’s. Money put into 
Lloyd's earns, as it were, two returns at the 
same time. But the days of almost guaran- 
teed income are over. a 


SRI LANKAN 


By Manik de Siiva in Colombo 


HEN CEYLON OXYGEN was listed 
recently on the Colombo Stock 
Exchange (CSE), 15,000 investors 
scrambled to buy 2.7 million shares. Many 
of the new shareholders of the company, 
once owned by British Oxygen Chemicals, 
are foreign investors. In fact, foreign money 
has made Sri Lanka’s tiny high-risk stock- 
market one of the most rewarding in Asia. 
“Some of our companies do have un- 
exploited potential,” says Ajit Jayaratne, 
chairman of Forbes & Walker, one of Co- 
lombo’s largest brokerages. 


STOCKS 


Clamour in Colo 





The Cse’s all-share index ended last year 
at 384.39, up 204.9 points, or 114%, from a 
year earlier. The year was its best ever, and 
brokers expect foreign investors ~ who ac- 
count for up to 70% of market turnover - 
to push share prices even higher. At th 
end of the first quarter of this year, the 
index had climbed to 412.11. 

Much of the credit for bringing in the 
foreign money to the CSE goes to President 
Ranasinghe Premadasa, who has concen- 
trated on expanding and opening up the 
country’s economy. The country’s GDP i 
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FEDERICO AGUILAR ALCUAZ 
Internationally acclaimed 
Filipino artist 
Honored guest since 1969 








More than 20 years ago, Federico Aguilar 


Alcuaz climbed up a construction site and 

















painted the spectacular view surrounding 
it. Manila Bay, Rizal Park, and the 
historic Walled City. That construction 
site is now the Manila Pavilion. The 
perfect location is now a masterpiece of a 
hotel, and our guests have much more to 


enjoy than the view. 








Because originals go for originals. 


U.N. Avenue, 
Ermita, Manila, Philippines 
Telephone: 573711 


Fax: 5223: 


Telex: ITT 40773 
PVL HTL MNL PM 


For reservations, contact UTELL international, In HONG KONG, call tel. no. 861-0082, FAX Nos. 852-865-6393 or 852-865-7463. 
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forecast by Baring Securities to grow 5.5% 
this year. 

In the past year, the government has 
made it much easier for foreign investors to 
enter the stockmarket, which has only 170 
-> listed companies and capitalisation of less 
_. than US$1 billion. It also lifted foreign-ex- 
change controls. 

Some 22 regional funds, mostly operat- 
ing out of Hongkong and Singapore, were 
_ approved to trade on the CsE, though only 
four or five are active. Foreign buying is 
concentrated on conglomerates such as 
Hayleys, John Keells Holdings and Aitken 
Spence. 

Hayleys, a diversified trading and manu- 
facturing company, has been one of the 
most sought-after shares on the CSE. Many 
foreign brokers consider the company, 
= which has accounted for 2-3% of Sri 
_ Lanka's total annual exports in the past 

three years, to be the market's best blue- 
“chip. Later this year, Hayleys plans to list 
_ several of its subsidiaries. It has issued cap- 
ital of Rs 75 million. 
` John Keells Holdings began as a manu- 
facturer and brokerage in the last century. 
<- The company, which has more than 30 
-< associates and subsidiaries, has issued cap- 
ital of Rs 100 million. Aitken Spence, 
another diversified company, also began 
business more than a century ago. The 

















company’s interests range from shipping to 
tourism and from garment manufacturing 
to property development. It has issued cap- 
ital of Rs 50 million. 

According to brokers, the regional funds 
are beginning to take an interest in other 
companies. Attracting attention are Seylan 
Bank, the newest indigenously owned 
bank in the country; United Motors, which 
distributes vehicles for Mitsubishi Mo- 
tors Corp. of Japan; Associated Motor- 
ways, a tyre-retreading agent for Nissan 
Motor of Japan; and Korea-Ceylon Foot- 
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THE BANGKOK STOCKMARKET index has re- 
covered nearly 50% from its January low 
of 582.48 points, but is the market on the 
verge of another boom? 

Probably not. Many companies are 
reaching their gearing limits, and first- 
quarter earnings are showing the painful 
effects of inflation. Also, capital demand 
is growing, and the Baht 60 billion 
(US$2.3 billion) raised in rights issues and 
initial public offerings in 1990 is expected 
to be surpassed this year. This is likely to 
leave the Securities Exchange of Thailand 
(SET) index hovering between 800 and 900 
points until year-end. 

In the meantime, banks and cement 
companies are drawing buy calls from 
brokers because of their low share prices. 


expected to push up their prices much, 
but it should provide a solid base for the 
market. 

Nonetheless, with the exception of 
banks and cement companies, picking 
stocks is not easy, particularly for short 
and medium-term gains. “You have got 
to be much more selective,” says Tira 


Increased volume in these shares is not | 





wear Manufacturing. 

The government has set a 40% limit on 
foreign shareholdings in companies. But 
ventures that were already majority-held 
by foreign interests were allowed to retain 
their original equity make-ups. 

Among these foreign-controlled com- 
panies are: Ceylon Tobacco, which is more 
than 90% owned by British-American To- 
bacco of Britain; Nestle Lanka, a milk-pro- 
duct making subsidiary of Swiss food giant 
Nestle; household-appliance distributor Sin- 
ger (Sri Lanka), a subsidiary of Semitech 
(Global) of Hongkong; and Bata Shoe, 
which is 80% owned by Bata of Canada. 

The limit on foreign corporate owner- 
ship is worrying some brokers. The supply 
of shares is often weak, they complain, 
because long-time local investors prefer 
to hold on to their increasingly valuable 
shares. These brokers predict that when the 
40% ceiling on foreign equity stakes is met, 
trading on the CSE could go flat — and 
share prices could tumble. 

Meanwhile, the bull market has given 
companies an opportunity to reduce expen- 
sive bank borrowings by floating-rights is- 
sues at high premiums. Companies are also 
enjoying the boom in other ways. John 
Keells Holdings, for example, has followed 
a strategy of taking substantial capital gains 
by selling slices of its subsidiaries. a 





Demanding supplies 


Wanamethee of Barclays de Zoete Wedd 
(Bzw). “A top-down attitude no longer 
works.” 

BZW is looking for companies with 
strong cash flows, proven markets and 
low debt. Some exporters fit the bill, 
though investors should be cautious be- 
cause of the threat of US trade retaliation 
against Thailand. 

BZW’s James _ Russell-Stracey likes 
newspaper-publishing companies, par- 
ticularly Post Publishing, owner of the 
Bangkok Post. He says the conservative ex- 
pansion policies of the company, which 
is trading at a price-earnings ratio of 16, 
make it a good bet now that the advertis- 


And a torrent to come 
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ing volumes are improving after a sharp 
drop during the Gulf crisis. 

First Asia Securities’ David Gambrill 
likes any company in a position to benefit 
from consumer spending. As long as 
wage inflation continues, he says, con- 
sumer-product companies will fare well. 
Gambrill particularly favours Interna- 
tional Cosmetics Co. as well as its sister 
company, women’s underwear maker 
Thai Wacoal, a subsidiary of Wacoal 
Corp. of Japan. 

Other Gambrill picks include house- 
hold appliance distributor Singer Thai- 
land, a subsidiary of Semitech (Global) of 
Hongkong, and office-equipment dealer 
Datamat. 

W. I. Carr is optimistic about consu- 
mer-product companies, especially athle- 
tic-footwear maker Bangkok Rubber. And 
while as a sector, electronics companies 
have been disappointing, the brokerage 
says GSS Electronics is the printed-circuit 
board maker most likely to succeed. 

Investors interested in some of the 30- 
40 initial public offerings expected to hit 
the market this year will have a hard time 
acquiring shares, Usually sold without 
prospectuses, the shares of all but the 
large ones are snatched by punters close 
to the brokerages offering them. And 
when these companies hit the market, 
their share prices usually rocket. 

e Paul Handley 
- ad 
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Stockmarket, bond and currency trends 


INDICATORS 


Stockmarket performance 
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COMPANIES 1 





- Thai tuna canner placates creditors after cash-raising exercises 


Off the hook 





:: By Paul Handley in Bangkok 


nicord of Thailand, the world’s 
largest tuna canner, appears to be 
ending a two-year bout of indi- 
o gestion caused by its expensive 
> takeover of a US company. A difficult infu- 
-Son of capital has strengthened both Uni- 
cord’s balance sheet and its ability to do 
|. battle with its rivals, Star-Kist of the US and 
--, Mantrust of Indonesia. 
The agribusiness company’s problems 
began in September 1989, when it acquired 
US canner Bumble Bee from Pillsbury for a 
total cost of US$285 million. The leveraged 
buy-out made Unicord the world’s No. 1 
tuna processor. But it also left the company 
with an unrefinanceable debt load of 
_ US$260 million from the takeover when the 
US junk-bond market collapsed a few 
months later. 
A tripling of Unicord’s capital through a 
~. March share issue and funds raised from 
“asset sales have apparently given Unicord 
enough cash to meet the demands of its US 
-= creditors: Heller Financial, a subsidiary of 
_ > “Fuji Bank of Japan, and Bankers Trust. A 
new debt agreement with the 
creditors is expected to be sign- 
‘ed soon. 
> In the share issue, 140 mil- 
© Jion shares at Baht 10 (37 US 
|v scents) each were offered to 
= shareholders at a ratio of two 
_- Shares for every one already 
held. In order to raise enough 
money to take up his own 
=> rights, company president 
Dumri Konuntakiet had to sell 
or pledge against loans 15-20% 
_ of his own Unicord sharehold- 
7 ing, leaving him with an esti- 
<: mated 40% stake. A stumble by 
< Unicord could leave the com- 
“. pany's main local backer, Bangkok Bank, as 
the world’s largest tuna monger. 

Unicord, set up in 1978, kept its prices 
low to become Thailand’s largest canned- 
tuna exporter by the mid-1980s, with the 
US its main market. Bumble Bee was ac- 
quired at an auction in the first step by Uni- 
cord to form a global tuna organisation. 

us But haste in meeting the auction’s 
“schedule forced Unicord, which had only 
US$35 million in cash, to take out high-cost 
financing to be restructured later, possibly 
through junk bonds. 
Unicord paid at least US$85 million too 
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much for the US company, according to 
analysts. But Dumri argues that the canner 
is needed to ensure Unicord’s future. He 
says supplier-processor synergies will gen- 
erate a windfall of US$18 million a year for 
his company. 

Unicord took out a US$180 million long- 
term loan from Heller Financial with an in- 
terest rate set at 1.5% above the prime-lend- 
ing rate. It also got a US$65 million bridge 
loan from Bankers Trust with an interest 
rate starting off at 3% above prime and ris- 
ing 0.25% every quarter. The bridge loan 
was to be replaced with a long-term loan, 
but all chances for refinancing ended with 
the collapse of the junk-bond market. 

Fully secured Heller Financial im- 
mediately tightened the reins on Bumble 
Bee, reducing a US$75 million working-cap- 
ital loan to less than US$50 million. Bankers 
Trust, though, had no security, and its loan 
to Unicord was unrefinanceable elsewhere. 
Bumble Bee never serviced any of the debt 
and, using a loophole in the loan covenant, 
finally forced Bankers Trust to renegotiate. 

The debt problem might not have been 
so bad had it not been for Dumri’s attitude. 


Unicord: more hope than reality 


Baht million 
10,00 


povrocbeecenat 
Revenues | 
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1990, he was not forthcoming on his deals. 
He estimates that Dumri raised US$40 mil- 
lion in this way. 

Many brokers and investors are also 
sceptical of Unicord. It has been alleged on 
the Stock Exchange of Thailand (SET) that 
Dumri frequently speculates without hav- 
ing the financial strength to support fully 
such trading. Fund managers also comp- 
lain that Dumri too often has told them of 
plans for Unicord that fail to materialise or 
to buy Unicord shares. quickly on predic- 
tions of price rises that do not occur. 

Consequently, Dumri spent months try- 
ing to sell a portion of his Unicord shares to 
take up the March rights issue. He finally 
convinced Tony Sophonpanich, vice-presi- 
dent of Bangkok Bank, to purchase an esti- 
mated 5% or more of the company’s equity. 

Dumri also placed about..6.5 million 
shares with foreign investors through bro- 
ker Asia Equity. The main buyer was the 
Singapore office of a Western fund man- 
ager. According to an informed source, the 
fund’s managers are uncomfortable. about 
the purchase because of difficulty they 
faced in obtaining audited consolidated ac- 
counts. The accounts were re- 
leased only one day after pay- 
ment was due for the rights is- 
sue and about three months af- 
ter Unicord had promised them. 

Dumri is now in a vulnera- 
ble position. Not only has his 


| 15,188 controlling stake in Unicord 
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analysts say he may be in a fi- 
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nancial bind. Dumiri had to sell 
his Unicord shares at a 13% dis- 








Only 39 at the time of the Bumble Bee 
takeover was made, the overly confident 
scion of a wealthy banking and agribusi- 
ness family had already alienated many 
bankers and industrialists in Thailand by 
forcing out Unicord partners to run the 
company himself. 

Of the many financial institutions in 
Bangkok, only Bangkok Bank has given 
substantial support to Unicord in the past 
year. Some bankers say flatly that they do 
not trust Dumri. One banker points out 
that when Dumri was seeking private loans 
secured by Unicord share pledges in early 
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count to the market price, they 


Moreover, Unicord’s ba- 
lance sheet hardly clears up 
questions about the company. 
In 1990, the company had consolidated 
after-tax profit of Baht 358.4 million, or 
Baht 5.12 a share (after deducting profits at- 
tributable to minorities), on revenue of 
Baht 11.8 billion. It has not disclosed any 
previous consolidated earnings figures. 

The company’s May 1990 listing pros- 
pectus for the SET, however, predicted per- 
share earnings of Baht 9.04 for last year. 
Unicord tried to mask its lower earnings by 
adding retained profit to net income and 
stating earnings per share as Baht 5.31. 

Apparent contradictions by Unicord be- 
tween recently published accounts and 
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company forecasts issued just two months 
before are equally worrying. Unicord’s pro- 
jected earnings for 1991 are inflated by re- 

‘tained profit of Baht 668.8 million, but the 
1990 balance sheet shows only Baht 484 

-million being retained if the company does 
not pay a dividend. 

The 1991 forecast also asks investors to 

- believe that the company’s after-tax profit 

will surge 95% from a year earlier on a 
28.6% revenue increase. Even with the cur- 
rent improvement in tuna demand, that 
this forecast is difficult to accept. 

Analysts also worry about Dumri’s 
sometimes cavalier management style. 
Soon after taking over Bumble Bee, for 
example, he became involved in a dispute 
with.. the company’s mangement. He 
wanted Bumble Bee to take its tuna from 
Unicord sources and send all its profits to 
the parent company. Dumri also wanted to 
‘dose the canner’s high-cost operation in 
Puerto Rico. 

None of Dumri’s requests was carried 
out, and relations have improved as the 
Thai businessman has come around to the 
viewpoint of the American managers. 
Mark Koob, Bumble Bee’s managing direc- 

tor admits to only “cultural differences” be- 
tween the two sides in the first year. 

On Bumble Bee’s advice, Dumri has em- 
braced fully a new strategy of frozen loin- 
processing technology. As a result, he jet- 
tisoned two can-making and tinplate joint 
ventures in Thailand. He now likes to point 
out the problems of Mantrust, which lost 
US market share for its Chicken of the Sea 
brand after shutting down its plant in 
Puerto Rico. 


onetheless, Dumri’s capital-infu- 

sion plan has been a success, ap- 

parently making it possible for 

Unicord to come to terms with its 
US creditors. The plan gives Unicord 
roughly US$55 million in cash, of which 
US$43 million has to be injected into Bum- 
ble Bee for debt-reduction payments of 
US$22 million to Bankers Trust and 
US$22.5 million to Heller Financial. The 
payments will enable Unicord to re- 
schedule the loans if current negotiations 
between the company and its creditors stay 
on track. 

The Bankers Trust loan will be reduced 
to US$43 million over five years. No in- 
terest will accrue for four years, and in the 
fifth year, only 5% simple interest. 

The terms of the Heller Financial re- 
scheduling, leaving US$161.5 million in 
debt after the initial bullet payment, are 
none too cheap. The interest rate on the 
two five-year portions. of the loan has in- 
creased 1.75% above prime. The rate on 
one of these loans will rise 0.5% above 
prime every six months after the first three 
years. 

But Unicord finance manager Vichet 
‘Bunthuwong points out that lower interest 
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Day of the 
dolphin 


The dolphin issue, triggered by a power- 
ful lobby of US conservation groups, il- 
lustrated Dumri Konuntakiet’s willing- 
ness to skirt rules for short-term gain 
and nimbly to switch course when dcr- 
cumstances so dictate. 

Reacting to a lobby-inspired. slow- 
down in tuna sales, the makers of the 
three big US tuna brands — Star-Kist, 
Bumble Bee and Chicken. of the Sea — 
agreed in April 1990 to. stop buying 
tuna caught by  dolphin-threatening 
methods, including purse-seining and 


-stitute (En), leader of the dolphin cam- 
-> paign, subsequently endorsed their pro- 
ducts, accepting Bumble Bee’s request 


for a grace period in which to clean out - 


< stocks and fulfil contracted: purchases. 

But after the July 1990 deadline, 

- -Bumble Bee allegedly continued to use 

“tainted” tuna despite sporting a “dol- 

< phin-safe” label on its cans. An EN offi- 

-dial visiting Thailand last October found 

> Unicord about to take delivery of fish 

_ from a vessel which could not prove it 
used safe methods. 


Under pressure, Unicord sold the- 


rates in the US should result in net savings 
on debt servicing despite the higher loan 
rate. In addition, Bumble Bee will be in a 
position to refinance at better terms within 
three years. Moreover, after the loans are 
restructured, Heller Financial will allow the 
canner to tap fully the US$75 million re- 
volving credit for operating capital. 

Bumble Bee's recent performance and a 
turnaround in the tuna market lends cre- 
dence to Vichet’s view. After the takeover, 
Bumble Bee plunged into a costly market- 
share battle. The company cut prices 4% in 
1989 and 1990, forcing market leader Star- 
Kist, a unit of H. J. Heinz, and third-runner 
Mantrust to follow suit. 

At the same time, the save-the-dolphin 
campaign in the US scared conscientious 
consumers away from tuna, and sales 
dropped. To get a dolphin-safe seal of ap- 
proval, tuna companies had to start paying 
more for raw materials. Analysts estimate 
that this pinch on margins shaved away 
nearly all the advantages gained in the 
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visit by an EI team. In Febr 


Baird, to work from- Unicord 


` December the US passed a law setting 


shipment i to other Thai canners, t 
it maintained it would not have ta 
the fish once it found the vessel's docu 
ments tobe incomplete. == =- 

En, however, subsequently took out 
advertisements in US newspapers say 
ing Bumble Bee and Unicord were not 
may Aphan, despite their labels a 


srs Bumble Bee officials went ° 
television to debate the issue with E 
the reaction from Unicord was less c 
Dumri and his officers spread repo! 
that El had been paid off by Bum 
Bee's. competitors. The Unicord. chief 
also tried to recruit Washington-based 
Green: to his side. ‘ 
Yet when En held out, Unicord read 
the writing on the wall. In Jan : 
Dumri boasted that he was hosting a 





ru 
accepted a full-time EN 


Bangkok, making Unicord the 
company fully to embrace the cam 
paign. Baird says that in his daily visi 
to. the factory, port and- g 
offices, he has full access. to docu- 
ments. : 

It was not just public relations. 


tough rules for canners making the “dok 


-phin-safe” claim. Imports of drift-net- _ 
-caught tuna will banned from July 


hyer eee 





Bumble Bee-Unicord marriage. ws o 

In 1990, Bumble Bee's: after-tax profit a 
dropped to US$3 million last year from 
US$19.6 million a year earlier, albeit after 
debt servicing of US$28 million. But the 
company’s fortunes have turned around. It. 
did not get the 30% market share Dumri 
had predicted it would in the year, but its 
share of the pie rose to 23% from 19%. i 

The canner has also got help from raw: 
material costs, which have fallen about 10% 
since December while retail prices have 
risen about 5%. As a result, first-half earn- 
ings for this year are expected to be good. 
But growing investment costs could shave ss 
back the results. 

Unicord has yet to pay nearly half of the — 
US$26 million needed to buy back 25% of 
Bumble Bee's paid-up equity from an in- a 
vestor who helped Dumvi in the takeover, 
and the payment has to come from 1991 ac- 
counts. In addition, the company has to _ 
shell out US$18 million for the purchase of 
two loin-processing vessels and another 
US$11.5 million for a cannery. ee 

These costs and others put Unicord’s oe 
overall debt at about US$340 million. “They 
are leveraged,” one shareholder says, “but 
they are covered better than Rupert Mur- 
Sa? . 
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-> By Paul Handley in Bangkok _ 
D umri Konuntakiet’s global strategy 





for Unicord foresees a network of 
factories in five continents that will 
give the company easy access both to fish 
and to its main markets. At the core of the 
_. Strategy is a new tuna-handling process 
». which cuts transport costs and enables Uni- 
cord to avoid high import duties in the US 
and Europe. 
1u o The Bumble Bee buy-out in 1989 deliver- 
-ed part of this planned network, at the 
-same time seeking to protect Unicord’s pos- 
ition in the US and increase its cash flows. 
About US$1.5 billion worth of tuna is con- 
sumed in the US each year, making it a cru- 
cial market for Unicord and other Thai tuna 
firms. Although Unicord continues to sup- 
ply canned tuna to US companies for sale 
under their labels, the Bumble Bee pur- 
chase has given it its own brand presence, 
with a significant market share, for the first 
time. 
ee Bumble Bee’s fixed assets included can- 
ning plants.in San Diego and Santa Fe 
Springs in California; in Puerto Rico, a US 
territory; and in Ecuador, near major tuna 
fishing grounds. 

Despite their higher wage rates, the US 

canneries are an advantage because they 
allow Unicord to avoid import duties of up 
to 12.5% on canned tuna. They are also re- 
__. latively close to fishing grounds in the At- 
‘lantic and eastern tropical Pacific. 
«> However, the proximity of canneries to 
fishing grounds is becoming less important 
to companies such as Unicord because of the 
flexibility offered by the new tuna-handling 
process. While most of the tuna caught glob- 
ly is still shipped unprocessed to the can- 
neries, a two-stage approach is increasingly 
being adopted. At plants near the fisheries, 
large loins are cut from whole fish. These are 
then cooked and frozen before being ship- 
ped to canneries. 

Frozen loins are 45-50% lighter than 
<= whole fish, saving on freight costs and 
-oii broadening the choice of processing sites. 

Unicord’s Thai cannery at the moment can 
competitively process whole fish only from 
_.. as far as Australia in the south, the Seychel- 
=> les in the west and the western Pacific 
basin. But it would be able to handle frozen 

loins from much further afield. 
n Similarly, the Thai operations can pro- 
-> cess locally caught tuna into frozen loins 
bound for the California plants; US duties 
on imported loins are a minimal 0.25%. The 
Ecuador plant, meanwhile, prepares loins 
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Global strategy aims to cut costs 


Row of canneries 


for both the California and Puerto Rico can- 
neries. Unicord is also considering setting 
up a loin operation in Ghana to feed a Euro- 
pean plant that is in the process of being es- 
tablished. 

The new approach may also answer the 
demands of countries such as Indonesia, 
which in return for selling fishing rights 
want a share of the job-creating, value- 
added processing business to be based in 
their territory. An onshore or shipboard 
loin-processing plant can be set up at 20- 
30% the cost of a new cannery. 

As far as Unicord’s US operations are 
concerned, the two-stage process proves 
cheaper than importing either canned tuna 
or whole fish for processing. Despite the 
added cost of investment in loin plants, the 
big saving on freight costs for loins as op- 
posed to whole fish or canned products is 
the deciding factor. 

There is, nevertheless, some loss of effi- 
ciency in processing: Unicord’s Thai opera- 
tions utilise every bit of 
the fish — bones for fish- 
meal, cooking juices for 
sauces and other 
for catfood — but this 
may not be the case at a 
distant loin plant. 

Besides Ghana, Un- 
icord has looked at the 
possibilities of loin plants 
in Costa Rica and In- 
donesia. These scattered 
plants will link with the 
second major expansion 
of Unicord’s network — 
into Europe. The com- 
pany is also investing in 
two vessels capable of 
on-board processing and 
transporting frozen loins 
to factories. 

Unicord already exports 40% of its Thai 
output to European distributors. To avoid a 
24% import duty on canned tuna, Dumri is 
converting a herring cannery at Rostock, 
Germany, to can frozen loins. 

A proposed new company, Unifisch, to 
be 75%-controlled by Unicord, will first try 
to break into the low end of the market by 
selling to distributors for marketing under 
their own label. Dumri intends eventually 
to buy established brand names to gain an 
upmarket presence in various EC countries. 

The earliest production could begin is 
1992, when looming new barriers could hit 
tuna imports. Unicord plans first to enter 
the French market, already known for stiff 
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Dumri: diversification. 


; ers to imports. 0 a 
Competitors are also eyeing mucho 
the same strategy. This means the financial 
gains of loin operations could be erased by 
price wars. Dumri hopes, however, that his 
steps so far have put Unicord ahead of his ri- 
vals. Indonesian-based Mantrust, for exam- 
ple, has fallen well behind. Having shut its 
Puerto Rico plant, it-is left with only an 
American Samoa operation and new, still- 
inefficient Indonesian canneries. Although 
Mantrust ships canned tuna to Europe, it 
apparently has yet to move towards Euro- 
pean-based processing. 

The US market leader, Star-Kist, a unit 
of H. J. Heinz, has strengthened its posi- 
tion by expanding its own Puerto Rico and 
American Samoa operations. Star-Kist, like 
Unicord, is also pushing ahead with frozen- 
loin operations. It, too, has an eye on the 
French market, but the company appears 
to lag Unicord in establishing a European 
processing presence. 

Putting his bets on the frozen-loin stra- 
tegy, Dumri has reversed earlier moves 
upstream. Unicord has sold its share of 
Bangkok Asia Pacific Can, a can maker set 
up in 1988, to rival tuna canner Thai Union. 
A related tinplate venture with Japanese in- 
vestors — Siam Tinplate — has also been 
abandoned. The sales, however, reflected 
not only the shift in strategy but also Uni- 
cord’s need to raise cash, 
as well as dismal rela- 
tions with the Japanese 
partners in the tinplate 
company. 

While competitors 
such as Thai Union have 
their own tuna fleets, 
Dumri has stayed out of 
the fishing business. He 
argues that fishing is 
overly _ capital-intensive 
and that the risk of a 
large loss if a vessel sinks 
is high. Moreover, it 
would be hard to com- 
pete with the dominant 
fleets of South Korea, 
Taiwan and Japan. “It 
creates. a conflict of in- 
terest,” Dumri says. “We 
want to buy fish as cheap as we can.” 

Any diversification, Dumri says, will be 
guided by a simple strategy: it must be a 
food business, the world market must be 
over US$1 billion and. it must be value- 
added business. Bumble Bee is rumoured 
to be developing a tuna product with fast- 
food giant McDonalds. 

The two most likely areas for diversifica- 
tion, according to Dumri, are processed 
shrimps and canned champignon mush- 
rooms. Unicord is already exporting pro- 
cessed shrimp from farms in southern Thai- 
land. The products are marketed in the US 
by Bumble Bee, with rapidly growing turn- 
over... a 
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For Si y Murray, b e Mississip bos 
bad more to offer than leisurely boating. 








: Generations of Americans have known the power 
How Sidney Mur r ay and beauty of the Mississippi. l 
For Sidney Murray, mayor of Vidalia, Lousiana, 
it proved a source of inspiration. Out boating one day, he noticed a 
T f difference in water level between. the river 
har nessed the power O and an old bypass canal: Se : 
“It dawned on me that here was a potential source of clean, 
inexpensive, hydro-electric power. All we needed was the technology to 
l 5 y . : make it happen.” ae 
the Mississipp1. He got it. The steel structure of a power plant was fabricated in : 
a New Orleans shipyard and towed upriver, and ABB supplied power 
equipment to turn Sidney Murray's vision into a new source of electricity 
for his community. 
A hundred years of expertise in 
è Power Generation, Transmission and Distribution 
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COMPANIES 








By Doug Tsuruoka in Kuala Lumpur 


aika Holdings, the chief invest- 
M ment arm of the Malaysian Indian 
Congress (MIC), is looking to a 
party stalwart to salvage its loss-making op- 
erations. Given the scale of corporate 
problems, however, some political analysts 
_ |. question the logic of appointing a chairman 
with no business or financial training. 
Tan Sri G. Pasamanickam, who took 
over as chairman in April, will need to 
< transform Maika’s tarnished image if the 
_. country’s leading Indian entrepreneurs are 
=. to be enticed into the fold. Without them, it 
will be difficult for the unlisted company to 
.. fulfil its mandated aim of raising the cor- 
porate wealth of the ethnic community. 
"Malaysian Indians constitute 10% of the 
` + population of 18 million, but their share of 
“the available equity has stagnated at less 
-than 1% during the past 15 years. 
- = According to some critics, 
-othe company has been plagued 
= by political meddling since 
it was founded in 1984. 
Pasamanickam, the MIC’s chair- 
man in Johor state, has top- 
level political connections and 
nurses parliamentary ambi- 
tions. But he denies that politics 
played a part in his appoint- 
ment. (The MIC is a partner in 
the ruling National Front coali- 
tion.) 
The previous incumbent, 
Tan Sri C. Selvarajah, a director 
of the Malaysian transport- 
machinery maker United Motor 











Malaysian group disappoints Indian community 


_ Maika’s maladies 


that a faction within the party was using 
the cooperative’s funds for political pur- 
poses. Order was restored only after the 
arrival of a squad of riot police. 

About 50% of Maika’s 70,000 sharehold- 
ers are from low-income groups in the In- 
dian community, such as plantation work- 
ers and manual labourers, who were per- 
suaded by party officials during election 
campaigns that Maika was a good invest- 
ment offering high dividends. In fact, 
Maika has twice failed to make dividend 
payments in six years. Its most recent pay- 
out was in 1988 when M$1.95 million 
(US$745,000) was distributed to 66,000 
shareholders, representing a meagre yield 
of 3%. (The rest of the equity is held by 
middle-class Indians and entrepreneurs.) 

Although Selvarajah had little chance to 
implement sweeping reforms, it was dur- 
ing his stewardship that the company ex- 
perienced a modest recovery. In the finan- 


house project in Kelantan, for instance, 





has 
been hit with losses totalling M$1 million 
after being damaged during inclement wea- 
ther. . 
Sources close to MIC assert that 
Pasamanickam was appointed to replace 
Selvarajah to bolster party support for 
Samy. Pasamanickam is described as an 
ardent supporter of the party president, 
though his allegiance has not always been 
unwavering. 

When Pasamanickam failed to be 
selected as the party’s candidate for a 
safe seat in October's national election, he 
moved closer to Samy’s arch-rival in the 
party, deputy president Datuk S. Sub- 
ramaniam. To placate Pasamanickam, 
sources say, Samy gave him the post of 
Maika chairman, after receiving “negative” 
reports from subordinates concerning Sel- 
varajah’s desire for reforms at the ailing 
company. 

Pasamanickam, who has been a board 
member since 1984, rejects suggestions that 
Selvarajah’s departure had political over- 
tones. “This company is only being run on 
a business basis,” he insists, pointing out 
that the chairmanship is a titular, un- 
salaried position. 

Major efforts are under way to revamp 
Maika’s activities, he adds. Among them is 
an effort to expand Maika’s rub- 
ber glove line, which sustained 
setbacks in the late 1980s due to 
intensified competition from 
other Malaysian companies. 
The group is considering ra- 
tionalising its soft-drink opera- 
tions and undertaking econo- 
mies in other industries. 





More importantly, Pasa- 
manickam told the REVIEW, 





Maika is poised to see an im- 





provement in the value of its 
substantial portfolio holdings. 





ommadities 


Maika has a major stake in 





Unquoted investments 


United Asian Bank (UAB), a 





Computers 


prominent commercial institu- 








Works, resigned for health 

reasons. He was beaten up by 

| -unknown assailants in a Kuala 

< Lumpur parking lot in March 

_ and is’ still recovering from his injuries. 

` Sources say the incident appears unrelated 
‘to Selvarajah’s stint as Maika chairman. 

His predecessor, D. P. Vijandran, had 

departed abruptly in January 1990 when he 

was implicated in a scandal involving 

pornographic videotapes. Vijandran also 

resigned from his position as deputy par- 

liamentary speaker. 

The appointment of the respected Sel- 

_ > varajah as chairman was considered a con- 

: fidence-building measure for Maika. The 

company’s disappointing trading perform- 

ance had resulted in a number of unruly 

- shareholders’ meetings. In June 1989, MIC 

president Datuk Seri Samy Vellu sparked a 

- brawl among shareholders by suggesting 
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General trading/advertising 








tion which has received ap- 








cial year ended on 31 December 1989, the 
parent company posted a net profit of 
M$1.3 million, largely from the disposal of 
shares in publicly listed companies. The 
group, however, made an after-tax loss of 
M$3.1 million. 

Maika’s core businesses include com- 
modity broking, property, investment trad- 
ing, and manufacturing and retail interests. 
Analysts say the company’s inflated operat- 
ing costs and poor fiscal management have 
prevented it from cashing in on the nation- 
wide economic boom. “The whole place is 
run in a very peculiar manner,” according 
to one political analyst. 

Key projects have failed to repay their 
investment. A nearly completed pump- 
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proval to merge with Bank of 
Commerce (BCB). BCB is control- 
led by the United Malays Na- 
tional Organisation, the dominant partner 
in the ruling coalition. 

Based on an expected general offer, 
Maika stands to own more than 3 million 
shares in the reconstituted BCB-UAB entity. 
This could help recoup its investment in 
unlisted UAB, a once-ailing bank whose 
M$1.5 billion in accumulated losses and 
non-performing loans precipitated a cen- 
tral-bank rescue operation in 1986. 

This also assumes that the transaction 
value of Maika’s listed shares in the merged 
bank exceeds BCB’s current market price 
of roughly M$5.50-6 a share. As of 31 De- 
cember 1987, Maika had invested a total of 
M$23 million in UAB, representing a stake of 
less than 5% in the institution. 
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Maika was allotted 1 million shares as 
part of last November's public offering in 
Malaysia’s telecommunications utility, Tele- 

-kom Malaysia. The share price has since 
climbed to around M$9.50, compared with 
an initial offering price of M$5 each. Maika 
also owns stakes in TV3, the only commer- 

‘dial television station, Malaysian Airline 
Systems and Malaysian International Ship- 
ping Corp. 

© : Maika's strength in such income- 
generating counters, according to Pasa- 
manickam, will help defray any continuing 
losses. According to Pasamanickam, Maika 
has about M$140 million in assets and 
M$100 million in paid-up capital and has 
succeeded in trimming its total outstanding 
debt to about M$10 million. 

The company’s moribund investment in 
Batu Lintang Rubber Co., a Kuching-based 
property-development concern, is showing 
signs of life. Maika originally purchased 1.7 
million shares in the listed company be- 
tween October 1986 and January 1987 at an 
average cost of M$5.50 a share, in the mis- 
taken belief that its owners would later exe- 
cute a general offer at M$6.50. Instead, Batu 
Lintang became engulfed in a protracted 
capital-restructuring exercise which led to 
its shares being suspended from trading. 

However, a recent ownership change at 
Batu Lintang, in which Chinese tycoon Tan 
Sri Wee Boon Ping relinquished control to a 
party representing well-connected business- 
man Datuk Ahmad Sebi, has convinced 
analysts that a new restructuring plan will 
be approved by Malaysia’s Capital Issues 
Committee. When the company’s shares 
are reinstated on the Kuala Lumpur Stock 
Exchange, minority shareholders such as 
Maika will be able to realise a return on their 
investments if they want to sell their stakes. 

Maika is also digesting the conclusions 
of a study by California-based SRI Interna- 
tional, which carried out a detailed analysis 
of how the company’s operations should 
be restructured. Although details were not 
disclosed, Pasamanickam says the consult- 
ants have recommended that the company 
withdraws from some money-losing opera- 
tions and seeks new business oppor- 
tunities. 

Other ventures in the pipeline include a 
manufacturing venture with South Korean 
partners who are looking to establish a pre- 
sence in Johor following the announcement 
of key petrochemical and development 
projects in the state. Maika is also seeking 
ways to increase its business with the Mid- 
dle East and Malaysia’s East Coast. 

Pasamanickam, nevertheless, is guard- 
ed about the company’s future. “T feel that 
the company will march towards a profit in 
1991,” is all he will say. Given the uncer- 
tainties, there are no immediate plans to list 
Maika on the Kuala Lumpur Stock Ex- 
change. Despite rowdy scenes in the past, 
the company’s annual meeting will take 
place as scheduled in June, he insists. w 
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INVISIBLE HAND 


Capital fright 


“Purveyors of capital to the world” is a motto which could be inscribed on Japan's © 
escutcheon. But the burden of recycling so much of other people’s money is 
ning to tell on a country whose own currency plays such a meagre role in interna 
‘tional financial transactions. 

Concern over whether Japan can go on bankrolling the rest of the world, des 
veloped and developing, in the way it has in recent years usually focuses upon: the 
size of the Japanese current-account surplus. This is misleading. a 

Certainly the current account, and the fiscal surplus for that matter, is a factor. 
These surpluses help determine whether Japan can remain the biggest single source 
of official aid, which it has been since 1989, and the world’s largest overseas invest- 
or, in direct and portfolio terms. : 

But there are more pressing factors which are often overlooked and which have oe 
a more immediate beating upon Japan's massive recycling role: ( the 





ers’ bank) has imposed : on Japanese banks’ overseas lending. Anoth T, 
more threatening, factor is the extent to which Japanese commercial banks j 
themselves to maturity risks by borrowing so heavily in the short-term interbank 
markets in order to fund their massive long-term international loans. 
Nowadays Japanese banks lend three to four times. the amount which US banks 
lend by way of international credits. to non-bank borrowers. Yet only 11.5% of- 
international lending is denominated in yen compared with more than 50% in US 
dollars. What this means is that Japanese banks (which collectively: made intema- 
tional loans of US$36 billion 
in. 1989 and US$25 billion in 
the first three quarters of 
- 1990) have to lend mainly 
in dollars. This has to be 
funded from somewhere. 
Japan's current-account 
surplus for the year through 
March 1990 was US$54 bil- 
lion. Yet in that year, Japan- 
ese industry's overseas di- 


International interbank market* 


rect investments alone amounted to US$54 billion while bank credits amounted to 


a further US$36 billion. Add on US$13.5 billion of other private capital flows to de- 
veloping countries plus US$9 billion in official aid and we are looking at a financial -< 
deficit of US$58.5 billion. : 
The deficit has to be covered by bank borrowing in the Euromarkets. Even the 
current-account surplus, though in foreign currency, is largely in the hands of | 
exporters unwilling to deposit it in more than short-term deposits with Japanese - 
banks. This is where the trouble begins. In the interbank sector of the Euromarkets, — 
funds dried up in the second half of 1990, though by the third quarter, their inter o 
bank activity had recovered. Japanese bankers like Eiichi Matsumoto, ; 
of the Bank of Tokyo, are starting to worry aloud, however, about the long-term 
dangers of mismatched sure. : 
He reckons that because short-term funds can evaporate rapidly, Japanese banks dy 
are running a risk, especially as there is no lender of last resort in the Euro coe 
“If the bulk of the capital flows passing through Japan were denominated in yen, me 
the whole system would be on a sounder basis,” Matsumoto says. cs 
Were Japan to export more of its own capital, instead of recycling that of others, ee 
Japanese banks could use their own yen-deposit base to fund international lending . 
much more safely. And the Bank of Japan would be there to act as Enda of last re- 
sort. me 
But foreigners, especially central banks, will not hold substantial yen balances _ 
until there is a proper domestic short-term capital market in Japan. Maybe it will - 


take a real crunch in the Euromarkets before Tokyo's authorities wake up to the 


dangers. By then, Japanese banks’ international lending may have ground toa sick- | 
ening halt. @ Anthony Rowley z 
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COMPANIES 


By Jonathan Friedland in Hongkong and 
: Rigoberto Tigtao in Manila 


( controversy over the sale of property 





in Manila’s business district is the 
latest disruption in efforts to pri- 
vatise Southeast Asia's largest fertiliser 
plant. Meanwhile, the Philippines and the 
republic of Nauru are running out of ways 
_ «© to keep the bankrupt Philippine Phosphate 
Fertilizer Corp. (Philphos) operating with- 
out a new injection of capital. 

The situation facing Philphos, which in- 
curred a net loss of 27.17 billion (US$260 
million) last year, is particularly ironic since 
a ready buyer exists for the 396,000 metric 

zı tonne per annum phosphate fertiliser fac- 

_ ility on the Visayan island of Leyte. The 

world’s largest commercial fertiliser pro- 

ducer, Norsk Hydro of Norway, put for- 

ward a proposal to Philphos’ owners in 

early 1990 that called for the restructuring of 

the firm’s US$600 million foreign debt prior 
tothe sale. 

The US$9.1 billion revenue Norsk 

‘Hydro, which is seeking to 

-< fll- the main gap in its 

|» global network of fertiliser 

plants, reportedly offered 

to provide US$40 million 

in fresh working capital to 

-> Philphos. In return, Norsk 

<i: Hydro would get 75% of 

Philphos’ equity, which in- 

cludes the 50% now 

owned by Nauru and half 
of the 50% share owned by 
the Philippines National 

Development Corp. (NDC). 

Norsk Hydro also appa- 

rently agreed to set aside a 

‘portion of Philphos’ future 
“revenue to help Manila ser- 

vice the firm’s past debts. 
Talks on the privatisa- 
tion stalled last year over 
what Norsk Hydro executives say are legal 
and technical constraints on Manila’s ability 
to negotiate the sale of Philphos. They add 
that the government of Nauru, a tiny re- 
public in the western Pacific that survives 
off revenue from its own phosphate-min- 
ing operations and a string of overseas in- 
vestments, is eager to sell and has accepted 
their plan. 

Norsk Hydro executives say they be- 
lieve that Philphos can be turned around. 
Roughly 30% of the plant's capacity goes 
towards meeting the Philippines’ own fer- 
tiliser needs, while the rest is exported to 
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Ongpin: : ia strategy. 


- Manila land wrangle stalls rescue package 


Pinch of salts 


China, India, Japan and the Asean coun- 
tries. Philphos got into difficulty not be- 
cause of a lack of markets for its output, but 
because of frequent peso devaluations since 
it was financed in 1982, which has made 
its debt burden unsustainable. Inefficient 
management, frequent energy disruptions 
and corruption have also hurt the firm. 

The controversy over the land sale 
stems from Nauru’s involvement in Phil- 
phos. Nauru originally had a 40% stake in 
the nine-year-old company, but the country 
raised its shareholding to 50% in 1985 when 
Philphos needed additional capital to wea- 
ther the foreign-exchange crisis then facing 
the Philippines. Nauru’s investment in Phil- 
phos is thought to be US$60 million, but it 
is unlikely to recover even a fraction of that 
amount. At the end of 1990, Philphos had a 
negative net worth of P11.7 billion. 

When Nauru raised its shareholding in 
Philphos to 50%, the firm became legally 
ineligible to own land in the Philippines. 
Three years before, however, Philphos 
bought a 6,500 m? property in Makati, upon 
which the Nauru Govern- 
ment-owned Pacific Star 
Building was eventually 
constructed. The property 
was effectively paid for by 
Nauru, which made a 
US$5.5 million non-interest 
bearing, subordinated loan 
to Philphos in 1982 to 
make the purchase. The 
peso value of the loan at 
the time was 245 million. 

In May 1990, Philphos 
sold the Makati property 
to a hastily established 
company called Penta 
Pacific Realty Corp. for 
P150 million. Penta, which 
has a paid-up capital of 
only P4 million, is 50% 
owned by controversial 
Filipino logging baron Jose Ch. Alvarez. 
The remainder of Penta Pacific’s shares are 
owned by nominees of Nauru, which has 
an option to take up to 40% of the com- 
pany. 

The sale of the property was brokered 
by AIA Capital Corp. of Hongkong, a 
merchant-banking arm of New York-based 
insurance giant American International 
Group. AIA Capital had been engaged 
by NDC in May 1989 to find a buyer for 
Philphos, its fee contingent on a successful 
sale. It brought Norsk Hydro on the scene 
and helped the Oslo-based conglomerate 
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-to formulate its privatisation proposal. 


AIA Capital is unusually well-placed to 
work out Philphos’ problems. Its managing 
director, Jaime Gonzalez, was. an “NDC 
board member under the government of 
former president Ferdinand Marcos. Fur- 
ther, AIA Capital’s vice-chairman, Roberto 
Ongpin, was minister of trade and industry 
under Marcos and was the chairman of 
Philphos itself. Although Ongpin is not di- 
rectly involved in AIA Capital's day-to-day 
management, he is understood to provide 
strategic direction and guidance to the mer- 
chant bank. 

In.a Hongkong interview, Gonzalez said 
that Norsk Hydro wanted the Makati prop- 
erty sold off before the purchase of Phil- 
phos. He added that the sale was made at 
a price agreed by former Nauru president 
Hammer de Roburt and Ongpin in 1985 at 
the time the Nauru shareholding in Phil- 
phos climbed above 40%. 

For arranging the deal, AIA Capital 
pocketed P32 million. while Philphos. re- 
ceived P73 million. For its part, Nauru ef- 
fectively transferred its 1982 loan of B45 
million to Penta Pacific. Gonzalez says that 
if Nauru had demanded repayment of its 
US$5.5 million loan at 1990 exchange rates, 
it would have received. £125 million, leav- 
ing Philphos with a return of P25 million. 

“We saved Philphes a lot of money 
which Philphos did not expect,” says Gon- 
zalez. “So we took a fair cut.” The Philip- 
pine’s acting Secretary of Trade and Indus- 
try, Peter Garrucho, was concerned 
enough about the transaction and AIA 
Capital's fee, however, to refer the matter 
to the Department of Justice. 

Investigators are also looking into the 
validity of the arrangements made between 
de Roburt and Ongpin on the sale price 
of the property, which is conceivably far 
below market price. They are. also: deter- 
mining whether the sale had proper ap- 
proval from the Philphos board. Gonzalez 
says Philphos president Tomas’ Alcantara 
and Garrucho’s predecessor, Jose Concep- 
cion, were aware of the sale. 

Nauru is not happy, however, with the 
fee paid to AIA Capital. In a letter dated 25 
March, published in a Manila newspaper 
on 14 May, Nauru President Bernard Dow- 
iyogo wrote to Alcantara saying that be- 
cause “the eventual buyer was a corpora- 
tion which was not introduced by any 
broker .. . lam unable to see how he could 
receive a commission for doing nothing.” 

Philphos’ condition is not likely to im- 
prove while investigators sort out the cir- 
cumstances surrounding the. sale. Alcan- 
tara says that the firm’s 1990 revenue of 
P4.2 billion can meet only 40-45% of its 
debt-service requirements. The remainder 
is being covered by the Philippine Govern- 
ment, which can ill-afford the drain on its 
coffers. Interest payments on Philphos’ 
debts amounted to roughly US$76 million 
last year. s 
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_ Singapore looks outwards to sustain rate of economic growth 


Lion on the prowl 





By N. Balakrishnan - 


Having achieved one of 
the best economic growth 
rates in Asia by attracting 
foreign trade and invest- 
ment, “Singapore Inc.” 
now plans to play the 
other side of the game. It 
é wants to transform itself 
into “Singapore International.” 
> The government sees investing Sin- 
gaporean money and management skills 
abroad as a key to maintaining rapid eco- 
nomic growth as the island’s population 
matures. It also wants to exploit Singa- 
pore's multi-racial character to attract highly 
_ skilled people from around Asia and serve 
as a focus for the Chinese and Indian dias- 
ras. 

All this will be quite a turnaround for a 
country that, despite its huge foreign-ex- 
change holdings, still depends on foreign 
money for 90% of its manufacturing invest- 
ment. 

The new strategy will involve not just.a 
different way of investing but also support 
for new policies in social spheres. Schools 
will be built overseas to serve the families of 
expatriate Singaporeans. And a Singapore 
International foundation will be set up to 
mobilise friends of the republic abroad. 

The need for internationalisation is set 
out in The Next Lap, a glossy book which 
will serve as a manifesto of the ruling 
People’s Action Party at the next election 
(which need not be held until 1993 but is 
likely to be sooner). In a chapter on the 
economy, the book says: “We compete in 
the race of nations, whether we like it or 
not. We have done quite well competing in 
the second league. The next lap is to make 
it to the top league. Unless we do that we 
will be left behind.” 

Sending capital, people and expertise 
abroad is also likely eventually to bring 
about widespread social and political 
changes in Singapore. The small country 
which has successfully sold itself as a base 
for Asian investment will have to learn how 
to operate global enterprises. 

This involves a gamble. Despite its sav- 
ings, Singapore does not have its own 
technology. Nor is its workforce as yet very 
skilled compared with, for example, those 
a Japan or Germany. Only about 6% of 

To are university graduates. 

e government already has a substan- 
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tial portion of its official foreign reserves of 
$$48.5 billion (US$27 billion) invested in 
overseas equity portfolios. But Singapore 
companies have made few direct foreign in- 
vestments, except in Malaysia (largely a le- 
gacy of the two countries’ former union). 

All this is set to change. The govern- 
ment in April announced plans to invest di- 
rectly in Hongkong, and private sources es- 
timate that it has reserved S$2 billion for the 

. In early May, the government 
also disclosed that it has invested about 
US$465 million in Brierley Investments, a 
New Zealand-based conglomerate. More 
such announcements can be expected 
soon. 

In addition, Singapore is already a joint- 
venture partner in industrial parks, com- 
munication networks and other infrastruc- 
ture projects in its “growth triangle” neigh- 
bours, Malaysia and Indonesia. 


Singapore is exporting management 
skills, too, particularly in services. While its 


INVESTMENT 1 






























year in pre-independence Singapore, is ex- 
pected to slow to less than 1% in the 1990s 
and could fall as low as 0.2% by 2025, ac. 
cording to UN projections. The labour 
force, which was expanding by more than _ 
4% a year in the 1960s, is also growing less. 
rapidly and, on present projections, may 
start to contract some time after 2010. 
More worrying than slower growth | 
rates is the changing age structure. With’ 
more old people to support, social services 
will be more greatly stretched and the ratio’. 
of wage earners to retirees will drop. 
Meanwhile, productivity... gains o ==. 
though averaging 34% in the. past f 
years — are becoming more’ difficul 
achieve in Singapore’s increasingly 
vices-oriented economy. This means © a 
effort is needed to attract higher value- 
added services and perhaps. halve the 
tive decline in manufacturing’s con! 
to GDP. 
Despite these constraints the 





_ Singapore’s foreign reserves rise as savings flow out 











manufacturing is dominated by foreign 
multinationals, and it boasts few examples 
of the rags-to-riches tycoon found in Hong- 
kong or Taiwan, the republic offers the 
kinds of talents that have made its port and 
airport among the best run in the world. 
Singaporeans’ regional presence in fields 
such as port, hotel, property and fund 
management is large and growing. 
Underlying the new strategy are impor- 
tant demographic changes. Singapore's 2.7 
million population is growing more slowly, 
and ageing, while its labour force may 
begin to shrink in the next century. 
Population growth, more than 5% a 
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ment has targeted a “sustainable” avı ' 

economic growth rate of 5% for the 1990s; 

This year’s GDP growth is expected to be 

6-7%. Last year it was 8.3%; in 1989, 
9.2%. 

While current growth is still impressive 
by global standards, it is falling behind that 
of Asian neighbours. In future, Singapore 
may have to settle for the slower expansion: 
associated with advanced economies. With 
its population rising more slowly and most: 
of its infrastructural development complete, — 
it will be difficult to squeeze much growth 
from domestic demand alone. It thus needs 
to link its skills and capital directly to faster 







growing areas in Asia, and elsewhere. 

This need coincides with another: the 
requirement to find a home for Singapore's 
savings surplus. In contrast to the period 
up to 1985, when Singapore was a net im- 
porter of capital, the republic had a savings 
surplus of 7% of GDP in 1990. Gross national 
savings has been exceeding gross capital 
formation since 1986. 

In Singapore, this surplus either cannot 
be invested at all, or can achieve only low 
yields, Overseas investment in equities is 
the safe option for an economy suffering 
chronic surpluses. Direct investment is a 
higher-risk, higher-reward alternative. 

The government has taken a series of 
steps in the past few years to push Singa- 
pore’s cash-rich, but generally insular, com- 
panies to invest abroad, and to increase 
both the numbers and skill level of the 
population: These policies range from offer- 
_° ing fast-track permanent residencies to 
. people from Hongkong to granting tax cre- 
„dits on income derived by Singapore com- 
-= panies through direct investments abroad. 
: Unremitted income, though subject to dec- 
laration, is not taxed. 

The country’s success in the past quar- 
ter-century is largely due to its having been 
sundered from Malaysia in 1965 — a step 
which forced it to carve its own deve- 
lopment path and focus on its domestic 
needs. Untroubled by the threat of being 
“swamped by migrants from rural Malaysia, 
or having to tailor trade and investment 
«policies to. those of a larger and more 
diverse federation, the city was able to 















build its success on free-port status. As 
one senior Singapore Government official 
put it recently: “Rather than accommodate 
all those who wanted to come, we had the 
privilege of picking and choosing whom 
we wanted, to build the best city possi- 
ble.” 

These policies, having largely achieved 
their goals, have now also reached their 
limits. As The Next Lap says: “No city which 
draws only on indigenous talent can main- 
tain its excellence. London draws from the 
whole United Kingdom, New York from 
the whole world.” 

Thus Singapore is now keen to pull 
in skilled people, particularly Overseas 
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Chinese, not only from Hongkong but also 
from the US and, in some selected cases, 
from China. 

The traditional source of migration into 
Singapore has been Malaysian-Chinese, 
who have close ties to Singapore's Chinese, 
and who have felt discriminated against 
by Malaysia’s preferential treatment for 
Malays. But this source is drying up. In- 
creasingly, Malaysian-Chinese profession- 
als favour Australia and Canada, while 
their business counterparts see advantages 
in staying at home in Malaysia's bigger and 
less regulated economy. 

Singapore must therefore reach further 
afield for fresh blood. Its goal of keeping 











INVESTMENT 2 


Singapore is no stranger 
to either portfolio or di- 
rect investment abroad. 
What is going to be dif- 
ferent in future is the na- 
ture and scale of it. At 
the end of last year, the 
i government had official 
foreign reserves of S$48.5 billion (US$27 
billion). In Asia, this amount was lower 
only than the reserves of Japan and 
Taiwan. On a per-capita basis, it was 
higher than both of them. Most of the re- 
serves are thought to be held in the form 
of portfolio investment, with a small por- 
tion in direct investment. 

This huge hoard is largely managed 
by the Government of Singapore In- 
vestment Corp. (GsiC). The GsiC does 
not report to parliament but is run by 
a board headed by former prime mini- 
ster, now senior minister, Lee Kuan Yew. 
Almost no information is available to 
aoe 











The money managers 


the public about its investment strategy. 
Sources say most of the GSIC’s assets 
are invested conservatively in bonds and 
blue-chip equities in the US, Japan and 
Europe, with smaller portions in shares in 
smaller economies, real estate and gold. 
Official figures are thought to under- 
estimate the true value of the reserves 
since GSIC’s holdings are said not to be ac- 
tively traded and are reported at book 
value. Some sources believe the market 
value of the assets may be at least 50% 
higher than the reported figure. 
Although the Singapore Government 
may utilise a small part of the csic funds 
in its internationalisation drive, it seems 
unlikely that any significant part of the 
portfolio will be liquidated for direct in- 
vestment. This is because the govern- 
ment, while it has no foreign liabilities, 
faces a huge domestic liability in the form 
of its compulsory pension scheme. 
The Central Provident Fund (CPF), built 


by withholding about 40% of all wages, 
had a total of 5$40.7 billion due to its 
members at the end of last year. The CPF 
keeps its assets mostly in securities issued 
by the Monetary Authority of Singapore. 

Indirectly, therefore; the CPF lends to 
the government, though the funds are 

needed in view of the persistent 
budget surpluses. To place these funds in 
Singapore dollars, which are not inter- 
nationalised, would increase liquidity. 
The government therefore converts part 
of the surplus funds into foreign assets. 

A laissez-faire way to achieve inter- 
nationalisation would be to reduce the en- 
forced savings implied in the CPF so that 
wage earners could invest the money as 
they saw fit, either directly abroad, or in 
the stocks of Singapore companies that 
want to invest abroad, or in private pen- 
sion funds. 

One reason why individuals in Hong- 
kong have accumulated such large invest- 
ments abroad is their freedom to invest, 
either directly or through local companies 
which have major interests overseas. But 
the Singapore Government, out of convic- 
tion, is not inclined to take this route, pre- 
ferring not only to make saving compul- 
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the Chinese population at around 76% of 

the total makes Hongkong, nervous about 

1997, the logical recruiting ground. Profes- 
; sionals from South Asia, as well as from 
<; mainland China, have also been admitted 
©. on a more selective basis. Meanwhile, reg- 
| ular recruitment missions scour US and 
|. British universities for talented Asians. 


espite strenuous efforts, only a 
few thousand Hongkong families 
have so far relocated to Singa- 
: pore. Most Hongkong profes- 
| sionals still prefer to emigrate to the de- 
©- veloped countries. Whether this will 
| change will depend on developments in 
. Hongkong as much as the attractions of 
- Singapore. About 33,000 Hongkong 
| families have been given residence rights 
|© which do not have to be used for up to 10 
years. 

The “Singapore International” path, 
though it may help solve some of the coun- 
try’s current problems, is also likely to 
create new ones. 

Although newcomers like the amenities 
and cultural milieu of Singapore, they are 
often in no hurry to become citizens. That 
would require them to undertake national 
service. Many thus prefer to remain perma- 
nent residents, which gives them almost all 
rights except a vote. 

This let-out has created some resent- 
ment among Singaporeans. Calls are al- 
ready being heard for Singaporean citizens 
to receive tax breaks for the time they 
spend on national service. 


The government's aim is to create a. 
number of concentric circles: an inner one 
for Singaporeans, widening to permanent 
residents, foreigners resident in Singapore 
and finally to “a penumbra” of friends of 
Singapore abroad. 

Singapore already possesses some of the 
pre-requisites of an international city. More 
multi-racial than Hongkong, its population 
speaks both English and Mandarin. This 
facility gives it a built-in advantage as a re- 
gional headquarters for multinationals, and 
they have been flocking there. Should 
Hongkong become more insular after its re- 
turn to Chinese rule in 1997, with little 
room for non-Chinese, the attractions of 
Singapore over Hongkong will become 
even clearer. 

Weighed against such positive attributes 
are several negative factors. Singapore has 
a poor record on allowing not just press but 
also business freedoms. This is true not just 
in comparison with freewheeling Hong- 
kong but also against almost all the repub- 
li's neighbours. And almost nowhere in 
the capitalist world does the government 
control such a high proportion of savings 
and investment — a factor which has prob- 
ably held back internationalisation. 

The dilemma that the policymakers will 
have to face is how to make use of Singa- 
pore’s strengths to build a more open city 
when the past quarter-century has been 
spent on instilling a fortress mentality and 
single-minded nationalism. 

Nor is it dear whether Singaporean 
managers, used to a tight-knit society, gov- 


ernment patronage and complete peace 
the labour front; will prove as eẹffectiv 
abroad as they have at home. It also. 
mains to seen whether Singapore will. really 
allow business freedom for its mana 
overseas or for foreign managers of com 
panies that it acquires. 

Internationalisation also has implic 
tions for Singapore's domestic social an 
political scene. Some see it being caught be- 
tween the old nationalism and new cos- 
mopolitan aspirations. a 

A freer flow of information, greater 
openness to new ideas and intellectual de~ 
bate are all part of changing expectations. 
But there are finite limits, and perhaps an. 


ideological barrier, to an open, plural so- © 
ciety. Acting Minister for Information and. 
the Arts Brig.-Gen. George Yeo said recent- | 


ly: “It is not possible to allow total free flow 


of information; it is not a means to an end © 


. One reason why the Americans have 
lost their competitive edge is because they 
are so open and it is possible for com- 
petitors to know everything that.is taking ` 
place in that country.” 

In other words, a free flow of informa-_ 
tion, far from being seen as economically 
productive, is regarded as hurting a coum 
tys competitiveness — something Singa-` 
pore’s planners do not want to happen. 

But a Singapore which thrives by ex- 
porting capital and management, and im- 
porting assorted Asian talents, may. find _ 
national interest increasingly hard to de- 
fine. Internationalism _ has 
dynamics. ee e 








sory, but also to ensure that the proceeds 
are invested cautiously. 

The bulk of the funds for acquiring di- 
rect assets abroad is likely to come from 


the $$2.5 billion cash estimated by Minis- 


ter of Finance Richard Hu to be held by 
another government holding company, 
Temasek Holdings. Hu says that this cash 
is the result of the recent privatisation of 
government-owned companies. 

Temasek is used by the government to 
hold its stakes in such blue-chip corpora- 
tions as Singapore Airlines, Keppel Corp. 
and DBS Bank, all of which started as gov- 
ermment-owned companies, and in which 
Temasek still maintains a controlling 
stake. Temasek also has stakes in the local 
zoo and the local lottery. 

Temasek’s funds are just waiting to be 
invested. Hu told parliament in March 
that Singapore is looking to invest in in- 
dustries that Singapore does not have 
within its borders, He gave as examples 
“forestry and extractive industries.” 

Temasek, Hu said, is also interested in 
working with multinationals that are not 
yet present in a big way in the region. He 
said Temasek can help such companies 
establish linkages in the region and act as 
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a “friendly, long-term shareholder,” while 
leaving the running in the hands of the 
original managers. 

The government's coffers are likely to 
bulge with at least another S$2 billion after 
the privatisation of the telecommunica- 
tions monopoly next year, and later the 
privatisation of the Public Utilities Board. 

In addition to these, the conservatively 
managed companies of Singapore are sit- 
ting on substantial amounts of cash. Ana- 


2 lysts estimate that the top 20 corporations : 
> have $$2 billion available and that other: 
= statutory boards, such as the Economic 


Development Board (EDB), also have. 
funds for investment. 

The EDs has indicated that it is willing 
to provide seed capital as well as take an 
equity stake in companies that it sees as 
having technology that should be brought 
into Singapore or should be available to 
Singapore-based companies. In April, the 
EDB announced a wafer-fabrication ven- 
ture with Texas Instruments, Hewlett Pac- 
kard and Canon. The venture will make 
semi-conductors in Singapore, with the 
EDB initially investing US$27 million. 

It is only in the past two years that the | 
EDB, which used to concern itself solely 
with attracting inward investment, has 
started promoting itself as being also com- 
mitted to boosting investment abroad. uh 

In 1990, Singapore's direct foreign in- 
vestment abroad totalled $$617 million in- 
vested in 24 projects, according to the EDB, | 
the only public source of such: data. Sixe > 
teen of these projects were in the US, with | 
the others spread among Asean countries; | 
Australia, Hongkong and India; one was. | 
in Europe. 
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Banque Internationale à Luxembourg 
can lay claim to authentic and original 
special features which give it a very par- 
‘| ticular character, a character unique in 
Luxembourg ~ and very distinguished 
¿z| elsewhere in the world. 

zod In the Pacifie region, South-East Asia 
offers firm opportunities for BIL be- 
cause of the bank’s long-standing pre- 
sence in Singapore and already highly 
developed business relationships in 
Thailand, Malaysia, Indonesia, South 
| Korea, the Philippines and Japan which 
are recognized as being most desirable 
areas for operations. 











BFCE Ss Francaise 2 
du Commerce Extérieur 


| Two prominent features stand out in the 
results of BFCE in 1990: the improve- 
ment in operating income and the 
strengthening of the Bank's financial 
base. 
BFCE’s net banking operating income 
increased 6.7%, reaching FRF 1.8 bil- 
lion. This advance resulted from the ef- 
fect on its treasury position of the in- 
crease in capital and provisions and 
from the continued across-the-board 
improvement in the Bank's commercial 
activity. Net operating income rose to 
FRF 391 million, an increase of 37.7% over the 1989 figure. 
Furthermore, the Bank’s share capital was increased by FRF 1.1 
billion, rising to FRF 2.1 billion. 
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Boral Limited, one of Australia's largest 
and strongest companies, is a leader in the 
supply and production of materials for the 
building and construction industries, a 
major engineering and manufacturing 
company, and a supplier of gas. 





Boral also operates in many countries 
outside Australia, including the USA, 
Canada, England, Germany, The Nether- 
lands and the Asia/Pacific region. 


For the financial year ended June 1990 the 
Boral Group after tax profit was $AUS322 
million, a record for the twentieth success- 
ive year. 


The British Petroleum Company p.l.c. is 
one of the world’s largest international 
petroleum. and petrochemical .compan- 
ies. Key strengths are in exploration and 
production, refining and marketing, and 
in chemicals. The company also has im- 
‘portant interests in nutrition. It supports 
all its businesses. with high quality: re- 
“search and technology: About 35% of 
BP's fixed assets are in the USA. 
BP shares are quoted on stock exchanges 
in the UK, the USA, Japan, Canada, 
Switzerland, France, Germany and the 
Netherlands. 


CAP GEMINI SOGETI 


CAP GEMINI SOGETI, an independent and public group with about 
19.000 employees, is one of the leading computer professional services 
companies in the world and the largest in Europe: In 1990; CAP GE- 
MINI SOGETI realized consolidated revenues of FF. 9.17 billion (+30%) 
distributed among the United States (CGA) and Europe. Net profitabil- 
ity after taxes reached FF 623 million (+17%), which represents 6.8% of 
revenue, 


The company is registered on the Monthly Settlement Market of the 
Paris Stock Exchange and its leadership is acknowledged in all ad- 
vanced software technologies. 


CSX Corporation E 


CSX Corporation, with assets of $13 billion 

f and 1990 revenue of $8.2 billion, is an 

international. transportation services com- 

pany with principal business in rail freight, 

g Ocean container shipping, intermodal car- 

riage, inland barging, trucking, warehous- 

ing, distribution and related services. The 

§ company also has interests in real estate, 

resorts and technology. Headquarters are 
-in Richmond, Va. i 





CORPORATE 


Federal-Mogul - Corporation headquar- 
tered in Southfield, Michigan, is a manu- 
facturer and worldwide distributor of pro- 
ducts ranging from precision parts for the 
transportation, farm equipment, construc- 
‘tion. and manufacturing industries to 
aerospace and electronic components. 
‘Shares of this billion-dollar corporation are 
traded on the New York and Pacific Stock 
Exchanges. 


Inquiries should be sent to: 
Barry Murphy 
Investor Relations 
Federal-Mogul Corporation 
P. O. Box 1966 
Detroit, MI 48235 or call: 1-800-521-8607 
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Pechiney is one of France's foremost industrial groups. 
It is composed of 200 manufacturing and commercial companies 
(with 350 production plants) established and operating in coun- 
tries spanning the globe. 
With the world’s major corporations as its customers and business 
partners, Pechiney is focusing on, and strongly developing, four 
main sectors of activities, namely: 
Packaging (No, 1 worldwide) 
Aluminium (the world’s third-largest producer) 
Engineered products (No. 1 worldwide in parts and compon- 
ents for aircraft engines) 
Ferroalloys, nuclear fuels and zirconium for peaceful nuclear 
applications (No. 1 worldwide) 
The Pechiney Group employs 70,000 people and, in 1990, recorded 
sales totalling FF 77 billions. 


The next Review Corporate Reports section will ap- 
pear in the October 10, 1991 issue. To advertise 
your message, send your advertising copy (up to 80 
words), company logo and a copy of your annual 
report. We will typeset your advertisement free of 
charge and process all responses for you, supplying 
you with preaddressed labels for all respondents. 
The cost is only US$915 per insertion. 


Make your booking NOW. Contact your local 
Review representative or Thomas Harter, Tel: (852) 
832-8461 of Fax: (852) 834-6051. 


(@ RHONE-POULENC. 


*.7th chemical and pharmaceutical group. in 
— the world and number one in France, 

* TT% of sales realised outside of France: 

* THREE CORE BUSINESSES 


Life sciences (Health + Apoy 43% of sale’ 
in 1990 


Advanced materials and applied spec 
chemicals: 35% of sales in 1990 

Organic and inorganic intermediat 

af sales in 1990 


* KEY 1996 CONSOL: IDATED F TOURES 
Sales ) 
Operating income FFS £680 millian - 
Net income FEI 1942 m 
Number of employees: 91800 e 


* Rhône-Poulenc is traded on London (SEAQ) and Paris stack exchan 
well as on the New-York Stock Exchange (NYSE}. s 


Ẹ Schindler is Europe's largest and the. 
world’s second-largest manufacturer” of 
elevators and escalators. 
Schindler offers its products and services in 
more than 100 countries in Europe, Asia, 
Africa, Australia, North America and South’ 
America. The corporation's principal-lines 
are elevators, escalators, rolling-stack 
manufacture and service. 
Group key figures in fiscal 1990 were: 
Orders received SFr. 3.498 billion (17$2:733 
| billion), operating income SFr. 3.680 billion 
(U$2.875 billion), net profit SFr. 133.6 mil- 
+lion (U$104.40 million), Cash flow SFr. 
257.4 million (U$201.1 million), investments SFr, 173.8 million ($135.8 
million}. Schindler has 31,989 employees. (Exchange rate applied: 
1 U$-1.28 Swiss Francs.) 
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Singapore trailblazers report mixed fortunes 








The metamorphosis of 
Singapore Inc. from an 
exportdriven economy 
to a diversified region- 
al investor is being 
loosely coordinated by 
the island republic's gov- 
< wo ernment. Although Sin- 
gapore officials will not specify an amount, 
analysts speculate that at least up to 
_ 3$2 billion. of government funds is avail- 
able for investment in the Asia-Pacific re- 

gion. 
<o “In the earlier phase of our economic de- 
velopment, we had sought to establish lin- 
_-kages with the rest of the world, or Outer 
Globalisation” says a spokesman for the 
~ government's Economic Development 
Board (EDB). “Now we are examining oppor- 
tunities for linkages within the region, or 
Inner Globalisation.” 

On 6 May, the government announced 
its single biggest overseas outlay, worth a 
total of US$465.5 million. The government's 
two investment arms, Temasek Holdings 
and the Government of Singapore Invest- 
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republic's 


er China by the end of the decade. 








in May. 


| With Hongkong facing political uncer- 


Singapore investment in 
China and Hongkong is 
minuscule. But if action 
matches rhetoric in the 
coming years, the island 
state-linked 
firms will be playing an 
important role in Great- 


High-level contacts between Singapore 
leaders and communist and colonial ad- 
ministrators have escalated in the past six 
months. Former prime minister Lee Kuan 
Yew visited China and Hongkong last 
year in the wake of the establishment of 
diplomatic links with Peking; Finance 
Minister Richard Hu and acting Minister 
for Information and the Arts Brig.-Gen. 
George Yeo were in Hongkong in April; 
and Deputy Prime. Minister Lee Hsien 
Loong travelled to China and Hongkong 


in New Zealand conglomerate Brierley In- 
vestments Ltd (BIL), and a 30% interest in 
its wholly owned British hotel group, 
Mount Charlotte. Singapore says it ulti- 
mately intends to increase its stake in the 
parent company to 10%, making it the 
biggest individual investor. 

Temasek and Gsic, according to ana- 
lysts, could now be looking to broker a tie- 
up between national carrier Singapore Air- 
lines (SIA) and Air New Zealand (35% 
owned by BIL). The 104 hotels owned by 
Monnt Charlotte could become a feature of 
holiday packages offered by SIA. 

Lee Ek Tieng, chairman of Temasek and 
csic, told the REVIEW that he does not rule 
out direct investment in any country in the 
region that enjoys political stability and 
good long-term economic prospects. 

The two agencies, which are estimated 
to have a hefty foreign portfolio of about 
US$40 billion, took their first (albeit passive) 
direct stake in a foreign company in 1989 in 
conjunction with Singapore food conglom- 
erate Yeo Hiap Sing. A 50% interest in US 
food company Chun King was acquired 
from R. J. R. Nabisco for US$52 million. But 





the two agencies have mainly undertaken 
portfolio investments and. property pur- 
chases in the US and, to amuch smaller de- 
gree, the EC. 

Singapore companies have spent about 
US$1 billion investing in the US since 1988, 
when the EDB set up a direct-investment 
unit to advise local firms on international 
expansion. Among the investors were SIA, 
Singapore Telecom, Far East Levingston 
Shipyard (FELS), Singapore Aerospace, and 
Keppel Corp. subsidiary Singmarine Indus- 
tries. 
Some companies were active in the US 
prior to 1988. Wearnes Brothers’ subsidiary 
Wearnes Technology in the mid-1980s took 
a friendly minority stake in Silicon Valley’s 
Advanced Logic Research. After acquiring 
the needed technology, Wearnes increased 
its stake and began producing personal- 
computers for distribution in the region, 
posting sales of $$835.8 million last year. 

These investments, which were de- 
signed to secure market access or critical 
technology, epitomised the outward thrust 
of Singapore Inc, In contrast, Singapore In- 
ternational is characterised by a shift from 
portfolio investment in the developed 
world to direct investment in the Asia- 
Pacific region. 

The Singapore authorities insist they 
have no investment blueprint. “Temasek 
and csic do not predetermine a sequence 
of investments by country,” says Temasek’s 
Lee. The government has restricted its influ- 
ence to encouraging its own agencies and 
state-linked firms to develop Singapore's 





On the China stage 


tainty and the relationship between the 
mainland and Taiwan developing rapidly 
but unpredictably, Singapore is seeking to 
use both its money and its ethnic links to 
act as an intermediary or honest broker in 
both business and political arenas. 

In China, a subsidiary of Far East 
Levingston Shipyard (FELS), which is part 
of the Keppel Group; Robert Kwok’s 
Shangri-La Hotel chain; and several con- 
struction companies have undertaken 
ventures. In Hongkong, the majority of 
Singapore’s banks and brokerages have 
established a presence. 

But it is the state-linked companies of 
the Sembawang Group and DBS Bank 
that have been nominated by the govern- 
ment to lead the charge. 

Sembawang chairman Ng Pock Too 
has been active in promoting the China 
initiative of Singapore International, mak- 
ing several trips to the mainland in the 
past six months. This paid off with a 


US$87.5 million contract, signed with 
Chinese aviation officials, to service over- 
seas flights at China’s airports and to train 
20 senior Chinese managers in Singapore. 

Hainan looms large in Singapore's 
plans for China. The island republic’s Eco- 
nomic Development Board (EDB) has ar- 
ranged for a flood of Singaporean com- 
pany executives to visit the province in the 
past year. Besides Sembawang, however, 
only two companies have invested. 

Overseas Union Enterprises, a con- 
struction firm, is building an office com- 
plex in Haikou, and Tat Aik Property, a 
unit of Tak Lee Bank, is developing a resi- 
dential site in the same city. 

Although there is a strong bond be- 
tween the province and Singapore's 
Hainanese community, it is unlikely to 
translate into a stream of investments, ac- 
cording to an executive from one of the 
government-linked firms. “It [Hainan] is 
simply too underdeveloped,” he says. 
Jurong Cement, for instance, had planned 
to move 50% of its production capacity to 
Hainan Island, in an US$8 million joint 
venture with the province. But it has since 
shelved the plan, owing to the lack of raw 
materials and a deep water port. 
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- ‘Three generations in the life of Singapore 















































domestic economy through offshore opera- 
tions, a so-called “GNP perspective.” 

Private companies will not acknowledge 
whether they have a defined role in this 
overseas investment programme. But, at 
the very least, the strategy is designed to 
ensure that they do not stumble in unfami- 
liar territory. 

The Singapore Government's policy 
was outlined to parliament in March by Fi- 
nance Minister Richard Hu. According to 
the minister, investment should be focused 
on foreign companies that can provide raw 
materials for Singapore industries, on 
global companies with a weak regional pre- 





Singapore firms also claim to be keen 
to take part in the Pudong development 
project in Shanghai, though, so far, there 
is little to show for it. Sembawang Hold- 
ings, in league with Central Package (Sin- 
gapore), has formed a joint-venture pro- 
ject with the Shanghai Foreign Trade 
Corp. and Shanghai Light Industrial Pro- 
ducts Import and Export Corp. to export 
Chinese light industrial products. 

But apart from this and several letters 
of intent signed by smaller Singaporean 
trading firms with Shanghai and Xiamen 
authorities, little of significance has 
materialised in eastern China, or even in 
southern China. Sembawang and FELS are 
part of a consortium operating in the so- 
called Chiwan Petroleum Supply Base in 
Shenzhen, which was supposed to service 
the hunt for oil in the South China Sea, 
but this investment is effectively dormant. 

It it is too early to tell whether Sem- 
bawang’s gamble on China will pay off. 
Other Singaporean firms have experi- 
enced mixed results. For example, the 
Kwok group’s Shangri-La Hotel chain, 
with operations in Shanghai, Shenzhen 
and Peking, has been badly hurt by the 
downturn in tourist traffic since June 1989. 


sence with whom Singapore could cooper- 
ate, and on new companies offering an 
early and enduring relationship. 

Many Singapore firms say their overseas 
investment objectives will not be altered by 
the government's high-profile arrival on the 
scene. Nor do many plan to seek out gov- 
ernment funds for overseas ventures. 
“Money isn’t a scarce commodity in Singa- 
pore,” argues an executive from one of the 
republic's top state-linked firms. 

“The csic and Temasek are not a great 
catalyst [for overseas expansion],” says the 
executive “The decision-making process for 
the Singapore Government is tough and 


One successful niche player, however, 
has been FELS’ local subsidiaries in China 
and Hongkong. FELS China and Norms 
Engineering have turned a profit in the 
past four years, after switching from a 
role in the Chiwan oil-service base into in- 
dustrial-engineering projects. Norms re- 
corded a turnover of US$2.5 million last 
year in China, primarily because of its in- 
dustrial-engineering work at the Panda 
Motor Works factory in Guangdong. FELS 
China, the group’s Hongkong-based sub- 
sidiary, generated US$12 million in rev- 
enue last year. 

The EDB was recently appointed the 
government's official agency for promot- 
ing investments in Shanghai's Pudong 
centre. Last year, DBS Bank became the 
anointed merchant bank for the Singapore 
Government in Hongkong, leading ana- 
lysts to speculate that it will be given the 
same role in China once the Peking au- 
thorities give the go ahead. 

DBS is setting up a joint-venture bank 
in Shanghai with the Agricultural Bank of 
China and two other foreign partners. It is 
looking for investment opportunities in 
Hongkong that would “lend stability” to 
the transfer of sovereignty, while 
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stockbroking sources say the bank is ac- 
tively considering a direct stake in Pearl 
Delta manufacturing. 


by the two government investment agen- 


even benefit twice: more business for its 









often too complicated. Let's face it, GSI 
Temasek are inherently conservative.” 

Some companies have not waited for. 
the initiative for regional expansion to come . 
from official sources. Keppel Corp. has led 
the way in the Philippines, with its Cebu 
Shipyard and Engineering Works and Kep- 
pel Philippine Shipyards, which together’ 
posted revenues of $$344 million last year. 
But only about 5% of the group’s 1990 pre- 
tax profit of S$225 million was derived from | 
overseas. It has other ventures on the 
drawing board in Thailand, Indonesia, 
Hongkong and China. 

NatSteel, which is 35%-owned by the 
government, derives only 8% of its annual 
revenue from overseas subsidiaries, which 
include a number of electronics factories in. | 
Malaysia and Indonesia. But, according to 
executive Richard Saron, “this figure will 
jump by leaps and bounds in the next five 
years.” NatSteel plans to build mini-steel 
mills in Malaysia, Thailand and Indonesia. 

Others Singapore companies, though, 
are wary of being brought under the ban- 
ner of Singapore International. Some have 
been bruised by lessons learned in their 
pioneering days. 

FELS is entangled in a US$656 million 
lawsuit with the former parent of its Texan: 
shipbuilding operation, Allison-McDermid. 
Yeo Hiap Sing has had a troubling time di- 
gesting its Chun King purchase, posting 
losses of $$330 million last year. And Kep- 
pel’s shipbuilding and repair operations in 
the Philippines are facing a severe down- 
turn in local business. s 


Sources say DBS is trying to spot prop- 
erty and media companies for investment 





cies, Temasek Holdings and the Govern- 
ment of Singapore Investment Corp. But a 
the government also wants to help the | | 
merchant bank and the fund-manage- ee 
ment capabilities of Singapore financia 
services firms in Hongkong by funnelling | © 
Singapore funds through them. 

The republics stock brokerages are 
moving swiftly to fill the gap left in Hong- 
kong by the departure of a number of US 
financial houses. G. K. Goh gained two 
seats on the territory's stock exchange and 
opened for business last month, joining 
Kim Eng Securities, DBS and OCBC Sec- 
urities. 

The hope, apparently, is that Singa- 
pore financial institutions can assume a 
greater role if fears over 1997 deter West- 
ern financial institutions. Singapore could 





firms in Hongkong, and foreign firms 
moving out of Hongkong to Singapore. 
m Ed Paisley 
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Brig.-Gen. George Yeo, Singapore's acting 
Minister for Information and the Arts, was 
in Hongkong in April for the opening of 
“the branch of the Development Bank of 
Singapore, which. will act-as local agent for 

‘the Government of Singapore Investment 
Corp. REVIEW editor Philip Bowring dis- 
cussed with him Singapore's internationali- 
sation strategy. Excerpts: 


Now that the Government Investment 
Corp. has an office in Hongkong, what 
__ kind of things do you think you are going 
to be investing in? 

Basically, areas in which the Singapo- 
-z rean: Government's participation will add 
value to a project, either because of opera- 
_~ tional similarities between Singapore and 
Hongkong, or the additional stability, in- 
cluding political stability, which we may 
bring to a project. The GIC has been invest- 
ing in a portfolio worldwide. Here we're 
thinking of taking a direct stake in com- 
panies and operations — that’s different. 





So you're thinking of southern China, as 
well as in Hongkong? 

No, we're concentrating on Hongkong 
right now. Of course, Hongkong projects 
might be involved with investment in 
China, but our principal concentration is in 
Hongkong. If this thing takes off, then we 
should look at China as well. 


-Would you like to invest in the new Hong- 
kong airport, if it goes ahead? 

We are watching it closely. If certain bits 
can be privatised, and it makes commercial 
sense for companies with expertise in those 
areas to invest in Hongkong, then we 
~-should consider that. I think Hongkong 
needs the airport. 





» Singapore and Hongkong share a lot of 
common history. How do you think it 
would affect Singapore if things go wrong 
in Hongkong — if Hongkong were to be- 
come just a large Chinese city, without a 
> semi-independent, city-state identity? 
~ Tt would be bad news for Singapore. 
After 4 June, we had to decide what was in 
the interest of Singapore — whether we 
should help Hongkong or whether we 
should seize the opportunity to get what 
we could from Hongkong. In the end we 
decided that in our own enlightened self- 
interest, and the interest of the region, it 
was better that we help ourselves by help- 
ing Hongkong. This would secure for Sin- 
gaporeans a place in Hongkong, enable 
_ Singaporeans to learn from the good points 

~. of Hongkong, and, later on, help get us an 
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The long-term view 


entree into China. 

A positive sum approach: it would be a 
gain, for Hongkong, for China, even for 
Britain. So, investment in Hongkong, pro- 
viding approvals in principle [to move to 
Singapore] rather than passports, helping 
Singaporeans to work in Hongkong, set- 
ting up the Singapore school here. 

We are not in this game for short-term 
gain. We take a long-term perspective, be- 
cause it is our belief that, over the long- 
term, China will prosper, then Hongkong 
will prosper. But the short term can be one 
hell of a roller-coaster ride! It makes sense 
for Hongkong interests to diversify out- 
wards. Therefore it must also make sense 
for foreigners to diversify into Hongkong. 

Even if there is some degradation in the 
performance of Hongkong, at the least it 
will be one very prosperous city in south- 
ern China. Even that is a good investment. 


How much influence do you think Singa- 
pore can have on the Hongkong situation? 

We can’t be a major player in Hong- 
kong, like the Americans or the Japanese. I 
would say a minor, but a not insignificant 
player. Singapore is too small to be 
threatening [to China], so it makes for a 
more comfortable relationship if we are 
junior partners. 


How do you see Singapore’s role in the 
Hongkong-China-Taiwan relationship? 

In the run-up and post-1997 it will be 
more difficult for Hongkong to play the in- 
termediary role [with Taiwan]. Of course, 
for large areas which are purely commer- 
cial, there’s no problem. But in areas which 
are inherently politically more sensitive, I 
think it may be easier for 
Singapore to play that 
role. But it is delicate as 
we are an independent 
country. 


What about in areas 
like the media? 

We see advantages 
in developing arrange- 
ments between us 
and Hongkong because 
technology is changing 
the broadcasting game. 
Trans-frontier broadcast- 
ing will become more 
important, markets will 
be merged, so if we do 
not stay ahead, we will 
fall behind. We are look- 
ing at Hongkong as a 
possible partner to help 
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Yeo: support for Hongkong. 






us achieve these two objectives: to privatise 
ourselves efficiently and to internationalise 
our operations. a 


Have you been having discussions here? 
Oh yes, ATV, TV8; Hutchvision and 
arf. 


Could the Singapore Broadcasting Corp. 
itself invest? 

Yes, it’s possible. Either ssc ‘itself or 
Temasek, or we can cobble together certain 
Singapore interests, just like Singapore 
Press Holdings has a small stake in South 
China Morning Post with UOB. 


Who are you most aiming at with the 
creation of the Singapore International 
Foundation? 

Over the last two years, spontaneously 
and with official encouragement, Singapore 
clubs and associations have been formed 
where Singapore interests are located. As 
the economy is internationalised it behoves 
us to organise this Singapore network over- 
seas. When Singaporeans organise — din- 
ners, Chinese New Year, holidays — in- 
evitably you get other people attending, 
who are not Singaporeans, but who: are 
Chinese, Indians, and customers of Sin- 
gaporeans. The idea of the foundation is to 
link Singaporeans together internationally, 
link outwards into that penumbra-of Over- 
seas Chinese and Indians and Malays who 
may feel comfortable working with or for 
Singaporeans. 


Have you got any other plans as far as Sin- 
gapore schools are concerned, apart from 
Hongkong? 

This is an experiment. If it works, I think 
we should think of replicating the idea in 
other cities. We need some kind of neutral 
network which connects Singaporeans to- 
gether. It is a challenge because there is a 
tendency for them to be. assimilated into 
their host community. 


Singaporeans are reluc- 
tant- to work overseas 
because the conditions 
are not as good as in 
Singapore? 

That's. part of the 
problem; it's comfor- 
table in Singapore, in 
terms of social 
amenities. The educa- 
tion system is another 
impediment because 
once they move out 
from Singapore, it is 
difficult for their child- 
ren to maintain it, which 
is why I. think. solving 
x the education problem is 

the -central point for 

us. a 


i Do you find often that 
g 
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Offshore... on course 


Steering the right course to successful offshore banking 
is plain sailing with the specialist facilities offered 
by Standard Chartered — a ‘comprehensive range of 
financial services designed to keep your investments 
secure and on target. 

For example, the Extra Value Deposit Account which 
has all the advantages of a current account and is available 
in Sterling or US Dollars. It also provides a cheque book, 
standing orders and monthly statements whilst paying a 
high rate of interest. 









© Minimum deposit only £1,000 or $2,000 





© Competitive rate ofinterest paid quarterly 





è No minimum withdrawal level 





è Tax not deducted at source 





@ No bank charges 


Standard % Chartered 
OPPSH ORE BANKING 
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Standard Chartered’s knowledge and proven experience 
offshore is available in a choice of three locations, Jersey, 
Guernsey or the Isle of Man. Each office offers the same 
range of products, identical interest rates and high level of 
service. To provide customers with the best possible 
attention a new account will be directed to the most 
appropriate branch unless any specific preference is 
indicated at the time of opening the account. 

Standard Chartered Bank. Offshore banking that’s plain sailing. 


Deposits made with offices of these Companies in the Channel Islands and the Isle of Man 
are not covered by the Deposits Protection Scheme under the Banking Act 1987. The paid up 
capital and reserves of the wo companies are, Standard Chartered Bank (Cl) Limited £30 
million and Standard Chartered Bank (Isle of Man) Limited over £3 million 


error een a - 
ME w further details complete the coupon and mail to: 
| Shirley Kung oR Gordon Wylie 


Standard Chartered Bank (C.L) Limited 
| 12th Floor, 4 - 4a Des Voeux Road Central 
Hong Kong. Tel:821 1599 Fax:877 0208 


Standard Chartered Bank (C.L) Limited. 
P.O. Box 89. Conway Street, St Helier, Jersey JES BYP, 
Channel Islands. Tel: (0534) 74001 Fax: (0534) 24890, 


| Please send me details of: (please tick / as required) 
| Trust Services 


| 5] Extra Value Deposit Account | Fixed Term Deposits 


ji International Health Plan [_] Fund/Investment Management 


| Name = = : 
| Address 

Tel/Fax A39 
1 anion of the lated audited arcaunte availahle an reauect 
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Just like the men of any other car manu- 
facturer, the throaty roar of engines on the race 
track sends the adrenaline pumping wildly in 
all Mercedes-Benz engineers, 

Far be it for them to rush headlong into the 
heat of competition and throw all caution to the 
wind, their sense of priority dictates that they 


do otherwise. 





Because every car that leaves the factory 
needs first to fulfil more tests and checks at 
every stage of production than there are words 
on this page. 

Here’s a case in point. Even though the 
concept of the impact-absorbing car body was 
conceived 38 years ago, Mercedes-Benz still 
feel compelled to crash-test new cars in the 
laboratory at the rate of one every 17 working 
hours in search of further refinements. 

Pre-production shakedown tests in excess 
of five million miles and engine machining 
tolerances as fine as 0.001 millimeter are a fact 
of life. 

As a result, it isn’t uncommon to find 
Mercedes-Benz technological innovations that 
have been more than 10 years in the making. 

Whether in research, development or 
production, this is the sort of thoroughness that 
distinguishes a Mercedes-Benz from any other 
car in the market today. 

Consequently, a Mercedes-Benz is as 
honest as a car can be. Well constructed, 
technologically advanced, safe, comfortable 
and reliable. 

But that shouldn’t come as a surprise. They 
form the cornerstone of a distinguished history 


and a proud tradition. 
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Mercedes-Benz 


| Engineered to move the human spirit. 





5100 Petaling Jaya Tel. 03-7572422 © NEPAL Deepak Gautam & Co, Hotel Sherpa Building. Durbar Marg, Kathmandu, Nepal. Tel (1) 222585, 228021, 227302, 229026 @ PHILIPPINES Commercial 
otors Corporation Mercedes Ave., Bo. San Miguel Pasig, Metro Manila 1299 Tel. 62-601431/601432 © SINGAPORE Cycle & Carriage Industries (1986) Pte Ltd 239 Alexandra Road Singapore 0315 
el. 4733122 @ SRI LANKA Diesel & Motor Engineering Co Ltd, 65 Jetawana Road, Dimo House. Colombo 14. Sri Lanka. Tel: (1) 447704 @ TAIWAN Capital Motors Inc 53 Nan Kang Road, Sec 3 Taipei 
el, 02-7826123 @ THAILAND Thonburi Phanich Co. Ltd. Bldg. No.3 70 Rachadamnoen Avenue Bangkok 10200 Tel. 02-2260021 sreuserveace 
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THINK OF US AS A VISION AID 





TWTC puts Asian opportunities in focus for you. With Intemational Trade Shows: 


Information services. And over 300,000 export items on permanent display. 
So if you want a clear perspective on your Asian operations, we have the right prescription, 


Come to TWTC, and improve your business vision. See us first. TRADE CENTER 


Operated by Bee Address: 5 Hsinyi Rd., Sec. 5. Taipei, Tetwon, ROC / Pax: (886-2)725-1314/ Tel: (02)725-111 
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Hongkong homes market in price scare 


Low-rise apartments 





` By Michael Taylor in Hongkong 
: A change in the lending patterns of 





Hongkong’s banks, combined with a 
: shortage of new housing coming to 
~ market, caused a mild acceleration in the 
` tise of property prices throughout 1990. 
_ However, the public perception that the 
_ territory's property prices have suddenly 
_ rocketed 20-30% is quite wrong. 

Given an underlying imbalance be- 
tween supply and effective demand, the re- 
__latively modest rises over the last year dem- 
onstrate the ability of local banks, develop- 
ers and the government to manage the ter- 
ritory’s purportedly free property market. 

The price-rise scare has been triggered 
by a series of new projects which have, 
indeed, seen spectacular price increases. 
Most extreme was the hectic speculation 
in early April at pre-sales of Sceneway 
Gardens, a Cheung Kong development. 
The average price paid on that day was 
HK$205 (US$26) per m? com- 
pared with the HK$155/m2 
which the development had 
fetched in November. 

However, an analysis by 
surveyors Levett & Bailey (L&B) 
of prices paid at 20 large resi- 
dential complexes throughout 
the territory shows just how 
aberrational the Sceneway Gar- 
dens prices were. 

L&B found that prices grew 
on average by 5.2% in the first 
three months of 1991, while 
“most selected developments 
showed reasonable growth of 
between 4% and 8%.” That 
speculation should surface at 
Sceneway Gardens is hardly 
surprising, given that last year 
another Cheung Kong residen- 
tial development received the 
ultimate Hongkong endorse- 
ment as an investment opportunity — a 
mini-gang war between triads battling for 
the right to buy. 

Even if the Sceneway Gardens prices 
were unrepresentative, they expose the 
first froth generated by a slowly gathering 
imbalance of demand over supply which 
does indeed threaten the stability of this 
subtly but effectively controlled market. 

Demand for apartments is steadily in- 
creasing, partly because of demographic 
and social changes. Over the past six years, 
the territory's population has grown by 7%. 
But the number of households has grown 
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at double that rate. 

Moreover, demand has been given a 
huge push by a late 1989 change in banking 
rules which has encouraged mortgage 
lending. The change, bringing into effect 
stipulations by the Bank for International 
Settlements (BIS), gave banks a 50% conces- 
sion on how loans backed by property 
count towards their capital-adequacy ratios. 

The effect was to transform the 
mortgage business into the most lucrative 
banking niche in a very lucrative banking 
town. As banks piled into the home-loan 
business, mortgages’ share of total bank 
lending in Hongkong rose from under 18% 
at the end of September 1989 to 21.5% at 
the end of March 1991. During this time, 
total lending was growing at about 17%, 
but mortgage lending grew almost twice as 
fast, at about 32%. 

Banking Commissioner Tony Nicolle 
says of the property concession: “It was 
one I fundamentally disagreed with in 


Rising demand and stagnant supply | 





flats built per q 
{units up to 78 m2} 











Total bank loans 
outstanding 
(Right scate) 





Hongkong, and I tried to introduce the BIS 
requirements without it. But the banks pro- 
tested — quite rightly I think — that if you 
are going to have international standards, 
you have to have it warts and all. I think we 
are now seeing the consequences.” 
Although demand has been growing 
quickly, supply over the last year has not 
kept pace. In 1990, fewer flats were built for 
sale in the prime areas of Hongkong Island 
and Kowloon than for many years. 
Private developers completed only 
13,422 flats in these areas last year, com- 
pared with an annual average of nearly 
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Proportion of Hongkang's 
| mortgages in total loans 






17,000 during the previous five years. The 
last time new supply was so scarce was in 
1984, when the market was reeling frm 
property and financial crashes. = 

Under these circumstances, the surprise 
is that prices of small flat have not risen fas- 
ter than the 11% which Hang Seng Bank 
estimates for 1990. This:was about the same 
as that year’s inflation rate, and much less 
than earnings increases in the territory's = 
manufacturing and service industries. 

The explanation is that the leading 
mortgage-providing banks, property de- 
velopers and the Hongkong Government 
all have an interest in ensuring that prices 
for residential property rise in an orderly 
fashion. Thus they ensure continued pro- 
fits while avoiding a repeat of the property 
crash of the early 1980s. . 

The largest but most unwieldy element 
of control is the government's public hous- © 
ing programme, which accommodates a © 
substantial share of Hongkong’s popula- __ 
tion, together with a publicly funded home- 
ownership scheme for civil servants. Both = _ 
these programmes enable the government 
to influence long-term demand for residen- 
tial property. z , 

The second element of control is more 
attuned to influencing shorter market con- 
ditions in order to promote orderly trading. 
Leading mortgage providers liaise with 
property developers about the = 
price of -new flats they are exe io 
pected to finance. Bargaining 
takes the form of property de- 
velopers agreeing to certain 
levels of guarantees to the : 
banks in return for mortgage 
support for their projects. 

The first signs of serious 
speculation early this year chal- : 
lenged this system. It is perhaps 
significant that the Hang Seng 
Bank — the largest and most 
profitable player in the Hong- 
kong mortgage market — has 
been at the forefront of warn- 
ings against banks over-egging 
the pudding. 

Although Hang Seng does 
not disclose what proportion of 
its asset portfolio consists of 
mortgages, it is clearly consider- 
able — above 50%, according 
to some analysts. : 

The bank has a dual interest in keeping 
speculation out of the market. First, any 
sudden escalation of prices followed by a 
slump would compromise the quality of 
the bank’s asset portfolio. Secondly, warn- 
ing against the ill effects of speculation — 
helps to lower competition in what is now . 
a much more competitive business. 

Whatever the reasons for Hang Seng’s 
warnings, their effectiveness is not in 
doubt. Most bankers seem to agree that the 
mortgage market is now much less com-. 
petitive than at the beginning of the year. w- 
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By Rigoberto Tigiao in Manila 
"Ņ ecurity Bank & Trust of the Philip- 
pines, which the late strongman Fer- 
aJ dinand Marcos used for his money- 
laundering purposes, is to begin focusing 
on the ethnic-Chinese community and links 
to capital in Taiwan. The new strategy has 
emerged from the institution’s quiet trans- 
formation into the country’s first Taiwan- 
ese-controlled bank. 

The change in Security Bank’s strategy 
was signalled at its annual shareholders’ 
meeting on 30 April, when a 
new board was installed. The 
papers for the purchase of a 
controlling 23% equity stake by 
the Hung brothers of Taipei- 
based Asian Securities Inc. had 








-Manila institution taken over by Taiwan group 


Bank beach-head 


Favila resigned as a director of invest- 
ment banker Exchange Capital to accept the 
Security Bank post. He had also worked for 
15 years for Metropolitan Bank & Trust, a 
Philippine bank with close Taiwan links. 

According to Dy, who purchased an 8% 
shareholding in Security Bank at the same 
time as the Hung brothers, Paul Y. Ung of 
the Chinese-Filipino family that owns Hud- 
son Paints Inc. and Century Chemicals Inc. 
plans to acquire 8% of the bank. This in- 
vestment would give the Taiwanese and 
Chinese-Filipino shareholders 40% of the 


Sec Bank’s new owners 


> TAIWANESE-DY GROUP 





been signed in February 1989. 
But the process of stock transfer 











was protracted, slowing the 
reorganisation sought. by the 
new owners. 

At the shareholders’ meet- 





chairman and Peter Favila pre- 
_-Sident. Dy, a Chinese Filipino, 
= is believed to have amassed 
` thuch of his fortune through his 








brokerage, ASI Securities, 
which is 20% owned by Asian 
Securities. He is also credited 


[Jacinto family 





bank’s equity. ee 

says the Hung brothers want to 
shift out of stockbroking and make a 
move into banking. He says the alliance 
of the Hungs with the Chinese-Filipino 
investors in Security Bank is intended 
to set up banks in Taipei and Hongkong 
to capitalise on trade between these busi- 
ness centres and Manila. The first phase 
of this plan involved the setting up of 
United World Commercial Bank in Taiwan 
in 1989, 

Security Bank officials say Taiwan capi- 
tal could help. the institution in the way 
Metropolitan Bank was bolstered by its 
Taipei branch in the 1980s. Taiwan funds 
helped Metropolitan Bank, the only Philip- 
pine bank with a presence in Taipei, grow 
into the second-largest private commercial 
bank in the Philippines. 

While Security Bank is ranked 20th 
among the country’s 30 commercial banks, 
the bank’s new financial back- 
ing could invigorate it, espe- 
cially as it has 69 branches in 
choice areas in Manila, giving it 
the sixth-largest banking net- 
work, In 1990, Security Bank's 
after-tax profit more than dou- 
bled from a year earlier to 
P151.9 million (US$5.4 million). 
The bank's revenue eased to 
P584 million from 2561.5 mil- 
lion. 

The management change at 
Security Bank reflects a recent 
trend in Philippine business. 
Dy, aged 36, and Favila, 42, 
represent a younger breed of 
Filipino entrepreneurs and pro- 
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with convincing the Hung 


fessionals who want to link up 
with foreign investors. 
Security Bank's ownership 








brothers — James and Wu Si — 
» to invest in Security Bank. 
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As from next April, the world’s biggest 
bank lender will be Japan’s “Sakura” 
Bank — not the most obvious choice for a 
financial institution, but the one selected 
by Mitsui Taiyo Kobe Bank to appeal to 
the public by association with Japan’s na- 
tional symbol, the cherry blossom. 

The current name was regarded as 
unwieldy for an entity created by the 
merger of Mitsui and Taiyo Kobe city 
banks in April 1990. At a cost of ¥3.5 bil- 
lion (US$26 million), the redesignation is 
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hardly cheap. 

Opinions of the new name among the 
Tokyo financial community range from 
“rather nice” to “ridiculous.” The di- 
vergence of view partly reflects the extent 
to which mergers are still regarded as 
alien in Japan. 

Mitsui Taiyo Kobe Bank’s name is to 
be changed one year ahead of the original 
three-year schedule in order to facilitate 
the unification of personnel, as bank offi- 
cials blandly phrase it. One Tokyo-based 
banking analyst was more blunt, describ- 
ing the move as “an attempt to give the 
impression that the merger is succeed- 
ing” and to foster a spurious “brother- 
hood” within the organisation. 

The move appears to have been influ- 
enced by previous strained mergers 
among Japanese banks. Dai-Ichi Bank 
and Nippon Kangyo Bank nominally 


structure has been a mirror of 
changes in Manila's post- 
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merged in 1971 to form Dai-Ichi Kangyo 
Bank. But the merger was not fully con- 
summated until last year, when their 
pension funds were combined. 

In Mitsui Taiyo Kobe's case, the bank 
drew its president from Mitsui and its 
chairman from Taiyo Kobe and analysts 
say that the new bank has yet to prove 
that it can quickly integrate its personnel 
and operations. 

Taiyo Kobe itself was formed in 1973 
from a merger of Taiyo and Kobe banks 
and both still have branches in their own 
names, along with branches bearing the 
name of Mitsui Bank. If the experience of 
a small bank in rural Okayama prefecture 
is anything to go by, a name change can 
prove popular with customers. The bank 
attracted 50,000 new depositors after it 
changed its name two years ago to To- 
mato Bank. @ Anthony Rowley 
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World War II business and politics. The 
bank was set up in 1951 by the Jacinto fam- 
ly. In the early 1970s, however, the family 
lost control to Ang Beng Uh and Ramon Siy 
Lai, Chinese-Filipino textile magnates who 
ere close allies of Marcos. 
Marcos had gained control of 40% of the 
bank by 1978 through two holding com- 
anies, Master Assets Inc. and Gainful 
Assets Inc. Another 18.7% of the bank’s 
equity is believed to have been held by 
er Marcos cronies. In this period, the 
bank was virtually transformed into Mar- 
_ cos’ personal plaything. 
-In 1988, opposition Sen. Juan Ponce En- 
rile tried to make a political issue out of the 
Sale of the Marcos holding companies by 
-the Presidential Commission on Good Gov- 
_ ernment (PCGG) two years earlier to a group 
_led by Manuel Zamora, a former Security 
_Bank chairman, and consisting of the Ang 
and Siy families. These companies’ hold- 
_ings, which still accounted for 40% of the 
_bank’s equity, were sold to the group at 
P161.1 million, or 2310 a share. 

Enrile later raised the alarm of “new 

cronyism” as Paul Aquino, President Cora- 

‘zon Aquino's brother-in-law, and Manuel 
Lopa, a business associate of the presi- 
„dents family, were nominated to the 
bank's board. The furore fizzled, but En- 
tile’s allegations highlighted the political di- 
„mension of Philippine banks. Zamora ad- 
mits that he did ask Aquino and Lopa to 
back up his assertions to the PCGG that he 
had never been a Marcos supporter. 

Zamora says his group purchased the 
Marcos-controlled shares to support the 
bank, which was near collapse because of 
the withdrawal of P1 billion in the final 
months of the Marcos presidency, to give it 
time to find new investors. He says a law 
limiting group holdings in banks to 20% 
forced him to seek investors quickly. But 
until the Hung brothers expressed an in- 
terest in the ailing bank in 1988, he says, in- 
vestors could not be found. The Hungs 
agreed to buy their stake in February 1989 
at 2354 a share. 

Records of the bank's stock-ownership 
changes indicate the difficult time Zamora 
encountered trying to win Central Bank ap- 
proval for the transfer of shares to the 
Hung brothers and Dy. To comply with a 
deadline for the group to dispose of its ex- 
cess equity in the bank, a 12% stake was 
put in the name of a dormant company 
owned by the Ang family, Bengsons In- 
vestment & Realty, in 1988. The remaining 
8% shareholding was assigned to Luis Vir- 
ata, president of Exchange Capital. 

Dy got his shareholding in February 
1989, when the Hung brothers initially ag- 
reed to take their equity position. But the 
transfer of shares to the Hungs was de- 
layed until August 1990, with documenta- 
tion for the transfer of a final 6.9% of the 
bank's equity to the brothers still in the pro- 
cess of being completed. a 
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Whistle 


blower 


US corporate raider T. Boone Pickens 
may have bowed out from Japan, but 
his cause has not died. Tetsuya Tsuka- 
tani, the 71-year-old former chairman of 
components maker Ichikoh, has taken 
up Pickens’ cudgels to try to smash 
Japan's keiretsu system of corporate 
cross-shareholdings. 

Tsukatani claims that the company 
he founded is manipulated by Japanese 
car-maker Nissan in the same way that 
rival _car-maker Toyota controls parts 
supplier Koito. Pickens is selling his 26% 
stake in Koito after battling unsuccess- 
fully for two years to gain board rep- 
resentation. 

In Tsukatani’s case, board represen- 
tation was not quite the issue. He 
daims he was “fired” in February by the 
Ichikoh board, of which he had been pre- 
sident for 12 years, and later chairman, 
for trying to preserve the supplier's in- 
dependence against its main customer. 
Ichikoh is now dominated by a board 
“faction” linked to Nissan, which has a 
20.9% stake in Ichikoh, says Tsukatani. 

Apart from filing criminal charges 
with the Tokyo prosecutor's office claim- 
ing that his resignation document was 
“forged” by Ichikoh directors, Tsukatani 
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is planning to tell the Washington au- 
thorities the details of the Nissan- 
Ichikoh relationship. 

By doing so, he is threatening to | 
blow the lid on what he claims is the un- 
just nature of the Japanese keiretsu:sys-" 
tem and to provide US officials with the- 
evidence they need to prove that such 
cartels violate not only Japanese but also | 
US anti-trust laws. i 

As the former Ichikoh president tells 
it, Japanese car makers compete so suc- 
cessfully in world markets because they 
screw down prices to the detriment of 
the supplier company’s profits. 

They also enjoy board and senior 
management influence out of propor- 
tion to their shareholding, Tsukatani ar- 
gues. Nissan has appointed two direc- 
tors to Ichikoh’s 21-member board but 
the former president claims that Nissan 
effectively co-opted other board mem- 
bers through its influence as Ichikoh’s 
main customer. 

Ichikoh’s US subsidiary supplies US 
car makers Chrysler and General Mo- 
tors. Tsukatani suggests that a major 





customer like Nissan could jeopardise | 


other customers’ interests through its 
stranglehold on a supplier's commercial 
policies, including pricing and delivery. 

Tsukatani’s willingness to speak out 
appears to be at least partly linked to the 
fact that his son — an Ichikoh director 
— appears to have been blocked in his 
attempt to succeed him one day as pre- 
sident. Nissan says it has the right to ex- 
press its views within an affiliated com- 
pany. u Anthony Rowley 
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Jakarta dithers over bourse computer system 


Automatic brake 





By Adam Schwarz in Jakarta 
T=: Jakarta Stock Exchange (JSE), in 





desperate need of automation after 
the explosive growth of 1988-90, is 
locked in bureaucratic infighting over 
which computer equipment to buy. If the 
final decision is left until after the exchange 
is privatised, at a date still to be agreed, 
trading volume will effectively be capped at 
the present level for the indefinite future. 
Brokers and industry officials say the 
leading contenders for the contract are 
specialist US firm Stratus Computer, whose 
package comes with software developed 
and used by the Vancouver Stock Ex- 
change, and the Stock Exchange of Singa- 
pore (SES), which offers a hybrid system 
capable of being customised for the Jakarta 
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bourse. 

Since August, Stratus sales representa- 
tives have been promoting a fully auto- 
mated, integrated trading and settlement 
system. If purchased, it would transform 


the JSE from a technological backwater into 


one of Asia’s most efficient bourses.. The 
system electronically matches buy and sell 
offers, and allows instantaneous. settle- 
ment. It sells for about US$10-11 million. 
The Stratus system, brokers say, is being 


highly recommended by a team of Price 


Waterhouse consultants attached to In- 
donesia’s Ministry of Finance (MOF). De 
tractors, however, say it is too ambitious for 
an undeveloped market such as the JSE, in. 
a country where phone lines and electricity 
are in short supply. 

The SES system provides automated 























trading and settlement, though these ac- 
tivities are not integrated. Sources say the 
SES has offered to provide customised 
software to Jakarta free of charge, with the 
hardware carrying a US$1-1.5 million tag. 
While the SES proposal appears to have 
the support of some senior MOF officials, 
many brokers are alarmed. They believe 
that Singaporean largesse comes with an 
ulterior motive: a cross-listing arrangement 
between the two bourses. This, say the 
brokers, would decimate trading volume 
on the Jakarta exchange. 
; The brokers’ suspicion is not un- 

founded. “A cross-listing arrangement 
would help the regionalisation of the SES, 
which is our objective,” said one senior Sin- 
gaporean official who requested anonym- 
ity. MOF sources say that Indonesia and Sin- 
gapore signed a memorandum of under- 
standing in early 1991 in which the two 
sides agreed to study the possibility of 
cross-listing shares. 

But Finance Minister Johannes Sumarlin 
says it is too early to consider cross-listing. 
= “We must develop our own market and 

our own brokers first,” he told the REVIEW. 
Another senior government official said In- 
-donesia would not consider cross-listing in 
‘the near term for fear of angering the 
_ Malaysian Government, which last year in- 
“stigated the decoupling. of the Kuala Lum- 
pur exchange from its counterpart across 
the Causeway. 


O firms offering computer sys- 



























tems include OM International from 
Sweden, which specialises in fu- 
© tures trading, and Tandem Computer, 
whose equipment is used in exchanges in 
Kuala Lumpur and Australia. 


nobody is sure who will make the choice. 
Presently, the MOF, its consultants and 
Bapepam, the agency which operates and 
supervises the JSE, are all studying compet- 
ing systems. Brokers, who ultimately will 
pay for the equipment, are also being 
wooed. 


“Tm going around making sales pitches, 

but I don’t know who's buying,” said Indri 
Gautama, president of Gemawidia Statindo 
Komputer, the Indonesian representative 
for Stratus. 
`- All involved say the final decision on 
computerisation should be made by the fu- 
ture owners of the JSE. But the debate on 
= how to privatise the exchange continues 
into its second year with no breakthrough 
apparently imminent. 

Meanwhile, the market's back-office 

- capabilities are becoming further strained, 
causing lengthy delays in clearing and settl- 
ing trades. “The manual [trading and settle- 

_ ment] system we have now puts an effec- 
<= five cap on daily turnover at about US$30 

million,” said the head of one foreign 
brokerage. “The market can’t grow until it 

automates.” z 


The issue is complicated by the fact that 







ECONOMIC MONITOR: HONGKONG 





Inflating expectations 


o relief is in sight for Hongkong’s 
twin problems of inflation and 
slow growth. In sharp contrast to 
the rest of the world, the colony 
continues to enjoy negative real interest 
rates and abundant liquidity and to suffer 
from the consequent asset-price inflation. 
Consumer prices continue to rise in- 
exorably, with the index growing by 12.9% 
in the year to March. A sharply deteriorating 
trade position may be the first indication that 
the past three years of easy adjustment to 
inflation are coming to an end. If a current- 
account surplus does not materialise this 
year, the result will be a classic squeeze in 
which inflation is brought down by a painful 
liquidity crunch. 
In October 1990, the M1 money supply, 
which consists of funds readily available for 
spending, began to expand after a year of 


Hongkong’s inflation still building 
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shrinking. In March, it had year-on-year 
growth of 6.1%. 

On a rolling 12-month average, real M1 
finally started growing in February. This 
change was reflected in the volume of retail 
sales, which rose 2% in the first two months 
of the year after stagnating in 1990. 

In recent months, broad-based M3 has 
been expanding at a 12-month nominal 
average of 20.8%, while real M3 has been 
climbing at a 6.4% rate. Bank lending 
has also been active. In March, total lend- 
ing jumped 36.7% from a year earlier, 
and Hongkong dollar lending increased 
14.8%. 

The Hongkong dollar has risen rapidly 
against major currencies since February, 
thanks to its link with the US dollar. This 
should lead to cheaper imports, but the 
signs are that distributors are pocketing the 
windfall. 
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The first sign of a slackening in Hong- 
kong’s tight labour market appeared in the 
early months of this year. Unemployment 
rose from 1.4% to 1.8% in the first three 
months, and underemployment rose to 
1.1% from 0.5% in the same period. 

Further, industrial production eased in 
1990 even though the territory’s manufac- 
turers fought back from a year-on-year 
3.7% output decline in the first quarter to 
show a 3.1% gain in the final three months. 
The industrial index, which attempts to 
measure the volume of production, ended 
the year 0.8% lower than in 1989. As usual, 
the best performances were to be found in 
the food, alcoholic beverage and tobacco in- 
dustries, as well as the printing industry. 

Industry does not appear to be recover- 
ing this year. In the first few months of 
1991, orders on hand with manufacturers 
were at year-earlier levels. But if manufac- 
turing output is stagnant, there is evidence 
that the colony is adjusting to the pressures 
of stagflation by further emphasising its ser- 
vice industries. 

Manufacturers, for example, shed 10% 
of their labour force in.the 12-month period 
ended in February, with most job losses 
coming in the textile and plastics industries. 
Similarly, the construction industry pruned 
its workforce by 8%. Service industries, 
however, increased staffing by 4%, despite 
a 2% manpower cut by hotels. 

Meanwhile, wages are rising faster than. 
inflation. From December to February, the 
average worker in the manufacturing: in- 
dustry was earning 19% more than he:did 
in the year-earlier period, while wages of 
construction workers increased 18% and 
those of service-industry employees rose 
13%. 

Given the level of stagflation in Hong- 

kong and the loss of competitiveness. of 
its goods, it is hardly surprising that ex- 
ports in the first quarter rose a mere 4.4% 
from a year ago. But re-exports, which ac- 
count for nearly 70% of all exports and come 
principally from Hongkong-owned busi- 
nesses in southern China, rose 25.6% in the 
period. 
Imports in the first quarter rose 22.6% 
from a year earlier, ballooning the trade 
deficit to HK$9:8 billion (US$1.3 billion), 
more than three times the year-ago level. 

Perhaps more pertinent for Hongkong’s 
future role is the fact that the territory's in- 
visible trade surplus totalled HK$35 billion 
last year. In addition, southern China and 
Hongkong had a visible trade surplus of 
HK$126.8 billion which passed through the 
territory. w Michael Taylor 
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BRIEFING 


Textile group seeks 

MFA extension 

b> The 22-member International Textiles 
and Clothing Bureau (rrcB), which 
tepresents producing countries, agreed 
during a four-day meeting in Bali, 
Indonesia, to seek a 17-month extension 
to the Multi-Fibre Arrangement (MFA) 
governing textile exports. The existing MFA 
expires in July. Irce chairman Hassan 
Kartadjoemena appealed to importing 
countries not to impose new trade 
restrictions during the 17-month “interim 
extension.” He also appealed to other 
Asean nations besides Indonesia to join the 
ITCB, saying this would help strengthen the 
organisation in forthcoming trade talks 


under Gatt auspices. 


Singapore rig builder 

buys Hongkong stake 

> Far East Levingston Shipbuilding (FELS) 
of Singapore has bought a 42% stake in 
Hongkong construction firm Contech 
Holdings for HK$33.3 million (US$4.3 
million), Oil-rig builder FELS has an 
engineering subsidiary with projects in 
Hongkong and China. Contech is involved 
in specialist construction, project 
management and trading of construction 
materials. FELS acquired an option to buy 
another 18% of Contech for HK$13.5 
million within two years. 


US Congress committees 
extend trade-pact powers 

» Two key committees of the US Congress 
voted on 14 May to renew President 
George Bush’s “fast-track” authority to 
negotiate trade treaties. Renewal of Bush’s 
powers has come to be seen internationally 
as crucial to efforts to resolve international 
trade issues, in particular the derailed 
Uruguay Round of Gatt. Both the Senate 
Finance Committee and House of 
Representatives Ways and Means 
Committee supported the extension. 
Although the full Senate and House could 
still vote against fast-track authority before 
1 June, this was seen in Washington as 
unlikely. Under the fast-track legislation, 
Congress can accept or reject but not 
modify a trade pact. 


Operating profits decline 

by 4.7% in Japan 

> Operating profits of Japan’s top listed 
companies in the year to 31 March fell by 
4.7% from a year earlier despite a 3.2% rise 
in sales, the Tokyo-based Wako Research 
Institute of Economics reported. The 
decline in profits, the first annual drop in 
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four years, compared with a 7.4% 
increase in the previous fiscal year. 
Earnings were cut by a fall in stock 
values, rising labour costs and higher 
interest rates. 


South Korean farmers 

fight banana imports 

> South Korea's National Agricultural 
Cooperative Federation (NACF), the 
country’s largest farm group, has called on 
the government to limit surging banana 
imports. The NACF wants tariffs, now set at 
90%, to be increased and stricter quarantine 
regulations imposed. Imports of bananas 
were liberalised at the beginning of this 
year. About 100,000 tonnes of the fruit 
were imported in the first four months, 
compared with just 22,000 tonnes 

in all of 1990. The NACF predicts 

that domestic production will drop sharply 
this year from the 1990 figure of 26,000 
tonnes, 


Business indicators 








Shareholders back firm 
in Taiwan stock scandal 


> Shareholders of Taiwan’s Hualon- 
Teijron Corp. on 13 May rallied behind 
chairman Weng Yuo-ming and his brother 
Weng Da-ming who are under indictment 
for breach of trust and document forgery. 
At the company’s annual meeting, 
stockholders endorsed Hualon’s purchase 
of land from Weng Da-ming at a 300% 
premium to market value. They also 
approved the company’s heavily 
discounted sale of shares in an unlisted 
insurance company. The two beneficiaries 
of the sale have not been charged with any 
offence. They included the daughter of 
former communications minister Clement 
Chang, who was forced to resign by the 
scandal. 
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Urban incomes increase 
17.3% in South Korea 


> Urban workers’ average household 
income in South Korea rose 17.3% in 1990 
to Won 943,272 (US$1,305) a month, the = 
National Statistical Office said. Household 
spending rose 14.5% to Won 723,035. The 
government agency said it was unable to. 
obtain accurate figures on unearned 
income because self-employed workers 
refuse to provide information for fear of tax 
audits. : 


Burma opens motel 

near Chinese border 

> The Burmese Government has opened a 
four-storey motel, the country’s first, at 
Muse on the Sino-Burmese border. The 
40-room motel, costing Kyats 21.8 million 
(US$3.5 million), will serve business 
travellers, tourists and government 
officials. Motels are also to be built at 
Kawthaung, near the Thai border, and... 
Kyukok, Lashio and Kengtung, in eastern: 
Shan state, as part of moves to develop 
frontier areas. 


San Miguel announces 

China expansion plans 

> The biggest brewer in the Philippines, 
San Miguel Corp., on 15 May announced . 
a wholesale push into China. San Miguel’s 
listed Hongkong subsidiary, San Miguel 
Brewery, said it planned to set up seven 
joint-venture breweries in China over the -> 
next 10 years. San Miguel recently opened 
its first Chinese brewery in Canton. The 
Manila-based food and beverage 
conglomerate claims a 70% share of the 
Hongkong beer market. 


Construction, forestry 

spur Burmese growth 

> Burma’s economy grew by 5.6% in the 
year ended 31 March, according to 
government figures. Expansion was 
fuelled mainly by construction and 
forestry, which grew by 48% and 15.4% 
respectively. This reflects the government's 
vigorous campaign of constructing roads, 
bridges and buildings, and stepped-up 
logging operations which boosted border 
trade with Thailand and China. 
Agriculture, the key sector, grew by 6%, 
compared with rates of 5.2% and a 
negative 13.2% in the previous two years. 
Manufacturing growth was 4%, slowing 
from 9%. For the current fiscal year, the 
government is aiming at 4.9% growth, 
with major contributions expected from 
construction, mining and power- 
generation. 
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PRICES 


AND TRENDS 











Previous 3months Year 


Last sale to 13 May Latest week ago ago 
Gold London {2} 357.50 354.40 368.85 370.25 
Copper New York 13} 
Current delivery (May) 403.50 403.30 10745 125.05 
duly delivery 102.25 
Aluminium London (7) 
Current delivery (May) 1,935.00 1,325.00. 1,480.00 1,530.00 
Tin Kuala Lumpur (1) 15.30 15.09 14.77 47.17 
Cotton New York (3) 
Current delivery (Jul} 87,72 91.95 82.80 75.36 
Oct delivery 78.00 
Rubber Kuata Lumpur (8) 
Current delivery (Jun) 226.00 227.00 229.50 230.00 
Aug delivery 227.60 
Jute Dhaka (14) 410.00 410.00 410.00 410.00 
Palm Oi! Kuala Lumpur (4) 
Current delivery (May) 799.00 781.00 843.00 714.00 
duly delivery 773.00 
Sugar New York (3) 
Gurrent delivery idul} 7.63 7:80 861 14.88 
Oct delivery 7.47 
Pepper Singapore {9} 
Sarawak Asta bik 100% 225.00 225.00 275.00 322.50 
Wheat Chicago (5) 
Gurrent delivery (May) 287.60 277.00 250,60 381.40 
duly delivery 295.60 
Maize Chicago (6) 
Current delivery (May) 238.40 245.60 233.20 287.40 
-duly delivery 246.40 
‘Rice Bangkok {7} 
5% white fob 300.00 305.00 338.00 290.00 
Soyabeans Chicago {5} 
Current delivery {May} 564.46 884.00 586.20 632.00 
duly delivery 572.26 
Cocea New York (7) 
Current delivery (May) 966.00 1,003.00 4.133.00 1,290.00 
duly delivery 988.00 
Coffee New York {3} 
oo Gerent delivery {May} 8775 86.70 83.95 89.40 
_ duly delivery 89.46 
Petroleum. 
Sumatran light Tokyo (10} 18.05 18.00 24.00 15.95 
Brent : London'(10) 20.93 21.68 21.93 17.50 


üj MS ako: (2) US$-anoz @)USe.a ib (4). M$:a tonne 15) US¢ a 60 Ib bushel 
(6) USe-a 56 ib bushel {77 US$ a tonne (8) PSS1, Mea kg (8).5$ a 100 kg (10) USS a barrel 
#1) BWO, Chittagong/Mongla, USS a tome 


Source: Telerate, international Jute Organisation 


Economic indicators, selected Asian countries 





Australia China Hongkong 
Economic Growth % (real) (1) 
4990 0.5 5 23 
1991 2 6 3-4 
International Reserves ey 
“Latest : . US$16.18b (Feb) US$29.59b (Dec! na. 
Year. earlier US$13.27b US$17.96b na 
Trade Balance (total merchandise) 
Latest 3 months +US$0.590 Jan-Mar} +US$2.26b (Jan-Mar) -US$1.26b (Jan-Mar! 
= \Pravious 3 months +US$0.23b +US$3.82b -US$0.146 
o Near earlier -US$0.72b +US$0.82b -US$0.396 
Exports (7) 
‘Latest 3 months US$9.86b US$13.38b US$19,60b 
0% change previous 3months 3.6 35.3 -17.8 
% change year earlier +64 +24.2 +17.9 
Imports (7) 
Latest 3 months US$9.27b US$11.14b US$20.86b 
% change previous 3 months TA -34.0 -12.8 
7% change year-earlier 45.8 +107 +22.6 
Consumer Prices 
Base ; Jul 80-Jun 81=100 Feb 1990=100 Oct 84-Sept 85=100/2} 
Latest 3 months index average 214.5 {Oct-Dec} Jor 8(44} (Feb) 152.8 {Jan-Mar} 
%o change previous 3 months «42,7 +3.6 
%s change year earlier... 46.9 Ki 8 +11.8 
Money Supply (J = = : 
- Latest 7 A$200.59(9) (Feb Amb .1,361.28b (Jul-Sept} Terri 44b {Mar} 
2 change previous month “0.6 +7810} 
%e change year earlier +890: f 729g ae 7 


Currency deposit and bond yields i 


Currencies US$1 worth: 


Spot Previous 















13 May ratet weekt agot agot 
Australia dotiar 12857 i2820 o gM 1.3049 
Bangladesh* faka 35.80 36.8000 8580 34.00. 
Britain pound 0.5767 0.5845 0.808 0.5941 
Brunei dollar 1.7708 LTTB E72 1,849 
Burma* kyat 6.30 880 5.855 6.85 
Canada doliar 1.1501 A A508 1459 1.4778 
France tranc §,8025 “5.8635 4.985 5.54 
Germany mark 1.7435 1.733 4.4578 1.6426 
Hongkong dollar 7.7925 7.794 7.797 7:7905 
india rupee 20.4478 20:3479 18.6445 47.2563 
indonesia rupiah 1,943.00 1,941.00 4,911.00 1,829.00 
Japan yen 439.30 438.15 127.84 154.93 
Macau? pataca 8.05 8:05 8.05 805 
Malaysia dollar 2.7598 2.7595 2.689 2.696 
Nepal‘ rupee 32.00 24.00 
New Zealand lar 47018 41,7439 
Pakistan rupee 23.6563 21.8981 
Papua N.G. kina 0.95238 0.9519 0.9797 
Philippines peso 28.011 28.0495 22.875 
Singapore dollar 1.7708 Wn k 1.849 
South Korea won 726.90 723.00 707.70 
Sri Lanka rupee 40.83 40.91) 39.7803: 
Switzerland franc 1,4405 14675 13025 
Taiwan T dollar 27.3205. -2730 27A008 26.39": 
Thailand baht 25.685. 2565 : 2502: 25.81 


Communist countries: China US$-Rmb 5.2626 HK$: mt 0.66005 
Soviet Union US$-Rouble 0.5998: Laos USS=Kin 700.00 
Vietnam US$=Dong 7,920.00 Cambodia US$=Piel 600. 00 


Other: SDR1=US$1 33981 ECU1=US$1.19528 S$=MG1.55975° 
“Official rate tMiddie rate Source: Telerate for spot rates, Dao Heng Bank Lid fot official rates: 


Eurocurrency and Asian currency unit — rates Po}f 
3 42 10 year govt 


13 May waa months ‘oaks months bonds yield 
us$ 5.875 5.9375 6.0625 850 BOr 
Sterling 11875 11.4375 11125 10.9375 1020-2 
Yen 7.90625 775 79875 7.40825 BBR 
Swiss Fr. 8.0625 825 825 228.00 = 

Dm 8.8125 900° 9425 61875 “840° 
AS 10.8125 10.5625 1080.0 ° 10.625. 10.93 
cs 9.00 9.00 906258 9.1875 9.60 
ECU 9.8875 9.4375 


9.4375 9378 9.01 
fOffered rate Source: Telerate, Salomon Brothers : 
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| : ligeaally” aaa Taipei retreats after surge in week ending 14 May u a a 


a a s New York lethargy casts pall a a a Tokyo troubled as corporate reporting 
season looms a a a Hongkong regains upbeat mood a a a Bangkok plunges on lack f 
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Hongkong Kuala Lumpur Somba Manila (Lett sene 
Fokyo igh sca) Hang Seng | | KLSE Composite P BSE a Composite index, 
4,000 Nikkei Stock Index, 3,785.14 arene | 580 g _Index, 587.12 830 | 1,125.86 
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*Market capitalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets Monitor, a Review newsietter, 1 Jan. 1990-100 
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he credibility of Indonesian com- 
: pany accounting has slipped 
; another notch with the press dis- 
dosure that a number of state- 
‘owned enterprises and well-connected pri- 
‘vate cement companies owe money to state 
gas supplier Pertamina. The monopoly is 
reported to be owed a total of about Rps 80 
billion (US$40 million) for gas purchased by 
these firms. 
The ease with which state firms can 
avoid paying debts to utilities highlights the 
difficulties Finance Minister Johannes 
_ Sumarilin will face in trying to privatise state 
| enterprises over the next few years. Would- 
_be investors will need convincing that the 
financial statements of these firms, which 
ate audited by a state-owned firm, bear 
_ some resemblance to reality. 

The same holds true for private firms 
with connections strong enough to keep 
public-sector bill collectors at bay, tempora- 
rily at least. Punters, of course, do not take 
exception to investments enjoying prefe- 
tential treatment, but they become nervous 
| awhen they do not know if and when the 
favours will run out. 

Two of the firms said to be in arrears to 
\-Pertamina — Indocement and Semen 
|} Cibinong — are publicly listed. Brokers 
| wonder why they heard nothing of these 
|. debts at the time of the firms’ initial public 
offerings. Cibinong executive Hashim 
Djojohadikusumo, the son of a senior ad- 
< viser to President Suharto, flatly denies that 
| his firm has any outstanding debts to Per- 
-tamina. Indocement executive director 
| Judiono Tosin said that if his firm owed 
money for gas supplies, the amount would 
| be negligible. 

~~ Indocement is majority owned by a 
group of investors led by Liem Sioe Liong, 
Indonesia’s richest tycoon. Charity founda- 
tions headed by Suharto own minority 
stakes in the company. 

Even if Indocement has cleared its debts 
with Pertamina, it is not completely off the 
| hook, Shroff figures. A third cement com- 

¿pany alleged to be in arrears to Pertamina 
| - to the tune of US$21 million — is Tridaya 
| Manunggal Perkasa, which is owned 62.5% 
| by the same group of Liem investors that 
|. Owns most of Indocement, 

On 15 May, Indocement began promot- 
ing overseas a planned US$100-125 million 
| convertible bond issue underwritten by 


_ | Goldman Sachs. The bonds are expected to 


carry a coupon rate near 7% and a conver- 
sion premium of about 18%. The exact pur- 
pose of the funds to be raised is unknown 


-| But one broker said Indocement “is keen to 


“70 


SHROFF 


maintain its market share [now about 44%] 
in a growing market.” 

The betting is that Indocement will use 
the bond proceeds to buy the 37.5% of 
Tridaya not yet owned by the Liem invest- 
ors. Heavily indebted Tridaya is believed to 
have posted net losses in excess of Rps 30 
billion. 

To some of the investors who snapped 
up Indocement’s initial offering last year, 
the purchase of Tridaya does not look a 
great investment. To them, and to Shroff, it 
looks more like an attempt by Liem to bring 
a money-losing subsidiary into a listed veh- 
ide while neatly avoiding the pedestrian 
chore of disclosing financial information to 
the exchange and to the public. 

@ Adam Schwarz 


Bangkok research analysts should be mak- 
ing highly educated guesses on future com- 
pany performance. But when it comes to 
the Ratanarak family’s Siam City Cement 
and Bank of Ayudhya, 
many seem bewitched by 
their secrecy. 

Siam City’s report for the 
first quarter of 1991 should 
embarrass many of these 
analysts, who have pub- 
lished glowing reports on 
the company over the past 
year. All three members of 
the cement oligopoly re- 
ported a drop in after-tax 
profits. Siam Cement saw 
profits fall 5.5% and Jalap- 
rathan Cement’s earnings 
declined by 7.1%. For Siam 







8 | 








Age of ignorance 


billion (US$130 million). The amount is not 
only large for the banks, but also the price 
of the shares, at Baht 340 each, did not 
exactly impress investors. The market price 
before going ex-rights was Baht 420. 

Analysts have also assumed that 
Ayudhya’s excess cash and low provisions 
for bad loans are because of cautious 
policies. But how can the loan book's qual- 
ity be assessed when its contents are un- 
known? 

One explanation could be that they have 
been less prudent in provisioning than the 
other banks. Moreover, the heavy provi- 
sions of other banks reflect mid-1980s prob- 
lems, not new lending. An alternative in- 
terpretation is that the bank has failed to 
move with the times. A concentration on 
interbank lending is hardly imaginative. 

Both cement and. banks are good long- 
term bets on the Thai stockmarket. But it re- 
mains a mystery how the Ratanaraks. re- 
ceive more plaudits from the analysts for 

not answering questions 
i than their more forthright 
$ ‘competitors. -E Paul Handley 


Shroff sympathises. with 
Taiwan's Securities and Ex- 
change Commission (SEC) 
which wants to protect local 
investors from offshore 
mutual funds that promise 
the moon but deliver green 
cheese. But a blanket ban on 
advertising by firms selling 
these unit trusts is. hardly 
the answer. 
The ban does not dis- 


City, it was a whopping 32% g criminate between the good, 
slump, with no explanation Ayudhya’s chief executi the bad and the ugly. Jar- 
as to why its performance Krit Ratanarak. dine Fleming was permitted 
was so much worse than the more than three years ago to 


others. Outside shareholders expect better 
from a firm like Siam City which is ex- 
pected to tap the market for cash soon. 

Bank of Ayudhya outperformed many 
of its rivals in the first quarter. That will 
please those analysts who have rated it 
more highly than Bangkok Bank and Siam 
Commercial Bank. But the basis for that 
ranking was painfully thin: until May they 
said that the bank was flush with capital 
and would not need to raise funds (for 
another two years said Barclays de Zoete 
Wedd). 

Investors tired of the other banks’ semi- 
annual cash calls would have leaped at that 
idea. So it must have come as a shock in 
early May when Ayudhya announced a 
one-for-three rights issue worth Baht 3.4 
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offer advice on approved offshore funds to 
Taiwan. investors. : Fidelity of the US has 
also spent time and money in selling invest- 
ment products in Taiwan. As long as the 
ban continues, they will find it difficult to 
make a profit. 

What the SEC. should do is devise a 
method of screening offshore funds to pre- 
vent flim-flam trusts from being offered to 
the unwary. After three years of delibera- 
tions, it says it will take another 12 months 
to study the rules in Hongkong, Tokyo and 
London before coming up with its own reg- 
ulations. 

In 1990, US$7.7 billion worth of capital 
poured out of the country. Taiwan's invest- 
ors need more financial information about 
the outside world, not less. = Julian Baum 
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given us 


the impetus for expansion. 













Our results for last year have again 
broken all records and set us on the 
way to rapid expansion. 


Inthe Asia Pacific region, we are al- 
ready here, there and everywhere 
with offices or affiliates in Malaysia, 
Singapore, Thailand, Indonesia, 
Myanmar, Hong Kong, China, 
Vietnam, North Korea, Fiji, Papua 
New Guinea and Australia. Going 
further afield, we are also making 
our presence felt in the US. An 
achievement that a home-grown 
corporation with humble begin- 
nings in Malaysia can take much 


PROFIT BEFORE TAXATION 
EARNINGS /(LOSS) PER SHARE 





MBf Holdings Berhad — Full Year 1990 : 





GROUP 
1990 1989 
$'000 $000 
UP 46,855 9,757 
UP 11.4¢ (2¢) 





pride in. 


Today, our diverse 
interests include Fi- 
nancial Services, Card 
and Travel Services, 
Property and Con- 
struction, Education, 
Trading, Automobile 
Marketing and Distri- 
bution and Fast Food. 





The MBf Group has 
also proved that there 
can be unity in diver- 
sity. For in spite of the 
various interests we have, the divi- 
sions in the Group are deliberately 
designed to synergise and comple- 
ment each other, encouraging 
inter-dependency to maximise 
revenue potential, and retaining 
customer loyalty. 







TOTAL ASSETS 106.2 
599.0 $ MILLION 


472.6 
394.4 


1986 1987 1988 1989 1990 


~ a00 $ MILLION 







SOF PROFIT/(LOSS) BEFORE TAX 
4 $ MILLON 


-40 G81 


1986 1987 1988 1989 1990 


If your business takes you to this 
part of the world, you should come 
and talk toa home-grown corpo- 
rate leader, We have already made 
animpact inthe Asia Pacific region, 
and are making our presence felt 
around the world. 


250 SHAREHOLDERS FUNDS 219.5 


1986 1987 1988- 1989 1990 


For more information on the 
MBf Group of Companies, | 
contact our Executive Vice 

President (Corporate) at (03) - 
2618066 or fax (03) 2613280. 





« MBf HOLDINGS BHD 21st Floor, Plaza MBf, Jalan Ampang, P.O. Box 10966, 50730 Kuala Lumpur. Tel: 03-261 8066/261 6533 Fax: 03-261. 3280 + MBE 
Trading (S) Pte Ltd, MBf Leasing (S) Pte Lid, MBf Property, Services (S) Pte Lid 22, Malacca Street, #1 3.00, DBS Securities Building, Singapore (104, Tel: 
02-535 2911 Fax: 02-532 6553. MBf — Insight Travel Pte Ltd No.8 Craig Road.Singapore 0208. Tel: 02-227 1118 Fax: 02-227 4250 » MBAL (Thailand) Limited 


3rd Floor, Kian Gwan Building, 138-140, Wireless Road, Bangkok 10330, Thailand. Tel: 007 662-254 3360/1/2/3 Fax: 007 662-254 3364.© PT Sejahtera MBE 


Leasing No. 6, Jalan Sangaji, Jakarta — Pusat Indonesia, Indonesia. Tel: 007 6221 — 380 3091/2 Fax: 007 6221 — 364 5094 + MBF Card Services Myanmar 
Representative Office P.O. Box 490, No. 26B, Yaw Mingyi Street, Room (1), Dagon P.O., Yangon. Myanmar, « MasterCard International 12/?, Sing Pac 
Centre, 8, Queen's Road Central, Hong Kong. Tel: 007-852-5-216383 Fax: 007-852-8681464 + MBF Card Services Beijing Representative Office Room No. 
434, Kunlun Hotel, No. 2, Xin Yuan Nan Lu, Chao Yang District, Beijing, China, Tel/Fax: 007-861 — 500 3388 ext 434 © Bank for Foreign Trade of Vietnam 
Ho Chi Minh City Branch, 29, Bern Chuong Duong, District I, Ho Chi Minh City, Vietnam. Tel: 007-848-91490 Fax: 007-848-9840 © Foreign Trade Bank of 
The Democratic People’s Republic of Korea, Jung Song Dong, Central District, Pyong Yang, Democratic People's Republic of Korea. Tel: 007-850-2-36038 
Fax: 007-850-2-814467 © MBF Finance (PNG) Limited Ground Floor, Ela Beach Tower, Port Moresby, P.O. Box 860, Boroko, Papua New Guinea. Tek OOF 

75-21 3555/21 3664 Fax: 007 675-21 3480 + MBM Australia Ltd Level 5, 261 George Street, Sydney NSW 2000, GPO Box 2705, Sydney NSW 2001, Australia. 
Tel: 007 612-251 7033 Fax: 007 612-251 7062 








CLASSIFIED ADVERTIS! 


working for human right s| 


Head of Press and Publications Department 
£22,290 pa 


_ Amnesty International (Alf) is a voluntary movement of over a million people around the world who campaign 
for the release of prisoners of conscience. fair trials for political prisoners and an end to torture and the death 
“penalty. 

You will ensure that Al continues to build on its reputation as an independent, impartial movement which 
‘provides accurate information about human rights abuses worldwide and campaigns to get them stopped. 
Heading a department of 30 staff at the International Secretariat in London, you will manage Al's public 
nformation program in a range of languages and co-ordinate an international network of media and publicity 
xperts. 

you must have substantial public relations experience at senior management level, and experience of working 
with people from different cultures and working with voluntary organizations. You must be able to develop and 
Implement an international, multi-cultural and multi-lingual public information strategy and provide the raw 
materials and support to generate campaigns which can be implemented by Al's members. Excellent 
“interpersonal and communication skills are essential, as are an understanding of corporate management and 
roven management skills. You must speak fluent English and be able to travel. A working knowledge of 
rabic, French or Spanish is desirable. 









Closing date: 24th June 1991. 


amnesty 
international 


For further information and an application form please contact: 
Personnel Office. Amnesty international, international 
Secretariat, 1 Easton Street, London WC1X 8DJ, United 
Kingdom. Tel: (071) 837 3805 (24hr answerphone). 

Please quote reference number PP2. 


Miscellaneous 


AUSTRALIAN BILLIONS LOTTO 


FREE 6-Page informative brochure. | 
BILLION DOLLAR annual 





BUSINESS NEWS NETWORK 


The new English-language Asia-Pacific business arid financial 
satellite news network based in Hong Kong requires: 


SUB-EDITOR/RADIO PRESENTERS: 


Candidates should have several. years journalistic experience. 
Some familiarity with financial/business field an a vantage. 
Should demonstrate an interest/knowledge of Asian affairs and 
be willing to re-locate to Hong Kong. A suitable voice is essen- 
tial, although some training will be given. 


GRAPHICS DESIGNER/ART DIRECTOR: 


Candidate needs a broad range of experience in computer 
graphic design with multi-media application. Managerial skills 
ane a willingness to work closely with an editorial team are essen- 
tial. 





lump-sum TAX-FREE winnings. 
500,000 cash prizes won in 5 
separate Jackpot games every week. 
15-100 week plans from $10 p.w. 


ALS., GPO Box 7A, Melbourne 3001 






Australia. Fax: (+61-3) 527 2088 















DEGREE 
COURSES 
fare. a degree entirety at home. Private University 
oilers distarice-tearning degree programme: 
BUSINESS ADMINISTRATION 
ECONOMICS 
COMPUTER SCIENCE 
LAW 
HUMANITIES/PHILOSOPHY 
One year adult course places emphasis.on 
previous experience/knowiedge. Personal 
tutor provides one-to-one no-limit tuition. All 
tutors are highly skived professionals eminent 
in their field. No residence required 
Doctorate programmes available. 
Neil Gibson & Company, 


Dept: FERA, PO Box 3, Sudbury, Suffolk, 
England. Fax: +44/787 278478 


Publication 


The twice-a-year digest & direc- 
tory for the business traveller: 
This is 
Features « Business & Travel Tips « 
Maps * 100s.of, Business Contacts 
Issue TWO: US817 or HK$132 
incl. p&p. AMEX accepted 
Payable to: This is Vietnam 
Postal address: #38, 3 South Bay Close, 
Hong Kong. Faxo (852) 612 8048 


Published with ihe support. df the 
Vietnam. Chamber of Commerce and Indust 



































































If you have something 
to say... sayit 
in the Classifieds! 





COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic. Review's 








Successful applicants for these positions will be working in a new 
and exciting medium — Special Performance Television — a 
merging of digital audio and high resolution graphics to provide 
24 hour coverage of regional and international financial and busi- 
hess stories. C.V. pies expected salary to: Editor-in-Chief, Busi- 
ness News Network Limited (Ref. HK1), 1207 One Pacific Place, 
88 Queensway, Central, Hong Kong. Closing date: May 3ist. 


Reservations should be addressed to: 


Intemational Classified Manager 
Far Easter Economic Review, 
GPO Box 160, 
Hongkong 
$ Tet: 8328300 
Telex: 62497 REVAD HX 





This space is reserved for Classified Advertisements 








large and highly skilled editorial team have made it the premier 
source of information for those who do business, or have an in- 
terest, in or with Asia. As a testimony to the publication’s edito- 
rial quality, many Review articles have, over the years, been re- 
printed in newspapers, magazines, educational textbooks, news- 
letters etc throughout the world. 


Should you as an editor, publisher or on-behalf of an organisa- 
tion, educational establishment etc wish to inquire about our re- 
print and copyright charges, please address your correspondence 
to: 


Editor 
Review Publishing Company Limited, GPO Box 160, Hong Kong 
Tel: 8328381 Fax: 8345571 Telex: 75297 ECWEK HX 


We welcome inquiries from all interested parties and assure you 
of our prompt, individual attention. 








_ For QUALITY response... advertise in this section 
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sian Markets Monitor 
just plugged into 
Telerate 


Wren you wake up on Monday 


morning, switch on Telerate and key in 


~ page 35400. 


Asian Markets Monitor gives you the 
Asian analysis, along with stock tips, the 


latest market rumours and company 
features for long range planning. 


Compiled and edited by the Far Eastern 


Economic Review, Asia’s most 


oe -authoritative business war AMM 
provides stock investment information on: 
- Hongkong, Singapore, Thailand 























Malaysia, Philippines, Taiwan, China 


-South Korea, Indonesia, India 


Sri Lanka, Bangladesh and Pakistan. 

Find out what's happening. this week 
before the markets open. Plug into AMM — 
it’s free on Telerate fe for the next four weeks. 


LPELERATE 


Dow Jones Global information 


Find out how AMM can help your business. Contact your local Telerate Americas _ 


representative by returning the coupon or calling. 


Please tell me more about Asian Markets Monitor, Jon Telerate in print “4 both 


D already get AMM in print 


(3 Lama Telerate user 


Telerate Systems incorporated 
Harborside Financial Center, 

600 Plaza Two, Jersey City, NJ 07311, 
1-201-309-3000 

Europe/Gulf 

Telerate (Europe/Gulf) Limited, 
Winchmore House, 

12-15 Fetter Lane, 





Name (Please print) 


44-71-583-0044 





Asia/Pacific 
Telerate (Asia/Pacific) Limited, 





| ee ee ee | 


| 
l 
i 
— ~ || London EC4A 1BR, England 
l 
l 
l 


16/F Three Exchange Square, 
8 Connaught Place, Hong Kong 
“852-868-2687 


RO5S23AMMT 


Offer expires on 10 June 1991, after which you can contact Telerate for a free trial. 

























BUSINESS AFFAIRS 





RESEARCH AND 


INNOVATION 


Here come the dustbusters 


for semiconductor manufacturers 
its presence on the production line 
is like a tree that has crashed across a road. 

Inside chip factories, companies have 
gone to enormous lengths to devise ways 
to eliminate minute particles during chip 
production. Future generations of chips 
will require even more fastidiousness, so 
companies are spending a lot of mon 
to divelep i i a meted 
and equipment to prevent what is known 
as microcontamination. 

Microcontamination “is a basic problem 
of the industry. Either you address it or you 
go out of business,” says Steven Myers, an 
electronics analyst at Jardine Fleming Sec- 
urities in Tokyo. 

Microcontamination-control engi 
say a trace no bigger than one thousandth 
of the thickness of a human hair can jam a 
four-megabit DRAM, ing to 
Burns of Dataquest, > Caen Californian pes 
research firm. 

Smaller particles will cause malfunctions 
in more sophisticated chips etched with 
even finer grooves. So to make 64-megabit 
chips, researchers will have to find ways 
eliminate bacteria from the manufacturing 
environment to achieve high yields, says 
Myers. 

One reason why transforming a silicon 
wafer into a sophisticated chip is so difficult 
is that there are so many different sources 
of contamination. Humans used to be one 
of biggest sources. Nowadays, workers 
must wear a “moon suit,” mouth mask and 
head cap. But they still give off 100,000 par- 
ticles a minute, says Tadahiro Ohmi, a lead- 
ing in microcontamination control at 
Tohoku University in Sendai, northeastern 
Japan. 

People shed skin cells and hair, which 
wreak havoc on a chip. Talking generates a 
vapour that can damage a wafer, says 
Takeshi Tamai, who is in charge of plant 
construction and building at NEC's Sagami- 
hara chip-development factory, near Tokyo. 
People have become less of a problem as 
robots have been substituted for many tasks. 

One of the basic ways of preventing 
contamination in chip factories is a special- 
ly restricted area called a “clean room.” 
The air flow is carefully controlled. Banks 
of filters above the ceiling capture a good 
percentage of incoming dust. Air vents 
below the porous floor grid suck out parti- 
cles that escaped the filters or are creat- 
ed inside the room. The air pressure of 


the room is held positive to keep parti- 
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speck of dust invisible to the naked 
Az is not usually a problem, but 





cles flowing to the outside of the room. 

Using ultra-pure substances in produc- 
tion and cleaning reduces contamination, 
too. Tap water is full of minerals, bubbles 
and bacteria that are unacceptable in chip 
production. To make a 16-megabit DRAM, 
de-ionised water must have less than one- 
tenth of one part per billion of chloride, 
sodium or iron, and less than one bacterial 
cell per millilitre, says NEC's Tamai. De- 
ionised water is used to mop a clean room. 
And to detect particles in both the air and in 
liquids, short-wave helium-neon lasers are 
used for scanning. 

Despite all these precautions, contami- 
nation still creeps in. Ohmi says that a 
wafer should not be exposed to the air in 
a clean room because impurities from 
humans will glob on to the surface. In addi- 
tion, the surface will oxidise, which poses 
more problems. 

Chip makers are trying to reduce the 
use of liquid chemicals and rely more on 
gaseous substances to reduce contamina- 
tion. During certain steps, silicon wafers are 
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Getting to grips with microcontamination. 


dipped into chemical baths. These baths 
build up particles on the walls of the vat, 
which then must be cleaned by a human, 
again introducing more contamination. A 
gaseous helps minimise residue. 
“By the end of the decade, virtually all 
deaning in state-of-the-art manufacturing 
will be dry cleaning,” says Dataquest’s 
Burns. 

The biggest problems in production are 
created by the manufacturing equipment it- 
self, experts say. For one thing, friction gen- 
erates particles. Every time a part of a 
machine twists and turns, impurities are 
formed. Oil lubricants in semiconductor- 
making equipment can damage the chips, 
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too. As a result, companies are developing 
oil-free machinery. 

There is more trouble when wafers are 
etched. During etching, ions bombard the 
wafer surface to score tiny lines on the sur- 
face. At the same time, they strip off atoms 
from the walls of the machine’s chamber, 
which can damage the wafer, Ohmi says. 
His laboratory is currently investigating 
ways to treat the chamber walls and reduce 
the energy used in bombardment so that 
atoms are not torn away. 

Ohmi is trying to develop a dosed 
manufacturing system in which a wafer 
will not need to be exposed to the air of a 
dean room. Chips are made in a series of 
steps usually involving separate machines 
for each procedure. When the chips are 
moved to another machine, the chance of 
contamination increases. 

Ohmi is trying to develop a closed sys- 
tem using two approaches. Under one 
method, a wafer is sealed in a box filled 
with nitrogen oxide. The box would be 
passed from one machine to another. The 
other tack is to form a tunnel, filled with the 
same gas, that links the different machin- 
ery. One of the biggest problems so far 
with these approaches is that when the box 
or tunnel is made from plastic, there is a 
“terrible amount” of emissions from the 
plastic, Ohmi says. 

Researchers are also trying to devise 
biochemical tests to detect bacterial con- 
tamination. Under current methods, test- 
ing results take an hour. Ideally, the results 
should be available immediately. 

In future, semiconductor makers may 
use “cluster equipment” as the most com- 
mon method of production. Cluster equip- 
ment performs several steps in a single 
machine in a vacuum. Japanese and US 
companies, such as Kokusai Electric and 
Applied Materials, are beginning to sell 
cluster i t. In theory, a silicon 
wafer is isolated from the clean-room air 
while it is made into a chip. The environ- 
ment within the machine is easter to control 
and monitor than the larger space of a clean 
room. Ohmi says, however, that “cluster 
equipment generally isn’t reliable enough 
yet for mass production because they re- 

ire maintenance too often.” 

But another Dataquest analyst, Krishna 
Shankar, is bullish on the duster-equip- 
ment market. Shankar predicts that over 
the next five years, sales of these machines | 
will outpace the growth of the overall mar- 
ket for chip-making equipment, which is 
expected to reach US$4.5 billion by 1994. 

m Marjorie Sun 
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LETTERS 


A bad case of Asian fluency 
While I fully agree with the basic premise of 
Andrew Horvat as expressed in THE 5TH 


COLUMN [Insular Americans, 25 Apr.] that | 


Americans must collectively adjust their at- 


titudes if they are to compete internation- | 


ally, his valid conclusions are rendered 
meaningless by questionable arguments. 
Very few people outside of the Ministry 
of Education in Japan have suggested that 
the Japanese educational system produces 
children remotely fluent in English, much 
less able to function in American society. 
To assume that students forced to study 
English under a system which is preparing 
them solely for written, multiple-choice 
examinations will graduate either fluent in 


English or functional in American society is | 


absurd, It would be equally absurd to argue 
that the millions of Americans taking 
French in school are all preparing them- 
selves to function in both French and 
American culture. 

Japanese newspapers and magazines 
are full of errors, misleading statements, 
and incorrect interpretation in their report- 
ing on the US. While I too am frustrated by 
the tendency of American media to em- 
phasise “soft” news in their coverage of 
Japan, and agree that American media 
coverage of Japan is indeed amateurish, I 
have seen little to indicate that the average 
Japanese is any better able to distinguish ac- 
curate news reporting on the US than an 
American is able to distinguish accurate 
news reporting on Japan. Given the tradi- 
tion of managed news in Japan, it is odd 
that anyone should cite “accurate informa- 
tion” in Japanese news media as a strong 
point. 

Perhaps a similar article citing the com- 
petitive advantages of France or Sweden 
because of their lack of insularity might pro- 


vide better support for the argument. 
Bangkok LAWRENCE DOUGLASS 


Andrew Horvat [THE 5TH COLUMN, 25 Apr.] 
is somewhat naive in his suggestion that it 
was victory in World War II which gave 
English-speakers the “right” to require 
others to learn their language. While the 
rise of the US has not been unimportant, 
the prime role of Britain in the Industrial 
Revolution and the vast colonial empire 
which it acquired are two major factors 
which have determined that English is now 
the lingua franca of the world. An essential 
part of colonial domination was instituting 
the coloniser’s language as the medium of 
administrative and political discourse. This 
forced the colonised to become the lear- 
ners, the passive and the dominated. 

The Chinese state has for millennia used 
this method as a means of subordinating 
the people of its border colonies. British ad- 
ministration in Hongkong is a similar exam- 
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ple which survives. . - 

The states of the English-speaking 
world must continue to require others to 
learn their language if they are to maintain 
their dominant position. This precludes the 
likelihood of citizens learning other lan- 
guages. While Horvat proposes that the 
commercial interests of the US would be 
served by having more citizens learning Ja- 
panese, political constraints make such an 
eventuality unlikely. 


: Hongkong 


In response to the column, Insular Ameri- 
cans [THE 5TH COLUMN, 25 Apr.], I would 
like to make the following observation 
based on professional experience teaching 
in a Japanese high school. 

There is no question that US citizens 
could stand to be much better informed 
about Japanese society. Unfortunately, 
Horvat perpetuates the myth that Japanese 
children receive a good foundation in the 
English language. While it is true that Eng- 
lish language is a compulsory subject in the 
Japanese school curriculum, it is taught as a 
dead language. Obscure rules of grammar 


P. J. ANDERSON 


are emphasised during classes taught in Ja- 
panese by teachers who often have a mini- 
mal command of spoken English. The pur- 
pose of English language education is to 
prepare for university entrance exams. The 

‘practical applications of learning English 








are fringe benefits. Se 
Washington, D.C. JOAN R: STEIN 
As a Chinese born in Indonesia, educated 
in Germany and the US and now a Califor- 
nian, I must vehemently disagree with An- 
drew Horvat’s conclusion that Americans 
must change [THE 5TH COLUMN, 25 Apr.]. It 
is the world, not only Japanese, that should 
adopt the most precious gift that the US has 
to offer: individual freedom. 

Japan, in decades or even centuries to 
come, cannot surpass the US militarily or 
economically. It will always be dependent 
on other states for its economic well-being. 
Japan would certainly lose a military war 
with the US. But it will also lose an eco- 
nomic war. 
Ventura, California 





Cambodian omissions 
John Pilger tries hard to pretend [LETTERS, 
16 May] that Margaret Thatcher is an ad- 
mirer of the Khmer Rouge, but fails to men- 
tion that throughout her interview on the 
BBC television programme on 19 December 
1988 she made dear her abhorrence of 
everything that the Khmer Rouge under 
Pol Pot stood for. 

Part of Pilger’s quotation is inaccurate: 
what Thatcher actually said was: “Well, 


know, so that you will find the more rea- 








sonable ones in the Khmer Rouge will have 

to play some part in a future government, 

but only a minority part; I share your utter 

horror that these terrible things went on in’ 
Kampuchea.” 

Pilger also states that there was no sug- 
gestion in his film (Cambodia: The Betrayal) 
that “the Singaporean [delegate at the UN] 
shook hands with anyone.” On the con- 
trary, the film quite clearly includes a se- 
quence of the Singaporean Permanent 
Representative at the UN, Chan Heng 
Chee, shaking hands with Son Sann at the 
1989 UN General Assembly session. Son 
Sann is not identified by name, but there is 
a reference in the commentary to “Pol Pot’s 
man at the UN, himself complicit in mass 
murder,” and your average viewer would 
naturally assume that it was the man Chan 
shook hands with, (Son Sann), rather than 
the man she did not shake hands with (Pol 
Pot’s man Thiounn Prasith), sitting next to 
Son Sann. 
Guildford, England DEREK TONKIN 
As an Australian with more than a passing 
interest in Cambodia, and one who has fol- 
lowed closely John Pilger’s work about both 
countries, I am moved to respond to Derek 
Davies’ TRAVELLER'S TALES [11 Apr.]. 

It was surprising that Davies nearly 


choked on his cornflakes on hearing that 
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Pilger had been awarded the Richard 
Dimbleby Award considering the dimen- 
sion of the things he has obviously swal- 
lowed on the question of Cambodia. It is in- 
credible to hear Davies refer to “reserva- 
tions about the past Asean-initiated, West- 
ern-supported hostility towards the Hanoi- 
sponsored Phnom Penh regime.” 

What on earth does Davies think is hap- 
pening now? Is his column revealing the 
truly huge scoop that Asean has ceased 
supporting the “rival coalition in exile, 
which. includes the Khmer Rouge”? Has 
the new Thai military government stopped 
the use of its territory for military training, 
regroupment and supply for the three mili- 
tary forces launching operations inside 
Cambodia? Operations that have caused 
more than 200,000 people to flee their 
homes in stark terror as the Khmer Rouge 
appears again in their district. Have the UN 
agencies removed from their humanitarian 
border relief programmes the training of 
Khmer Rouge nominees. in police tech- 
niques? Have the Asean countries and 
other worthies like Australia and the US 
abandoned their efforts to force the Phnom 
Penh government to accept the Khmer 
Rouge as the essential element of the “com- 
prehensive political settlement”? 

Sydney HELEN JARVIS 


b> This correspondence is closed. 


Clocks and stocks 

In reference to your photo of the Jakarta 
Stock Exchange [COVER STORY, 18 Apr.], I 
think you should have had the sub-head- 
line read: “Time to syncronise their clocks!” 
Only two, Jakarta and Hongkong seem 
close; does this mean the world is “out of 
syne” with Jakarta? 


Cairo ROBERT BUCCI 





Pakistan's risky profits 
Your two articles on Pakistan [18 Apr.] 
were perceptive and balanced — as usual 
with Salamat Ali’s reporting. But his sum- 
mary of my work on the “robber barons” 
neglected their positive role. Yes, many of 
them were predatory, concerned with 
short-term returns, and skirted the edge of 
the law or even violated it brazenly. Like 
good businessmen everywhere, their aim 
was high profits with minimum risk, if 
possible. As newcomers to industry, most 
were grossly inefficient at the beginning. 
Their inefficiency was compounded by a 
poor infrastructure, weak institutions, such 
as banks or accounting firms, and political 
uncertainty. Many in Pakistan and outside 
doubted the new state's viability and eco- 
nomic future, so the risk of long-term in- 
vestment was seen as high. 

Pakistan therefore paid a high price for 
its rapid industrial growth in terms of both 




































the inefficiency of the new eles an 
the extraordinarily high profits they re- 
quired to invest in long-term industrial pro- 
duction despite the substantial: risks. But 
there is always a high cost to early indus- 
trial development; “learning by doing” is 
always costly and inefficient. 

But learn they did. Within the remarka 
bly short period of a decade many of the 
“robber barons” had mastered their new 
craft sufficiently to enable them to break _ 
into the world market and to compete there ' 
effectively. They did this even though the 
subsidy they received through the 
Bonus Voucher Scheme was less than wha 
most infant industries were granted 
through tariff protection and. licensing if. 
they produced for the domestic. market. 

The 1950s and 1960s in Pakistan’ pro- 
vided a useful lesson, a lesson that was 
subsequently ignored in Pakistan and in: 
many other countries: the profit motive can 
be powerful in mobilising human mepe 
to achieve social goals if it is harnessed b 
an appropriate framework of goverment 
policies. 


Boston GUSTAV E. PAPANEK 





Pseudonyms are accepted, but letters intended for.. 
publication in these columns must bear the 
writer's signature and address. 































Submissions are invited 


facilities in Brisbane, the capital 
city of the State of Queensland. 
The principal components of the 
hotel-casino complex are: Hotel, 


Shopping, landscaped Open 
Spaces and associated areas. 


for the total delivery of pre-design 

investigations, design, construction, 
fitout, commissioning, financing and 
operation of proposed hotel-casino 


Casino, Convention—Conference 
Facilities, Entertainment Facilities, 
Restaurants, Bars, Specialty Retail 


The Government is seeking the 
highest standard of casino facilities 


Expressions of Interest for 


AUSTRALIA'S FINEST CASINO 


AT BRISBANE, QUEENSLAND 


with impeccable operations 
together with the broader objective 
of maximum enhancement of the 
State's tourist industry through 

first class international standard 
accommodation with ancillary 
facilities. 

Three Government-owned sites 
have been identified within the 
inner city area of Brisbane for 
consideration for establishment 
of hotel—casino facilities at one 
of those sites. 

Expressions of Interest are now 
being sought from interested 
Applicants to prepare Submissions 












for the establishment of hotel- 
casino facilities in Brisbane. For 
further details, send for an 
explanatory Brochure to: 


The Under Treasurer 
Queensland Treasury 
Executive Building 
100 George Street 
Brisbane. Qid. 4000 


Telephone: 
7 py (07) 877 1177 
eres Facsimile: 
cates, (07) 877 1117 















CONTENTS. 


30 May 1991 Volume 151 Number 22 


[ Resionaratrairs 
-india A Dynasty Ends 
The assassination of Rajiv Gandhi marks 
the final chapter for one of the modern 
world’s great political families and, 
by extension, may also signal the demise 
of the Congress party in its present 
form 10 


Taiwan : Law 

The government's sudden decision to 
abolish its draconian sedition laws 
followed student and opposition protests 
against the arrest of five people under the 
statute. 12 


South Korea : Politics 

Prime Minister Ro's resignation offer is 
seen as part of President Roh’s efforts at 
political damage control as unrest 
continues to simmer 13 


Nepal: Election Aftermath 

Despite early expectations of a stalemate, 
the Nepali Congress emerges as the clear 
<= winner of the first free elections to be 
-heldin the country in more than 30 

“years 13 


“Cambodia : Uneasy Peace 

< Despite an easing of civil war hostilities by 

. the four factions fighting over the 
strife-torn nation, hopes for success at 
next month’s Jakarta peace talks look 
slim 15 
Indonesia : Aid 
Comments by the head ‘of a major 
foreign-aid group that future funds could 
be linked to Jakarta’s internal political and 











Ra i | 
INTELLIGENCE 


Debt Collectors 


The cash-short Vietnamese Government 
has just received two new jolts. The 
Soviet Union, which drastically cut aid to 
its long-time Asian ally, informed Prime 
Minister Do Muoi during a recent visit to 
Moscow that it would not cancel Hanoi’s 
debt incurred after 1973 — believed to 
total around Rbl 10 billion (US$16.7 
billion) — and Hanoi was expected to pay 
US$350 million a year to service this debt. 
Algeria has also asked Vietnam for urgent 
repayment of its outstanding loans, 
estimated at over US$220 million. Hanoi 
plans to repay its debt to Algiers by 





economic policies trigger both 
condemnation and support 16 


Foreign Relations : Sino-Soviet Links 
Self-interest, rather than ideology, is now 
the driving force behind improved 
relations between Peking and 

Moscow 18 


Foreign Relations : MFN Ties 
In the face of an increasingly hostile US 
Congress, President Bush is hinting that 
any renewal of China's MEN status will be 
hedged with conditions 18 


Japan : Politics 

Factions start wheeling and dealing as the 
death of Shintaro Abe, the man groomed 
to succeed Toshiki Kaifu as prime 
minister and leader of the Liberal 
Democratic Party, throws the party’s 
plans awry 20 


Bangladesh : in Harm’s Way 
The powerful cyclone that battered 
Bangladesh’s fertile coastal regions at the 
end of April did more than 
kill many thousands of 
people, devastate croplands 
and damage the country’s 
burgeoning industrial base. 
It also called into question 
whether nature’s cyclical 
assaults on this land have 
rendered it forever a ward 
of international aid agencies 
and condemned it to a 
future.of mendicancy and 
dependence. New Delhi 
bureau chief Hamish 


sending workers to Algeria and exporting 
Vietnamese-made shoes and educational 
supplies. 


Called to Account 


Once he has passed the congressional 
confirmation process, Armed Forces of 
the Philippines (AFP) Chief of Staff 
Lieut-Gen. Lisandro Abadia is expected to 
have something to say about the US base 
talks — and particularly about the move 
by Foreign Secretary Raul Manglapus to 
transfer some of the US$200 million 
proposed for military assistance to the 
Economic Support Fund. Manglapus 
apparently did not consult the AFP before 
he took the initiative. 


Delegates Dumped 


At least six members of the Vietnamese 
Communist Party central committee — 
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Conditional favour (18); 






McDonald, reporting from the heart of 
the disaster area, argues that this need not 
be the case if Dhaka can overcome 
internal political divisions, continue 
present economic policies aimed at 
boosting exports and, with international 
support, ready its defences against the 
next ‘20-year’ cyclone 23 


Philippines : Gossip. : 

The question of whether President 
Aquino, despite her numerous denials, 
will run in next year’s elections has 
become the source of endless 


speculation. 26 
Arts and Society ; 


Sex : Advice and Consent j 
Manila boudoir columnist stirs censors’ 
ire 56 l 
Campaigns : Kerala... cone rehome 
Coastal Indian state points the way to full 
literacy 56 : 





including three military officials — have 
not been elected as delegates to the party 
congress scheduled for June, which 
means they will lose their positions on the 
ruling body. Those defeated include 
Deputy Defence Minister Le Ngoc Hien; 
Deputy Minister of Interior Nguyen Van 
Duc; 4th Military Corps commander 
Nguyen Quoc Thuoc and Lieut-Gen. 
Nguyen Minh Chau, head of a special 
committee to combat smuggling. 


Turkish Dislike 

Indonesia’s first privately owned 
television station RCTI was forced to cancel 
its plans to broadcast the film Midnight 
Express after an appeal by the Turkish 
ambassador in Jakarta to several 
Indonesian ministers. The ambassador 
wrote to Foreign Minister Ali Alatas 

and Information Minister Harmoko, 
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Focus: South Korea 1991 


Despite student riots, political and 
social scandals and closed markets, 
South Korea's economy is booming and 
is now Asia's largest economy outside 
Japan 31 
Asia : Communications 

first pan-Asian television service has 
broadcasting via satellite a 24-hour 
ew channel from Hongkong. But 
just how may people will be able to, or 


will want to, enjoy the new service is 

open to debate 60 

Asia : Industry 

Asia has become Japan's largest overseas 

market for machine tools, a sign that 

economic integration within the region is 

entering a new phase 62 

Asia : industry 
| The economic boom 







































enjoyed in recent years by ~ 


_ Asean’s aspiring dragons, 
| Thailand and Malaysia; has 

X- led to huge increases in 
steel demand, highlighting these two - 
countries’ growing dependence on 
imports of the most expensive types of 
steel products. As a result, a host of 
ambitious new projects, including 
integrated mills, are being rushed 
through. As industry correspondent Carl 
Goldstein reports, the goal for both 
countries is to build up domestic supply 
of the steel needed by thousands of 


















complaining that the 1978 film was an 
insult to Turkey and had. been financed 
by US-based Armenians. Shortly before 
the announced broadcast date, the board 
of censors rescinded its earlier decision to 
allow the film to air. 


Trade Off 

Under pressure from 
Peking, Mongolia has 
reluctantly with- 
drawn its invitation 
to the Dalai Lama, 
Tibet's spiritual 
leader, to visit Ulan 
Bator later this year. 
As head of the 
world’s Lamaist 
Buddhists, the Dalai 
Lama is rapidly gaining popularity and 
followers in Mongolia. However, 


Dalai Lama. 
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factories making everything from cars to 
refrigerators, rather than simply taking 
ever increasing amounts of imported 
Japanese steel. Doug Tsuruoka reports 
from. Kuala Lumpur on a plan to build 
Asia’s largest steel mill 63 

Japan builds tactical lead 64 

Thai tycoon’s steely resolve 65 
Malaysia seeks lion’s share 66 


Japan-indochina : Economic Relations 
For so long sheltered under the carapace 
of the Soviet Union, the arthritic 
economies of Vietnam, Cambodia and 
Laos need a new benefactor. Japan is 
hinting that it could assume the mantle, if 
the 12-year-old Cambodian conflict can be 
resolved 68 

The have-not neighbours 68 


iat Finance 

The huge corporate and institutional 
surpluses that fuelled Japan’s huge 
purchases of overseas securities are 
declining 70 
Thailand : Markets 
New regulations have come into effect 


aimed at streamlining a sometimes 
chaotic listing process and ensuring that 


well-connected companies cannot 


leapfrog the queue 72 
Bangkok comes on line 72 


Hongkong : Markets 


_ The exchange’s chief executive proposes 


a compromise on the vexed issue of what 


. to do with a surplus of HK$226 


¥OHS NYOROW 


million 73 


government pragmatism dictates that 


priority be given to placating China so 
as not to endanger the prospects of 
agreement over the development of a 
vital foreign-trade route for Mongolia 
through Tientsin. 


Cut’N Run 
Hongkong’s Park’N Shop supermarket 
chain will close its two Bangkok stores by 


July, only a year after they were opened. 


The shops, a subsidiary of AS Watson, in 
turn part of the Hutchison group, had 
been beset by poor location and 
management problems. Differences 
between the Hongkong office and Thai 
partner Chote Sophonpanich have killed 
the venture completely, as well as plans 
to open a chain of Watson’s drug stores. 
Meanwhile, Park’N Shop’s Hongkong 
competitor, Wellcome, which is owned 
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Philippines : Companies i 
Ayala Land’s mammoth stock offering 

is among a half-dozen new issues due in 
the next few months that will test the < 
Manila markets’ ability to absorb new 
scrip 74 
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fiction 59 
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by Jardine Strategic Holdings, is 
reportedly planning to open branches in 
Thailand by the end of this year. 


Bear Baiting 
Suspicion towards the Soviet Union has 
become manifest in North Korea 
following Moscow’s opening of diplomatic 
relations with Seoul. North Korean agents 
now tail Soviet officials and journalists 
whenever they leave their compound, 
and often seek to prevent them from 
meeting outsiders. A South Korean 
journalist, recently in Pyongyang for the 
85th Interparliamentary Union 
Organisation conference held in the 
North Korean capital, was barred from 
visiting a Tass newsagency correspondent 
at his home, and told specifically not to 
establish contacts with Soviet nationals 
during his stay. 
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General election aborted by Gandhi murder 


A death in the family 





-| By Hamish McDonald in New Delhi 





he assassination of former prime 

minister and (Congress party 

leader Rajiv Gandhi in the midst 

of elections has thrust India into 
the politically unknown. 

It ends the familiar rule by generations 
of a great family, and possibly even the 
existence of the Congress party which has 
dominated the country’s politics for dec- 
ades. If the blame is traced to any particular 
group or movement, the possibility of 
- wholesale slaughter is real and the unity of 

` the nation is stretched further. 

But in the immediate aftermath, the 


Indian political system has shown immense 


< resilience amid the shock and grief. Al- 
< though Gandhi’s murder came just after 
-= the first of three days of staggered polling 
for the general elections, leaders and in- 
` stitutions exerted their authority quick- 





“Caretaker Prime Minister Chandra 


Shekhar ordered intense security pre- 


cautions across the country, while elec- 
tion commissioner T. N. Seshan postponed 
the two remaining election days to mid- 
June. 

Gandhi, 46, had flown to the southern 
state of Tamil Nadu on 21 May, the day 
after the first round of polls — which in- 
cluded his own Amethi electorate in north- 
em Uttar Pradesh. Following his pattern 
during the current campaign, he moved 
from town to town near the state capital 
Madras, addressing small meetings and 
stopping to greet roadside crowds. 

Aware that a tight security cordon had 
jarred with many voters in the 1989 elec- 
tions, Gandhi had made a point of physical 


-contact with well-wishers as he pressed to 


the speaking platforms, tossing back the 
garlands of marigolds usually heaped on 
him. 


When Gandhi arrived at the small town 
of Sriperumpudur, 45 km from Madras, the 
same process seems to have been followed. 
But as he reached the bottom of the ros- 
trum, there was a large explosion. Gandhi 
died instantly, his body dismembered and 
head shattered. Some 15 others nearby, in- 
cluding police and party supporters, also 
died. Because fireworks were going off at 
the same time, it was some moments be- 
fore bystanders realised what had hap- 
pened. 

Witnesses said a dazed hush settled on 


10 


those nearby. Then as anger set in, the 
crowds turned on the police whom they 
blamed for the lapse in security. Scores of 
vehicles were damaged. 

The initial theory put forward by the 
Tamil Nadu police is that a bomb was 
handed to Gandhi in a bouquet of flowers, 
and then detonated either by remote con- 
trol or a timed fuse. The police said all fix- 
tures had been thoroughly inspected be- 
forehand. 

Because of the location in Tamil Nadu, 
and the technical skill involved, specula- 
tion cast suspicion on the Tamil Tiger re- 
bels of Sri Lanka who assassinated Col- 
ombo’'s defence minister Ranjan Wijeratne 
with a massive bomb planted under a road 
on 2 March this year. Representatives of the 
Tigers in London have denied involve- 
ment. 

It would be a tragic irony if the Sri Lan- 
kan rebels were involved. During Gandhi's 
1984-89 prime ministership, the Research 
and Analysis Wing of the Indian External 
Intelligence Agency armed and trained the 
rebels in secret camps in Tamil Nadu, then 
under a settlement with Colombo sent in 





BLACK 
OV INDIA 


an Indian expeditionary force to suppress 
them. 

But the finger has also inevitably 
pointed to Sikh extremists, carrying on a 
vendetta against the Gandhi family over 
the desecration of their religion's holiest 
shrine when Rajiv's mother, Indira Gandhi, 
sent in the army to root out a Sikh rebel 
leader and his followers. Indira’s assassina- 
tion by two Sikh bodyguards in October 
1984 did not end that vendetta. Over 3,000 
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Sikhs were slaughtered by vengeful Hindu 
mobs in the ensuing days, chiefly around 
New Delhi. 

Local Congress party leaders are said to 
have organised the killings, which police 
made little effort to stop. Rajiv was accused 
of not sending in the army soon enough, 
and of indifference with his remark: “When 
a big tree falls, the earth shakes.” Sheer in- 
experience — and grief — may have been 
the reason. 

But charges have so far. been laid 
against only one suspect for the kill- 
ings, and promised compensation for 
the displaced Sikhs never arrived. 

Sikhs in New Delhi certainly kept out of 
sight after the killing. Yet the anger of the 
crowds that gathered outside Gandhi's 
house and the Congress headquarters was 
unfocused: they chanted’ slogans against 
Chandra Shekhar, against the rival Janata 
Dal party leader Singh, and against the CIA. 
Numerous small outbursts were reported 
across the country. 

Both Chandra Shekhar and President R. 
Venkataraman went on television to appeal 
to Indians to restrain their feelings. To snuff 
out any outbreak before it spread, large 
contingents of police and paramilitary 
forces spread out in Delhi, and army units 
across India were put on “red alert.” 

Gandhi's widow Sonia, and daughter 
Priyanka flew to Madras to escort the body 
back to New Delhi, where it was placed in 
the museum devoted to Gandhi's grand- 
father, former prime minister Jawaharlal 
Nehru, for the public to pay its respects be- 
fore the ceremonial Hindu cremation on 24 
May. A week of mourning was declared, as 
tributes came in from leaders around the 
world. 

The question of succession in the Con- 
gress party was not addressed immediately 
in public. Aged only 46, Gandhi had not 
yet given thought to who might follow him 
and had been vigorously putting down po- 
tential rivals in recent months. as his 1989 
election defeat and recent controversies put 
question marks over his political future. 

Several names have been. mentioned. 
One is that of former home minister P. V. 
Narasimha Rao, from the southern state of 
Andhra Pradesh, who is a sober conciliator 
in the party but might not be more than an 
interim figure. But Narasimha Rao has not 
been: nominated for the present elections. 
Another possible. successor is Indira’s. fi- 
nance minister Pranab. Mukherjee, 55,.a 
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Bengali intellectual who has made a recent 
conversion from Nehruvian socialism to 
market-based ideas. An outside chance 
might be Sharad Pawar, the Chief Minister 
of Maharashtra State which includes Bom- 
bay. 

Whoever takes over will hope to convert 
the shock and anger over Gandhi's death 
into votes for Congress, as occurred in the 
election after Indira Gandhi's assassination. 
However, polling has already taken place, 
on the first day of voting on 20 May, for 
some 40% of the Lok Sabha seats. 

The 203 constituencies polled included 
35 in Bihar, where the Janata Dal was ex- 
pected to do well, and 42 in Uttar Pradesh, 
where the Hindu revivalist Bharatiya 
Janata Party (BJP) hopes to do well. Five of 
these polls have been annulled because of 
alleged irregularities, but the other results 
will stand. 

These include the seven seats in New 
Delhi, which the jp is thought to have 
swept, 14 of the 25 in Rajasthan which is 
again a BJP target, 28 of the 40 in Madhya 
Pradesh where the BJP and Congress are 
close rivals, all of the four in BJP-controlled 
Himachal Pradesh, all of the 10 in Haryana 
where farmer-based groups counter 
Congress in normal times, all of the 
42 in communist-dominated West 
Bengal and 17 of the 42 in Andhra 
Pradesh where Congress fortunes 
had been ebbing. 

The remaining voting centres on 
the western and southern states of 
Maharashtra, Gujerat, Karnataka, 
Kerala and Tamil Nadu, plus Orissa, 
the northern eastern states, and the 
Punjab. Most of this will take place 
on 12 and 15 June, replacing the 23 
and 26 May original polling days. 
There is a good chance of a sym- 
pathy vote, but Congress is already 
strong in the south and nearly half 
the northern states — where it needs 
to pick up gains — had already voted 


In the remaining seats of the 
north, the Janata Dal seems likely to 
retain its expected sweep of Bihar because of 
anger at alleged pst ater between the 
election commissioner T. N. Seshan and 
Gandhi to have voting postponed or annul- 
led. And in Uttar Pradesh it was unclear 
whether Janata Dal or the BJP was the 
biggest threat to Congress. The balance will 
probaly tip towards Congress now in Uttar 
Pradesh, robbing the BJP of many antici- 
pated seats. Again, it will be the BJP who 
will suffer from a pro-Congress sympathy 
vote in the western states of Gujerat and 
Maharashtra, where it has been the main 
competition to Congress. 

The hope of the ByP must be that without 
another Gandhi to take over as leader, the 
Congress party leadership will be exposed 
in the next three weeks as disorganised and 
aimless. This is quite possible. = 
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Leader’s death casts doubt on survival of Congress 


Cutting the thread 


hen Indira Gandhi was gunned 

down by two of her Sikh body- 

on 31 October 1984, the 

then president of India, Zail Singh, made 

up his own mind within hours who should 
succeed her as prime minister. 

Rajiv Gandhi was only 40 and had only 
three years experience as a member of the 
Lok Sabha (the parliament's lower house) 
and as a Congress general secretary, but he 
was Indira’s only surviving son. The presi- 
dent appointed him prime minister without 
taking the advice of the Congress hierar- 
chy. 
But there was no demurral. Two far bet- 
ter qualified candidates, then home minis- 
ter P. V. Narasimha Rao and finance minis- 
ter Pranab Mukherjee, accepted the deci- 
sion. Rajiv took the country to the polls that 





Rajiv and Indira: silenced by assassins. 


December and won the most resounding 
mandate any party has ever won, winning 
401, or 79%, of the Lok Sabha’s seats. 

It was dynastic politics vindicated. A 
light aircraft accident had killed Indira Gan- 
dhi’s more politically minded son Sanjay — 
the authoritarian bully-boy of her 1975-77 
emergency rule — and the logic of the pro- 
cess moved onto the next of the line. The 
1984 election sweep obviously had a huge 
sympathy factor, but even after the debacle 
of the November 1989 elections, when 
Congress was cut to 196 seats, the party 
had nowhere to turn but the Gandhi ap- 

al. 

ğ The drawcard was that the family’s for- 
tunes were interwoven with the history of 
India since the stirrings of the modern inde- 
pendence movement in the decades after 
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the 1857 Indian Mutiny. Motilal Nehru 
(1861-1931) was one of the founding leaders 
of the 105-year-old Indian National Con- 
gress. His son Jawaharlal Nehru steered the 
Congress through the independence pro- 
cess, and as prime minister from 1947-64 
put his own stamp on the nation. In 1966 
his daughter Indira took the premiership 
on the sudden death of Lal Bahadur Shas- 
tri. 
The Nehru-Gandhi family’s identity has 
also been an overarching one, almost uni- 
quely in Indian politics. Descended from 
the upper-caste Hindu pandits of Kashmir, 
the Nehrus fitted into the northern Indian 
elite, yet were not stamped as members of 
it in the public eye. For three generations, 
the family has crossed easily into the West- 
ern world: there was Jawarharlal Nehru’s 

famous friendship with the 
ï Mountbattens, Indira’s familiarity 

with English and French culture, 

and finally Rajiv with his Italian 

wife Sonia and his crowd of 

“NRI” (non-resident Indian) 

friends moving in the world of 

high-technology, business and 
the cinema. 

The shape of India’s political 
culture is not entirely Nehru’s. 
The Congress and the Indian elite 
throughout were traumatised by 
the mass slaughter during the 
partition of British India and 
remain highly suspicious of de- 
volution of powers. But Nehru 
made sure through the use of his 
office as prime minister and as 
party president that undisputed 
power lay with the union parlia- 
ment. 

The lasting benefits of this are a highly 
professional military establishment that 
obeys its political leaders, and cadres of 
elite bureaucrats and police who also know 
the boundary between policy and adminis- 
tration. The more dubious aspects have 
been the centralising of power in New 
Delhi, and within Congress itself the stifl- 
ing domination of the leader. “Under the 
banyan tree, nothing grows” is an adage 
often applied to the dynastic rule. 

Nehru did not hesitate to indulge in 
shabby manipulations to oust the com- 
munists who took power by democratic 

ses in Kerala in 1957, to undermine 
the Dravidian movement that grew in 
southern India in the 1950s, or to cut down 
opponents within the party. Indira Gandhi 
inherited this trait, without her father’s 
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compensating respect for the institution of 
parliament or the electoral process. Her re- 
= = sponse to the challenge from Sikh ex- 
= tremists holed up in Amritsar’s Golden 
- Temple in 1984 was to send in tanks. 
Indira is also generally blamed for the 
_.. wholesale destruction of the Congress gras- 
©. sroots organisation. The party, which had 
been prey to opportunism and power-poli- 
tics since it achieved its original goal of na- 
' tional independence, became a nest of yes- 
men and carpetbaggers under her highly 
personalised rule. The party split under her 
‘leadership in 1969: the mainstream is still 
called Congress (I) — the “T being for In- 
dira 











Rajiv inherited his mother’s distrust and 
< fear of rivals within Congress, either in the 
central executive or the states. His term as 
prime minister was marked by the exit of 
_» talented ministers, including the only other 
-= conceivable inheritor of the Nehru line, his 
cousin Arun Nehru, his mother’s favoured 
-deputy Pranab Mukherjee and finance and 
defence minister V. P. Singh. 
~:~ Rajiv failed to restore the party struc- 
ture, despite his attack on “self-perpetuat- 
ing cliques” in December 1985. Congress 
has not held organisational elections for 











TAIWAN 











aiwan’s draconian sedition law was 

l abolished so suddenly that many 

lawmakers did not even know it was 

on the agenda and were therefore absent 
from the legislative chamber. 

With little debate, the legislature ap- 

- < -proved the resolution by acclamation on 17 

May and their decision awaits the almost 

_ certain signature of President Lee Teng-hui 

_ to remove the legal statute most frequently 

_ invoked to crush political dissent over the 

past 40 years. 

Although Taiwan has other sedition-re- 
lated laws on the books — namely those 
contained in the Criminal Code and the 
National Security Law of 1987 — none are 
as ferocious as the newly abolished law, 
which had mandated the death penalty for 
those convicted under vaguely defined 
charges involving attempts to overthrow 
< = the government. 

The statutes, which were initially di- 

“rected against communists who infiltrated 
Taiwan in the 1940s, became an instru- 
ment for the ruling Kuomintang (KMT or 
Nationalist Party) to defeat the opposition 
during the years of martial law. 
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some 18 years and even the ousting of the 
party in 1989 did not induce reform beyond 
some prelimi debate last June. The 
selection of candidates for the current elec- 
tion was a last-minute affair handled by the 
central committee, and resorting to inclu- 
sion of sports and show-business stars in 
many instances. 

Unlike Nehru, both Indira and Rajiv 
clipped the wings of Congress regional 
bosses, the vote-winning chief ministers 
and state leaders close to the web of ethnic, 
religious, caste, and vested interests on 
their home ground. In the list of Congress 
“ticket” holders this time, nominees of the 
powerful Congress leaders of Maharashtra, 
Karnataka and Andhra Pradesh lost out to 
less certain vote-winners who were Gandhi 
loyalists. 

As is often the case, the best path to 
peaceful reform of dynastic rule can often 
come from within the dynasty itself. Indira 
began a process of economic liberalisation 
and a more even-handed balance between 
the two superpowers. Rajiv pursued this, 
and did achieve a lifting of economic 
growth above 5% a year in the first three 
years of his premiership. His latest 
platform — hedged with salutes to central 





_ Government suddenly abandons sedition law 


law, which became anachronistic long be- 
fore Lee declared an end to the “period of 
communist rebellion” on 1 May. 

The KMT's swift and unexpected retreat 
was taken to calm reaction among students 
and the opposition following the arrest of 
four alleged members of a Taiwan indepen- 
dence organisation whom the Ministry of 
Justice said were conspiring to overthrow 
the government. 

The four, plus an accomplice, have been 
indicted for “conspiring to commit sedi- 
tion.” Their cases are now pending, though 
they were all released on bail in a gesture to 
defuse the controversy. 

Among those indicted was Liao Wei- 
cheng, a graduate student at National 
Chinghua University who was picked up 
from his dormitory room early on 9 May. 
Others included Lin Yin-fu, a social worker 
with the Presbyterian church who goes 
by his aboriginal name of Masao; Chen 
Cheng-jan who owns a computer com- 
pany; and woman activist Wang Hsiu-hui. 
The accomplice was An Chen-guang, a 
Christian missionary. 

Police said they had been watching the 
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planning and the public sector — did give 
some promise of a new assault. The ques- 
tion, as always, was whether he had -the 
political skills to get his objectives achieved. 

The dynasty is now gone. Rajiv's 
widow is foreign and could scarcely repeat 
the example of Khaleda Zia of Bangladesh 
or Sirimavro Bandaranaike in Sri Lanka, 
who took up the torch from murdered hus- 
bands. The children are too young, Rahul 
at 21 and Priyanka at 19. Sanjay’s widow 
Maneka has been environment minister in 
two Janata Dal administrations under Singh 
and Chandra Shekhar and is a tenacious 
political infighter. But she is widely dis- 
liked, no longer in Congress and struggling 
to retain her seat. 

It is now an open question whether the 
Congress party will survive as a national 
party. Its regional power centres will be- 
come stronger, and weaker state parties 
will be tempted to form alliances with com- 
patible rivals. Conceivably, the removal of 
the Nehru-Gandhi factor could bring back 
many of the leaders who jumped to the 
Janata Dal camp — but this would still be 
a party motivated by vote-winning rather 
than any clear vision of India’s future. 

m Hamish McDonald 


group for a year and claimed they had been 
in contact with an outlawed organisation, 
the Taiwan Independence Association, 
formed in Japan under an obscure Tai- 
wanese socialist and independence advo- 
cate named Shih Ming. Shih remains on 
Taiwan's fugitive criminal list for his anti- 
government activities during the late 1940s. 
He escaped to Japan in 1952, where he now 
makes a living selling his publications and 
running a noodle shop. 

The decision. by the KMTs central com- 
mittee to abolish the sedition law followed 
a week of sit-in protests by students who 
subsequently occupied Taipei's railway sta- 
tion concourse for four days. But it did not 
avert a march on 20 May, when more than 
10,000 students and opposition members 
called for the resignation of Prime Minister 
Hau Pei-tsun and other government offi- 
cials connected with the case. 

ition members describe the KMT’s 
abolition of the sedition law as “belated 
justice” and have urged a revision of the 
Criminal Code, which mandates prison 
terms of seven years to life for sedition of- 
fences. Reformers want to narrow the def- 
inition of sedition, now vaguely defined in 
existing laws, and restrict it to actual deeds 
rather than intent. 

Opinion in the KMT is deeply divided 
over the sedition controversy and a good 
indicator of the party’s factional split. There 
is general consensus on the need for a revi- 
sion of the Criminal Code, but no agree- 
ment on how freedom of , associa- 
tion and assembly should apply to those 
who advocate independence. s 
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SOUTH KOREA 


Roh’s political damage control in wake of protests 


Sacrificial offerings 





: By Shim Jae Hoon in Seoul _ 


‘the wake of three weeks of demon- 
trations that left seven people dead 
© JR from politically motivated suicides, Pre- 
_ sident Roh Tae Woo is finally beginning to 
- address some of the fundamental political 
_ problems afflicting his administration. 

< = On 22 May, Prime Minister Ro Jai Bong 
_, tendered his resignation after assuming re- 
' sponsibility for the unrest triggered by the 
26 April killing of a university student, al- 
- legedly by police officers, in Seoul. The situ- 
ation now appears. in a state of flux after 
another youth was critically injured after 
reportedly: being beaten by police during 
street demonstrations in the anti-govern- 
ment stronghold of Kwangju. 

The appointment of a new prime minis- 
ter looked imminent in view of the danger 
of renewed protests, especially in Kwang- 
ju. In a move to appease public opinion, 
: Roh was expected to carry out a drastic 
cabinet reshuffle, changing ministers re- 
sponsible for economic as well as security 
portfolios. The intention appears to tackle 
worsening inflation while pushing through 
a number of changes in the way demon- 
strations by students and workers are 
handled. 

The. national police, for example, is ex- 









pected to announce a new policy of permit- 
ting peaceful rallies and marches. In addi- 
tion, the government is likely to announce 
an amnesty within a matter of days for 
about 80 student and labour organisers 
jailed under the recently amended National 
Security Law (REVIEW, 23 May). Those 
awaiting trial on more serious charges in- 
volving contacts with North Korea could 
expect lighter sentences but not acquittal, 
ruling Democratic Liberal Party (DLP) 
sources predicted. 

In order to deal with criticisms that his 
government is given to regional fav- 
ouritism, the likelihood is that Roh, who is 
from Kyongsang province, may appoint 
someone outside the politically influential 
region as the next premier. 

At the same time, the government is 
seeking to counter the present tension by 
hunting down the radicals it sees as respon- 
sible for organising the violence. The au- 
thorities have narrowed a potential arrest 
list to about 95 people, mostly active in the 
national student federation Chondaehyop 
and the national dissident umbrella organi- 
sation Chonminyon. 

Attention has focused on Kang Ki 
Hun, 27, a Chonminyon official who the 
prosecutors think orchestrated a string of 
self-immolations by radicals. He is sus- 





p 
NEPAL 


Contradicting earlier forecasts of a hung 

parliament the Nepali Congress (NC) won 

a clear majority of 110 seats in the 205- 

seat House of Representatives in the first 

free elections to be held in Nepal in 32 

years. The party's victory reflected a 
«strong performance in rural areas which 
“more than offset losses in Kathmandu 
“and other cities. 

The second-biggest group in parlia- 
ment is the Nepal Communist Party- 
United Marxist Leninist (NCP-UML) which 
“captured 69 seats and emerged as the 
strongest force in the capital, Kathman- 
du. Smaller regional parties and indepen- 
dents shared most of the remaining 26 
seats. 

Outstanding as losers were politicians 
who supported the now-discredited 
Panchayat system, including ex-premiers 
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Path to democracy 


Lokendra Bahadur Chand, Surya Baha- 
dur Thapa and Marich Man Singh Shres- 
tha. Voters took vengeance on them for 
their association with the repressive 
policies of the Panchayat rule. As a result 
Panchayat was virtually eliminated. 
Although Congress has emerged as 
the most powerful force in parliament its 
victory was clouded by the defeat of 
former prime minister K. P. Bhattarai in 
Kathmandu by the NCP-UML general sec- 
retary Madan Bhandari. Bhattarai’s loss 
was blamed on his government's failure 
to take action against corrupt members of 
the previous Panchayat administration. 
He may also have been hurt by the 
poorly judged decision of Finance Minis- 
ter Devendra Raj Pandey to introduce a 
property tax on the eve of the elections. 
Bhattarai was succeeded as prime 
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pected of writing thë will of Kim Ki Sol, his 
colleague who died after setting himself ab- 
laze on the Sogang University campus, po- 

lice officials said 

If prosecutors succeed in proving there 
was a conspiracy, it would strengthen the 
government's ability to crack down on dis- 
sidents in general, analysts say. Even out 
siders think some dissidents died in suicide 
pacts. One is Sogang University chancello 
Pak Hong, who has warned the nation 
against “dark forces in the society fanning 
the campaign of death.” 

The authorities are apparently de 
mined to dismantle radical organisations 
before they can regroup. Officials estimate 
students participating in various rallies 
number no more than 2% of the. total: ol 
about 1.2 million enrolled at tertiary educa 
tion institutions. The hardcore leftists lead- 























throughout the nation. 
Roh has been greatly relieved by the 
radicals’ failure to attract support from th 
urban blue and white collar electorate, but 
the vehemence of the student demonstre 
tions have forced the DLP into examining 
the source of genuine grievances, such as 
slow progress on economic and political 1 re 
forms, senior officials say. z 
Although the worst phase of violence 
seems to be over, the government: is far 
from being complacent. With the memories 
of the recent unrest still fresh in the electo 
rate’s mind, the next round of provincialas- — 
sembly elections — scheduled for 20 June 
— could prove a difficult campaign for thë 
DLP. "o 





minister by Girija Prasad Koirala, 65, gem © 
eral secretary of the NC. The third mem- 
ber of his family to become prime minis- 
ter, Koirala is. known as a staunch anti- 
communist. 

Apart from facing a strong communist 
opposition in parliament, Koirala will 
have to deal with demands for pay rises . 
and transport, health and housing allo- 
wances from 150,000 rank-and-file civil. 
servants. Political analysts believe that — 
Koirala, a trade-union leader in the late 
1940s and a shrewd politician, will be » 
able to face these challenges, but the path. 
towards parliamentary democracy is not 
expected to be smooth. 

US observers who visited Kathmandu 
to monitor the elections told the REVIEW.” 
the defeat of Bhattarai and other veterans 
might help to rejuvenate politics by open- 
ing the way to younger leaders outside 
Kathmandu. A former Japanese minister 
of home affairs, who led a iamen 
delegation to watch the polls, said that 
the voting was fair, free and peaceful. 

m Kedar Man Singh 
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Pyongyang rejects Japan’s 
nuclear inspection demand 
> North Korea has refused a Japanese 
demand that it allow international 
inspection of its nuclear facilities as a 
precondition for the normalisation of 
diplomatic ties. The rejection came during 
the third round of normalisation talks, 
which began at the Japanese Embassy in 
Peking on 20 May. North Korea signed the 
Nuclear Non-Proliferation Treaty in 1985, 
but so far has refused to conclude a 

ards Agreement with the 
International Atomic Energy Agency. 
Tokyo regards the nuclear issue as the 
most important barrier to normalisation. 
Noboru Nakahira, head of Japan's 
delegation, also urged North Korea to 
resume prime ministerial talks with South 
Korea and to agree to separate UN 
membership for the two Koreas. 


New Zealand report points 

to shift in defence focus 

> A White Paper released on 21 May says 
New Zealand will base its defence on 
“self-reliance and partnership,” taking an 
active part in global security matters and 
seeking to rebuild traditional relationships 
with Britain and the US. This is a departure 
from the 1987 review, on which the 
previous Labour government based a 
policy focused principally on the South 
Pacific. The policy of banning visits by 
ships carrying nuclear weapons remains. 


Taiwan legislator jailed for 
role in demonstration 

> Taiwanese opposition legislator Lin 
Cheng-chieh has been sentenced to 22 
months in prison for taking part in an 
illegal street protest in 1989 over the 
government's jailing of opposition leader 
Hsu Hsin-liang after his illegal return to 
Taiwan. Although the demonstration was 
peaceful, Lin was seriously injured during 
the arrest and the sentence was 
unexpectedly harsh. Hsu was later 
released from jail under a presidential 
amnesty. 


Hanoi expels film-maker 

for smuggling documents 

> Gesbert Bernard Romai, a French 
documentary film-maker of Vietnamese 
origin, was expelled by the Hanoi 
government on 15 May for having 
smuggled into Vietnam letters and 
documents from Vietnamese 
“reactionaries” living abroad, according to 
Vietnam’s official media. Vietnamese 
sources say the security police will also 
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soon expel Bui Duy Tam, an overseas 
Vietnamese with US citizenship, who was 
arrested on 12 April for allegedly having 
received internal communist party 
documents from the writer Duong Thu 
Huong, who was arrested two days later. 


Task force in Bangladesh 

sets June deadline 

> Maj.-Gen. Henry Stackpole, commander 
of the US task force which has been 
carrying out relief operations in cyclone- 
devastated Bangladesh since 15 May, said 
that about 500 personnel would stay on in 
the country until the middle of June to 
complete rehabilitation work. Earlier, 
Washington had announced that the task 
force would be in Bangladesh for only two 
weeks. Stackpole said that the rest of the 
task force would leave soon. The arrival of 
the task force had been criticised by former 
Indian prime minister Rajiv Gandhi and 
some Bangladeshi opposition leaders. 
However, the government and the people 
in the affected areas have warmly 
welcomed the task force’s presence. 
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Malaysia has second thoughts 
on Swedish submarines 

> Malaysia has shelved plans to buy four 
submarines from Sweden. Defence 
Minister Najib Abdul Razak said the 
reason was purely financial. The M$1.35 
billion (US$489 million) deal with Kockums 
Marine AB envisaged the purchase of two 
new T96 submarines and two refurbished 
Draken-type boats from the Swedish navy. 
Malaysian defence officials will not say if 
the decision to cancel the submarines is 
linked to a review of the original bids, 
citing only the heavy drain on the defence 
budget imposed by a 1989 contract to buy 
M$4.5 billion worth of military equipment 
from Britain. 
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Quayle tells Japan to 
liberalise rice market 
> US Vice-President 
Dan Quayle, 
currently on an Asian 
tour, reiterated US 
demands that Japan 
open its rice market 
to foreign producers 
during a meeting 
with Japanese Prime 
Minister Toshiki 
Kaifu in Tokyo. 
Quayle’s demand comes in the wake of a 
19 May statement by Shin Kanemaru, a 
senior Liberal Democratic Party leader, that 
a partial liberalisation of Japan’s rice market 
was unavoidable if Japan is to maintain 
good relations with the US. In response to 
Kanemaru’s remarks, however, Shigeru 
Motai, a vice-minister for agriculture 

and forestry, said Japan’s policy of 
maintaining self-sufficiency in rice remains 
unchanged. 





Quayle. 


Indonesian dam inaugurated 
despite farmers’ protest 


= P Indonesian President Suharto 


inaugurated the controversial Central 
Java Kedung Ombo dam on 18 May, 
telling recalcitrant farmers that the 
country’s development required sacrifices 
from the people. About 600 farming 
families have so far refused to move from 
the vicinity of the World Bank-financed 
dam. They say the compensation the 
government offered for their land is too far 
below market levels. About 5,000 families 
have already been relocated away from the 
dam. 


US veterans’ group plans 

to help Cambodian wounded 

> The Vietnam Veterans of America 
Foundation, which is dedicated to 
reconciliation with Indochina, is finalising 
a programme to provide artificial limbs to 
Cambodians wounded in that country’s 
long-running civil war. Executive director 
Bobby Muller says the foundation wants to 
help provide prosthetics for 79 injured 
Cambodian veterans living in a camp 
across the Tonle Sap River from Phnom 
Penh. Muller, who visited Cambodia in 
mid-May, said Prime Minister Hun Sen 
has given his backing to the project, which 
is expected to get under way later this year. 
Muller says the US Treasury Department 
has said it will not object to the project, the 
first in Cambodia by US veterans. 
Washington currently maintains a trade 
embargo against Vietnam and 

Cambodia. 
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THE NEW SIGN OF CREATIVITY 
IN AUTOMOTIVE ENGINEERING 





WEVE GOT QUITE A FOLLOWIN 


Preeminence. It comes from having creativity, and possessi 
the foresight to use it wisely. Witness the Toyota Corolla ai 
Corona. The challenge to our engineers was to develop ca 
whose engines not only meet the demand for high performanc 
but also make best use of precious natural resources. By drawii 
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reet. Using some of the most advanced innovations available, such as scissors gear drive, closely- 
ositioned camshafts and four valves per cylinder, we produced powerplants that combine smooth, 
ıpid acceleration and power with optimum fuel efficiency. And then, taking the lead in an industry that 
as quick to follow, we made these race-proven engines standard on all of our cars. That’s why in 
‘orolla and Corona, and every passenger car we make, you'll find either a 1600 or 2000cc engine that’s 
een born and bred on the tracks of the world. It’s another 
xample of the attitude and philosophy that drives Toyota. And 
’s why, when it comes to creativity, we're a tough act to follow. 
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CAMBODIA 


Despite a lull in fighting hopes for talks are low 
Pessimism for peace 


By Murray Hiebert in Sisophon and 
Battambang 





ighting in Cambodia appears to have 

dropped sharply since the country’s 

four warring factions accepted a vo- 
luntary 1 May ceasefire called by the UN, 
even though the opposing parties continue 
to accuse each other of truce violations and 
of using the lull to re-supply troops before 
peace talks scheduled to be held in Jakarta 
early next month get under way. 

“After the ceasefire, the battlefield has 
been quiet,” said Ith Loeur, Governor of 
Banteay Meanchey province, which lies 
along the border with Thailand and has 
seen some of the country’s heaviest fight- 
ing since the 1989 Vietnamese troop with- 
drawal. 

Officials at the province's surgical hospi- 
tal, which treated 145 war victims in March 
and 95 in April, say they have admitted no 
casualties of shelling or gunshot wounds 
since the truce went into effect. “Of course, 
we still have admissions,” said an official of 
the International Committee of the Red 
Cross at the hospital. “Mines don’t respect 
the ceasefire.” In recent months, roughly 
half of the war casualties admitted were in- 
jured by mines. 

The provincial hospital in neighbouring 
Battambang, which treated 61 war victims 
in March and 70 in April, also has received 
no new injuries caused by shells or gunshot 
since the end of April, according to Dr Ly 
Lay, vice-director of the hospital. 

Although the number of civilian injuries 
has fallen since 1 May, both the Khmer 
Rouge and its two non-communist allies 
and the Vietnamese-backed government in 
Phnom Penh accuse the other side of violat- 
ing the truce. Foreign relief workers in 
Sisophon and Battambang report that both 
sides continued shelling during the first 
few days of the ceasefire. 

Some fighting also continues in Kampot 
in the south, which came under heavy 
pressure from Khmer Rouge guerillas ear- 
lier this year, foreign visitors to the pro- 
vince report. Phnom Penh’s official news- 
agency claimed on 13 May that guerillas 
had attacked a car on Highway 4 in Kom- 
pong Speu province, southwest of the cap- 
ital, killing four passengers. 

- Resistance officials accuse Phnom Penh 
of breaking the truce by pounding guerilla 
positions with artillery in western and cen- 
tral Cambodia. Phnom Penh denies this. 
“They broke [the ceasefire] first, compelling 
us to fight back,” Defence Minister Tie 
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Banh told foreign journalists. 

But the minister said military activity 
nationwide had subsided in recent weeks. 
“I noticed the situation is getting much bet- 
ter after we declared a ceasefire,” he said. 
Deputy Foreign Minister Sok An said the 
number of violations had fallen further after 
11 May, when an observer team — headed 
by the military adviser to the UN Secretary- 
General — began an inspection tour of 
Cambodia, including resistance bases along 
the border with Thailand. 

Although the war in Cambodia has 
been a relatively low-key affair since Viet- 
nam invaded and deposed the Khmer 
Rouge 12 years ago, the four factions step- 
ped up their activities during the dry sea- 
son — which began in December — in an 
attempt to improve their military advantage 
in advance of the next round of peace talks. 

The non-communist Khmer People’s 
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Khmer Rouge guerilla prepares mortar rounds. 
National Liberation Front (KPNLF) tried to 
capture the district town of Svey Chek in 
northern Bantheay Meachey, but Phnom 
Penh managed to repel the attack. Then in 
February, Khmer Rouge gunners in the 
southwest and KPNLF artillery units in the 
north began what one relief official called 
“indiscriminate bombardment with no clear 
military objective” in large areas of the pro- 
vince. Dozens of shells hit the provincial 
capital of Sisophon, killing 20 people and 
injuring 40 others. 

Around the same time, the Khmer 
Rouge also began large-scale shelling in 
Battambang province, particularly of vil- 
lages south of the provincial capital. Bat- 
tambang military commander Col Van 
Sophat said the guerillas had moved their 
artillery and tanks along a new road — built 
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with Chinese construction equipment — 
from the Thai border south of the Cambo- 
dian gem-mining town of Pailin to within 
20 km of Battambang city. 

In mid-February, Phnom Penh’s army 
launched what appears to have been one of 
its most successful counter-offensives in 
western Cambodia since the Vietnamese 
withdrawal. In Bantheay Meachey the 
army reca areas around Svey Chek 
which had fallen under resistance control 
and it moved within artillery range of the 
KPNLF headquarters at Thmar Puok, about 
20 km from the Thai border. 

In Battambang, Sophat says Phnom 
Penh’s army overran the Khmer Rouge’s 
five main “division” bases in the province, 
including the group’s headquarters at 
Chamkar Stung, near the Thai border 
about 100 km southwest of the provincial 
capital. Government troops, using the new 
Khmer Rouge-built road, also moved to 
within a few kilometres of Pailin, forcing 
guerillas to abandon the source of much of 
their income. 

Sophat, who commanded the opera- 
tion, said his troops had captured #4 
Khmer Rouge prisoners, while another 336 
guerillas had been killed and 203 were in- 
jured in the fighting. He said his forces had 
destroyed three Chinese T59 
tanks and six Chinese trucks, 
while capturing four six- 
wheel Chinese military 
trucks, 456 assorted guns and 
400 tons of shells, mines and 
ammunition. Sophat said the 
captured weapons, which 
are currently on display in 
Battambang, would be 
enough to supply his troops 
for about two years. 

The intensified fighting 
before the ceasefire uprooted 
tens of thousands of pea- 
sants, forcing them to move 
to villages and camps near 
incial centres and seri- 

ously taxing the govern- 

ment's limited food supplies. 
Relief officials estimate that the number of 
displaced inside the country 
jumped from 140,000 to 187,000 during the 
first three months of the year. 

Refugees interviewed around Sisophon 
and Battambang said they fled because of 
the increased shelling and growing harass- 
ment by armed bandits, many of whom 
wore military uniforms and came to their 
villages at night to steal their draught ani- 
mals for smuggling to Thailand. Refugees 
in Bantheay Meanchey said they were most 
afraid of KPNLF forces, though they also 
complained about being harassed by gov- 
ernment troops, particularly those who 
came from other provinces. 

Sophat believes his offensive played an 
important role in convincing the resistance 
to accept the 1 May truce. “The Khmer 
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Rouge agreed to the ceasefire because they 
had many forces put out of action,” the 
commander said. “So they are taking this 
opportunity to rebuild and re-supply their 
forces.” 

Phnom Penh’s military success against 
the Khmer Rouge around Pailin has 
prompted renewed speculation that Viet- 
namese troops were involved in the fight- 
ing. Foreign relief workers say they began 
seeing what they believe to be Vietnamese 
mercenaries in Cambodian military uni- 
forms around Battambang in mid-Feb- 
ruary, when a market on the outskirts 
of the city was shelled, killing four people 
and burning down about 120 shops and 
houses. 

“They're not here in huge numbers — 
just enough to stiffen up the backbone 
of the Khmer army,” one aid worker said. 
But Sophat and Governor Loeur deny 
that they have any Vietnamese fighting 
alongside their troops, insisting that only a 
few Vietnamese artillery and map-reading 
experts from the army's regional military 
headquarters visit their provinces from time 
to time. 

Phnom Penh’s relative military success 
during the last weeks of the dry season, 
coupled with resistance leader Prince Noro- 
dom Sihanouk’s preconditions for a meet- 
ing with Phnom Penh Premier Hun Sen, 
have dashed the hopes of many foreign ob- 
servers that the peace talks in Jakarta could 
lead to a peaceful settlement. 


been informed through Thailand that 

Sihanouk would meet Hun Sen only 
if the premier made “a formal request” for 
a meeting in Jakarta and the prince received 
an invitation to visit Indonesia from Presi- 
dent Suharto. 

“Premier Hun Sen is ready to have 
a meeting, but he cannot accept those 
conditions,” the deputy minister said. 

Phnom Penh is expected at the talks to 
propose major changes to a UN peace plan 
drafted by the UN Security Council, includ- 
ing a demand for a guarantee against the 
return of genocide in Cambodia, a refer- 
ence to the brutal Khmer Rouge rule in the 
late 1970s. Sok An says Phnom Penh will 
not sign any agreement which does not in- 
clude either “an international tribunal to try 
the criminals of genocide or measures to in- 
sure the exclusion of the criminals from [fu- 
ture] political power.” 

But diplomats point out that the Khmer 
Rouge and its Chinese backers will never 
accept this condition because it “means 
death for the Khmer Rouge.” One observer 
sympathetic to Phnom Penh’s fears about 
the guerilla group said: “Insisting on an 
international tribunal for the top Khmer 
Rouge leaders is politically impossible. If 
Phnom Penh doesn’t remove its condi- 
tions, it’s not necessary to convene the 
Jakarta meeting.” n 


by ok An said Phnom Penh had recently 
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INDONESIA 


Furore over linkage between aid and domestic issues 


Calling the tune 





By Adam Schwarz in Jakarta 
jas Pronk, chairman of Indo- 





nesia’s 18-member international donors 

group, stirred nationalist passions and 
garnered some support during a recent visit 
by implying that future aid would be linked 
to Jakarta’s performance on economic and 
social issues. 

Using blunt language rarely heard from 
travelling diplomats, Pronk, who is the 
Dutch minister for development in addition 
to chairing the Inter-Governmental Group 
on Indonesia (IGGI), said Indonesia’s efforts 
to reform its economy by promoting the 
private sector had caused extensive en- 
vironmental degradation, the exploitation 
of the labour force and led to rising income 
inequalities. 

While he later sought to tone down his 
remarks by telling reporters his views re- 


Pronk arrives in Jakarta: pushing democracy. 


flected his position as Dutch development 
minister, he concluded by saying: “I men- 
tion these issues as a foreigner . . . but not 
just any foreigner. [I am] the chairman of 
the [IGGI] aid forum, and this government 
wants the money.” 

Pronk was in Indonesia three weeks 
ahead of IGGI's annual meeting in The 
Hague, when the group will decide on aid 
to Indonesia for the current fiscal year end- 
ing in March. He met a number of cabinet 
ministers, army officers, Muslim leaders, 
parliamentarians, student groups and rep- 
resentatives of non-governmental organisa- 
tions (NGO). 

Pronk said at a news conference at the 
end of his visit that Indonesia needs to de- 
centralise political power away from Jakarta 
and allow full democratisation at the village 
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level. In an interview with the REVIEW, 
he attributed the weakness of opposition 
movements to the “non-democratic nature 
of Indonesian society.” 

Over the past nine months, two local 
newspapers have lost their publishing 
licences, distribution of one foreign news- 
paper was temporarily forbidden, several 
plays and poetry readings were cancelled 
and 50 dissidents were refused exit permits 
to travel abroad. 

Pronk’s comments drew a sharp re- 
sponse from both sides of the political spec- 
trum. Members of NGOs consulted by 
Pronk and some student groups were in 
general agreement with his views. “He is a 
good friend,” said Arief Budiman, a 
sociologist at Satya Wacana Christian Uni- 
versity. 

However, a range of government offi- 
cials, private observers and representatives 

of donor nations belonging 
¥ to IGGI reacted to Pronk’s 

comments with a mixture 
of disdain and disapproval. 

Many described his remarks 

as patronising and insult- 

ing. 
“Pronk acts like he’s the 
Dutch —_ governor-general,” 
said economist and lecturer 
Anwar Nasution, referring to 
Indonesia’s former colonial 
ruler. Nasution, himself a 
frequent critic of govern- 
ment policies, said Pronk 
had offended Indonesian 
nationalism and accused him 
of interfering in Indonesia’s 
politics and preaching “voo- 
doo” economics. 

“We object very strongly to [the idea of 
aid] as a Trojan Horse [that entitles foreign 
donors] to participate and interfere in our 
efforts to develop,” said Rachmat Witoelar, 
secretary-general of the ruling Golkar party. 
“We believe that our development is deve- 
lopment for the common people. That 
should be enough for foreign donors.” 

Pronk denied he was interfering in In- 
donesia’s affairs, insisting that he was sim- 
ply engaged in a dialogue. “I am a so- 
cialist,” he told the REVIEW. “I am not the 
kind of politician who only talks to govern- 
ments.” 

Some Jakarta-based representatives of 
IGGI donors, which includes 13 nations and 
various multilateral institutions and obser- 
vers, accused Pronk of misusing his posi- 
tion as IGGI chairman to preach a message 
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_ which was primarily intended for political 
|: consumption in the Netherlands. 
On balance, most IGGI donors take a less 
“critical view of Indonesia's development 
‘than Pronk, though many agree that some 
| of the weaknesses he highlighted are legi- 
timate concerns and do require attention 
_ from the government. More problematic 
for many donors is Pronk’s confrontational 
“approach, which some donors feel is 
counter-productive. 
“We were disappointed by some of 
~ Pronk’s comments,” said an official from 
one of the larger IGGI donors. “I don’t know 
of any IGGI donors who are comfortable 
~ with Pronk as spokesman,” he added. 
-o` Japan and the World Bank accounted for 
_ about three fifths of new lending to the In- 
_ donesian Government in 1990. 
Some IGGI donors were also upset that 
-© Pronk used the group’s chairmanship to 
_ = generate a wider audience for policies he 
= Supports as his country’s development 
minister. These donors felt he should have 
saved his criticisms of Indonesia until July, 
when he plans to visit Indonesia again in a 
_ purely bilateral role. 
< |- However, few disagreed with Pronk’s 
call for more support for organised la- 
-bour against big business. The minimum 
‘Wage for Indonesian workers ranges from 
_US$0.60-1.20 a day and many employers 
_are guilty of paying less than the minimum 
_ wage. Pronk also said Indonesia needed a 
-better balance between rich and poor, and 
“recommended the government switch to a 
“bottom-up development model” entailing 
= greater participation by the common peo- 
_ | ple. He said Indonesia’s poverty-reducing 
“> programmes were inadequate and ap- 
-> pealed to the government to “transfer 
- wealth from the rich to the poor.” 


me asution, however, said Pronk 
a New have tempered his remarks 
to the Indonesian context. A sharp 
= oise in the minimum wage, Nasution 
~ warned, would make it more difficult for 
_. Indonesia to provide jobs to the 2.3 million 
“new entrants to the workforce each year. 
_.. Other economists disagreed with 
_Pronk’s contention that problems with In- 
donesia’s economy were due to an over-re- 
_liance on the private sector. “The real issue 
is that the government must work harder 
_ to create a more level playing field, not to 
«re-establish limits on private enterprise,” 
_. one prominent economist said. 

A recent confidential World Bank report 
<=. on Indonesia criticised a number of features 
_. of Indonesia’s economic development, but 
_ concluded that overall the country’s “[deve- 
lopment] strategy is succeeding.” The re- 

"port recommended that IGG! donors pro- 
“ide Indonesia with US$4.7-4.8 billion in 
concessional rate loans and grants in the 
“current fiscal year. That compares with an 

` IGGI aid commitment of US$4.5 billion in 

the previous fiscal year. a 
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Improved Sino-Soviet ties based on self-interest 


Market forces 





By Sophie Quinn-Judge in Moscow and 
Tai Ming Cheung in Peking 
iang Zemin’s visit to the Soviet Union 
in mid-May, the first by a Chinese 
Communist Party general secretary for 
more than three decades, demonstrated the 
growing irrelevance of communist ideol- 





Improved relations between the two 
communist neighbours, which even five 
years ago might have been viewed as a 
major threat to world stability, now attract 
comparatively little attention — even in the 
Soviet press. The cordiality evident during 
Jiang’s visit, treated by both sides as a 
party-to-party exchange, could not mask 
the fact that relations with Western eco- 
nomic powers and Japan now take prece- 
dence for both nations over their socialist 
ties. 

The visit was largely symbolic, with few 
concrete results evident or expected. The 
only agreement signed was a pact settling 
most of the territorial disputes along the 
eastern sector of the Sino-Soviet border. 
There was no hint of the scathing criticism 
Chinese leaders have poured on Soviet Pre- 
sident Mikhail Gorbachov in internal party 
documents, including calling the Soviet 


leader a traitor for betraying the communist 
cause. The almost sedate manner in which 
the two leaders discussed their political dif- 
ferences was meant to emphasise that 
ideological concerns have been relegated to 
secondary importance in Sino-Soviet rela- 
tions. 

Indeed, Jiang told journalists that the 
main goal of his visit, “to further friendly, 
good-neighbourly relations,” had been at- 
tained, and denied the two powers were 
returning to their alliance of the early 1950s. 
The normalisation of relations, he reiter- 
ated, simply meant the two countries had 
agreed to peacefully co-exist. 

The visit also served to underline: how 
quickly Sino-Soviet relations have evolved 
in the past few years, with the resumption 
of military contacts — including negotia- 
tions on a mutual reduction of troops along 
their border — perhaps the most significant 
accomplishment. Official. military ex- 
changes only began again in April 1990, but 
have accelerated. quickly since then. 

This was illustrated by Soviet Defence 
Minister Marshal Dimitri Yazov's visit to 
Peking in early May, the first for more than 
three decades. Although Yazov’s trip did 
not result in many. public agreements, this 
perhaps reflected the Chinese and Soviet 





As the deadline nears, an increasingly 
hostile US Congress is squeezing hints out 
of President George Bush that he may 
have to attach conditions to an extension 
of China's most-favoured-nation (MFN) 
trade status — or at least express concern 
about China’s record on human rights, 
trade and weapons exports. 

Bush has until 3 June to decide on the 
MEN issue and Congress has 60 days to 
react to his decision. 

In the face of a strong anti-China mood 
in the US capital, Peking is hanging 
tough, at least rhetorically, and not help- 
ing those who would like to minimise the 
damage to the bilateral ties between. the 
US and China. Hongkong is pleading 


lators not to victimise the small and inno- 
cent bystander. 
Bush provoked critics on 15 May when 





with US administration officials and legis- - 
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Status quo, no! 


he claimed to have “the big picture” in 
calling for a continuation of China's MFN 
status. “I look at the support we got from 
China in [the Gulf War], I look at the im- 
portance of China as.a country and I don’t 
want to see us isolate [the Chinese,” 
Bush said. 

One. senator said “all of us:in Wash- 
ington . . . were taken: aback” by Bush's 
comments, while another said Bush’s “big 
picture” cannot be helpful unless it starts 
with “a very careful assessment of what's 
going on-in the US economy [and US 
trade}. os, 

Many in Congress have a completely 
‘Negative view of China's behaviour and 

“Bush’s response to it. As the Senate's Asia 
expert Alan Cranston put it: “In China 
there-is now no hope for democracy, no 
respect for human rights, and in trade 
there is a subversive effort to rob the West 
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desire to keep their discussions low key in 
an effort to allay fears among Asian states 
that the renewal of Sino-Soviet military 


cooperation may pose a threat to regional 
security 


Nevertheless, any measure to reduce 
the military forces arrayed along the Sino- 
Soviet border — where more than 1 million 
soldiers are deployed — is of fundamental 
importance to both countries. The eastern 
border agreement will help to further im- 
prove confidence as both sides attempt to 
hammer out how the reduction of forces 
will take place. However, because of differ- 
ences over how far troops should be pulled 
back from the border, and problems and 
costs associated with the relocation of mili- 
tary units, analysts do not expect any major 
agreements for some time. 

Of particular concern to regional states 
are Soviet arms sales to China. The two 
countries are expected to formally sign an 
agreement on China’s purchase of 24 
Soviet-built Su27 advanced combat aircraft 
at the end of May when a Soviet defence in- 
dustry delegation visits Peking. Yazov 
signed an agreement during his May visit 
that allows Chinese air force pilots to be 
sent to the Soviet Union for training on the 
Su27s. Following the successful conclusion 
of the Su27 deal, diplomats say that the 
focus of future discussions on arms sales 
will be on cheaper fighter aircraft, such as 
the MiG29, and missile patrol boats. 

The fighter sale illustrates both the im- 
provement and the limits in Sino-Soviet re- 
lations. Moscow’s willingness to sell the air- 
craft to Peking demonstrated the Soviets no 
longer regard the Chinese as a military 


of its technology while selling weapons of 
mass destruction.” 

In introducing a bill proposing to at- 
tach a six-month review of China’s be- 
haviour to the MFN extension, the Senate 
Majority Leader George Mitchell said 
Bush has offered no incentive for Chinese 
leaders to change their policies. “They 
know they can do anything they want 
and the president will not do anything 
about it.” 

Mitchell’s proposal is to revoke China's 
MEN status in 180 days unless the presi- 
dent certifies to Congress that the Chinese 
Government has performed a series of de- 
sired actions. 

The list includes: releasing or account- 
ing for all political prisoners; stopping ar- 
rests of pro-democracy activists; permit- 
ting unrestricted emigration; protecting 
US intellectual property rights; providing 
“fair and unrestricted access” to China's 
markets; buying more US goods and ser- 
vices and stopping the shipment of goods 
through Hongkong and other non- 
Chinese ports to disguise their origin; par- 
ticipating in international efforts to control 
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threat. The small number of fighters being 
sold, and the reluctance to allow the 
Chinese to produce the aircraft under 
licence, also reflects continuing Soviet war- 
iness over expanding relations with China 
too quickly. Despite the present improved 
ties, the two countries remain long term 
geo-strategic rivals — a point frequently 
made by Chinese and Soviet officials when 
they promise Sino-Soviet relations will not 
return to the 1950s alliance. 

In private, though, some policymakers 
in Peking and Moscow hope the rapid de- 
velopment of Sino-Soviet military ties will 
worry the US, and force Washington to im- 
prove its relations with the two countries. 
Chinese officials say one of the rationales 


proliferation of advanced weapons. 

Frustrations among administration of- 
ficials about China's behaviour distin- 
guishes this year’s MFN debate from last 
year’s. The latest complaints come from 
the Treasury Department over exchange 
rate policy. The department issued a hard- 
hitting document which noted: “The re- 
cent [Chinese] devaluations, in conjunc- 
tion with large external surpluses, raise 
concerns and indicate that a shift in ex- 
change rate policy may be occurring 
aimed at reinforcing China’s attempt to 
generate sizeable external surpluses.” 

However, taking its cue from Bush, 
the State Department is suggesting it will 
recommend against using the MFN as a 
vehicle for promoting Chinese reforms 
and for dealing with such issues as 
weapons proliferation, human-rights vio- 
lations and unfair trade practices. In a Se- 
nate hearing, Assistant Secretary of State 
Richard Solomon said that the denial of 
MEN “would be an extremely serious blow 
to a relationship that took 20 years to con- 
struct after two decades of very hostile 
confrontation. 
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that pushed the speedy development of 
their military contacts with the Soviets were 
the military sanctions imposed by the US 
on China following the June 1989 killing of 
demonstrators in Peking. 

US officials, however, say they are not 
worried by the present Sino-Soviet rap- 
prochement. Rather, they see efforts to re- 
duce military tensions between Peking and 
Moscow as helping to strengthen peace 
and stability in the Asian region. Nonethe- 
less, some US analysts are concerned as to 
how far Sino-Soviet military ties will deve- 
lop. Soviet help in China's military moder- 
nisation programme could pose a threat to 
such states as Taiwan, which the US still 
provides with military assistance. 

Clear differences of opinion also exist 
within Soviet party circles as to how close 
the relationship with China should be. 
Former foreign minister Eduard Shevard- 
nadze, for example, has been criticised in 
the conservative journal Litternaturnaya Ros- 
siya for not pursuing relations actively 
enough after the May 1989 summit. 

Economically, the two countries are 
moving quickly to expand their ties. Two- 
way Sino-Soviet trade in 1990 totalled 
nearly US$4.38 billion, up almost 20% over 
1989, making the Soviet Union China's fifth- 
largest trading . Most Soviet exports 
to China consist of heavy industrial equip- 
ment, machine tools and airliners, while 
the Chinese ide mostly consumer 
goods and foodstuffs. Although there was 
a move at the beginning of the year to 
switch more to cash trade, barter still re- 
mains the primary method of transaction in 
an overwhelming majority of deals. a 


One official, pointing to concessions 
Peking has made quietly on human 
rights, weapons proliferation and trade is- 
sues in recent weeks, urges: “Look at 
what the Chinese do — not what they 
say.” China has released some political 
prisoners, explained that its nuclear coop- 
eration with Algeria is peaceful and is 
sending a large buying mission to the US, 
while at the same time sharply denounc- 
ing moves to link MFN to other issues. 
“Congress has been looking for an Anti- 
christ to replace the Soviet Union and dis- 
covered China,” this official says. 

Understandably, Hongkong does not 
want to be sacrificed because of China's 
real or perceived mischief or because of a 
US need for Antichrists. Compared to last 
year, fewer Americans are willing to de- 
fend US-China trade as a liberalising influ- 
ence on China and thus call for the con- 
tinuation of China's MFN status. This is be- 
cause China's trade surplus with the US 
has jumped from US$6.2 billion in 1989 to 
US$10.4 billion last year and China has 
been shown to be engaged in various “un- 
fair trade practices.” m Susumu Awanohara 
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JAPAN 


Untimely death hits smooth takeover plans for LDP 


Mortal blow 





By Robert Delfs in Tokyo 


he death of Shintaro Abe has dis- 

j rupted plans for an orderly replace- 
ment of Prime Minister Toshiki 

Kaifu when his two-year term as president 
of the Liberal Democratic Party (LDP) ex- 
pires next October. Abe’s passing is a set- 
back for other party leaders of the so-called 
“Taisho” generation (those born between 
1912 and 1926), including former prime 
ministers Noboru Takeshita and Yasuhiro 
Nakasone, and could lead to significant fac- 
tional realignments within Japan’s ruling 


Pathe LDP has been dominated since 1987 
by a tacit alliance between Takeshita and 
Abe, leaders of the largest and second- 
largest factions in the party, which together 
account for half of the LDP members in the 
Diet. 

Until his health began to fail last Sep- 
tember, Abe was the leading candidate to 
succeed Kaifu as party president and prime 
minister next October. The plan for Abe to 
become Prime Minister in 1989 in return for 
his support for Takeshita’s prime ministe- 
rial bid two years earlier went awry in the 
wake of the Recruit bribery scandal, which 
scarred virtually all of the “Taisho” genera- 
tion leaders and led to the compromise 
selection of Kaifu, 58, a relatively unknown 
young leader from the small Komoto fac- 
tion. 

Takeshita would like to be prime minis- 
ter again, but this would have meant over- 
coming not only the lingering Recruit 
shadows, but also an unwritten party in- 
junction against non-consecutive multiple 
terms. 

Although unable to run for party presi- 
dent himself due to his serious illness, Abe 
could have asked the Takeshita faction to 
extend its support for Kaifu’s caretaker 
leadership for a third term, or 

the baton back to Takeshita. Now that 
Abe is gone, all deals are off. Only three 
days after Abe’s death, Shin Kanemaru, 
Official leader of the Takeshita faction and a 
former deputy prime minister, announced 
that the Takeshita faction intends to field 
its own candidate in the October party 
election. 

Selection of a new party leader is gener- 
ally negotiated among factions; primary 
elections have been held only twice in the 
history of the LDP — in 1978 and 1982. 
Under rules adopted last year, however, an 
election must take place if two or more can- 
didates qualify with 30 Diet members’ sig- 





Abe: factional realignments. 


natures. Previously, primaries were held if 
four candidates stood. 

The Takeshita faction ultimately plans to 
make former LDP Secretary-General Ichiro 
Ozawa party president, but political obser- 
vers say it is still too soon for the 48-year- 
old Ozawa, an eight-term Diet member and 
close Kanemaru associate to run for the top 
job. Powerful and well-connected within 
the party, Ozawa is resented by leaders of 
other political parties and members of the 
public for his assertiveness last year in at- 
tempting to ram through a proposal to 
allow Japan’s Self-Defence Forces to partici- 
pate in the Gulf War in a non-combat capa- 
city. 

In the meantime, the leading younger 
Takeshita faction candidates are Tsutomu 
Hata, 55, chairman of the LDP commission 
studying electoral reform, and Finance 
Minister Ryutaro Hashimoto, 53. Hashi- 
moto is an able bureaucrat and was not in- 
volved in the Recruit Scandal, but he has 
little standing within the Takeshita faction. 

Hata could credibly continue Kaifu’s 
campaign for political reform. More impor- 
tantly, as a former minister of agriculture 
and forestry, Hata is ideally equipped to 
undertake the opening of Japan’s protected 
rice market, a thorny task which Kanemaru 
and other senior party leaders have re- 
cently stated should be tackled soon to 
avoid further deterioration in Japan-US 
relations. 

Neither ideological nor policy-oriented 
in nature, LDP factions are notoriously 
prone to instability following the death of 
the leader, particularly if there is no clear 
successor. Of the 10 significant factions ac- 
tive in the 1960s, only five remain today, of 
which only three can claim more than 20% 
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of votes in both houses of the Diet. 

The future of Abe's leaderless former 
faction itself is now highly uncertain. None 
of its four current joint leaders is a credible 
candidate for party president in his own 
right. Many political observers believe the 
faction will either split or be dissolved. 

Masajuro Shiokawa, a former chief 
cabinet secretary, has his own health prob- 
lems, while the other three leaders — 
Yoshiro Mori, chairman of the lower house 
steering committee; Mutsuki Kato, chair- 
man of the LDP policy research council; and 
Hiroshi Mitsuzuka, faction secretary-gen- 
eral and a former minister of international 
trade and industry — are all tainted by po- 
litical scandals. 

Of the 64 Abe faction members in the 
Lower House, 22 are first-term and rep- 
resentives and 10 more are serving only 
their second term. This unusually high per- 
centage suggests that many joined with the 
understanding that Abe would be the next 
party president and prime minister. Specu- 
lation that at least some will defect to other 
factions before the party election has grown 
since the seriousness of Abe's illness be- 
came widely known. 

A tacit alliance between Mitsuzuka and 
Mori in opposition to Kato has already been 
detected, which could lead to the faction 
splitting down the middle, political obser- 
vers say. 

Some younger Abe faction members, 
however, support a protest candidacy by 
Shintaro Ishihara, the charismatic ultra- 
nationalist and former transport minister 
who is the co-author of the notoriously 
nationalistic work, The Japan That Can Say 
No. Possible candidates from other factions 
include Kiichi Miyazawa, a former finance 
minister and leader of the third-largest fac- 
tion, and Michio Watanabe, who leads 
what was formerly known as the Nakasone 
faction, as well as Prime Minister Kaifu run- 
ning for a third term. 

With Watanabe hampered by his image 
as a too-traditional [vulgar] party boss, ex- 
cessively involved in money politics and an 
ill-concealed rivalry with Nakasone, the re- 
latively clean Miyazawa is the only remain- 
ing “Taisho-era” politician with a strong 
shot at the prime minister's job. The former 
bureaucrat is not particularly well-con- 
nected within the party and is especially 
disliked by Kanemaru and other Take- 
shita faction leaders, but as leader of 
the most pro-American faction, he would 
be a likely choice if party leaders perceive 
a serious further deterioration in Japan-US 
relations. 

Kaifu’s hopes for a third term rest on the 
possibility of a negotiated selection process 
in which extending his caretaker prime 
ministership for another term emerges as 
the only safe alternative to an all-out inter- 
factional struggle. But, given the still over- 
whelming dominance of the Takeshita fac- 
tion, such an outcome is unlikely. =S 
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Treating the syndrome 


ilitary victory in the Gulf War 
has given new vitality to the ef- 
forts of an increasingly strong 
coalition in Washington to 
finish the business of an earlier conflict — 
| the Vietnam War — and to turn US policy 
towards normalising relations with Viet- 
The current policy — no diplomatic rela- 
“tions, a near-total embargo on trade, a veto 
on World Bank, Asian Development Bank 


È (ADB) and IMF loans — rests on a foundation 


_ of history and contemporary strategic calcu- 
lation. 

_. The wounds from the loss of the Viet- 
; nam War and its attendant domestic poli- 
| tical upheaval, still surprisingly raw for 
: many Americans, gives the policy its emo- 
-tional base. An assessment that only Hanoi 
| can force Phnom Penh to accept the Perma- 
nent Five solution in Cambodia, and that 
nly a combination of American stick and 
_ carrot will push Vietnam down that road is 
_ the policy's formal rationale. 

> Shortly after victory in the Gulf, Presi- 


_ {dent George Bush stated that the Vietnam 


“syndrome” was dead. His meaning was 


c clear. The success of American arms had 
{exorcised the hurt and sense of failure lin- 


: 1 gering from the war with Vietnam. The im- 
_ | plication was that the US could now treat 


-| Vietnam as a real place and political entity. 


The coming of age of new political gen- 
| erations in the US and growing economic 
pressures have already eroded support for 


a | the policy of isolating Vietnam. In Congress 


- 1 and in the administration, there are now 
-|o many who fought in Vietnam as junior offi- 
cers and non-commissioned ranks. Almost 
¿to a man, they are more open and less bit- 
_ ter than their elders who led US foreign-po- 
-licy institutions and the armed forces dur- 
ing the war. This generation, more than its 
_ predecessors, is able to ask: does the policy 
work, does it serve the national interest? 
< The intensity of the questioning has 
been heightened by the increasingly high 


| price the US is paying to sustain the trade 


and investment embargo. European, Ja- 


3? “panese, Australian and East Asian manu- 


_ | facturers and service companies are acting 
__ | on the assumption that Vietnam is a signi- 
_ [Scant potential market. They are investing 


| in joint ventures, opening offices, carving 
| Out positions in the market, buying and 


A selling. Virtually all the major Western, 


-| non-American, oil companies have either 
| signed production-sharing contracts on off- 


<4. shore concessions with Vietnam or are 
_ negotiating to do so. 


22 


THE 5TH COLUMN 





By Eugene B. Mihaly 


US businessmen can look, but they can- 
not touch. The Trading With the Enemy 
Act limits them to visits and, at most, to 
signing memoranda of understanding. 
They cannot pay or receive funds to or 
from Vietnam. They cannot sign contracts 
or enter into any kind of binding obligation. 
For the oil companies, these are particular- 
ly frustrating restrictions. The number of 
promising offshore blocks is finite, and they 
are going fast. For US operators the risk is 
that, by the time the embargo ends, the op- 
portunity will have vanished. 





has sought to give the appearance of move- 
ment by setting a timetable for the im- 
plementation of the policy. 

Nevertheless, there are obvious cracks 
in administration solidarity on this issue. 
Secretary of State James Baker has dis- 
tanced himself from the NSC position, evi- 
dent in his initiative to invite Vietnamese 
Foreign Minister Nguyen Co Thach to 
Washington late last year. Baker and some 
of his staff seem to wish to convey an im- | 
pression that they are at least agnostic, and 
perhaps even open to the possibility of rela- | 


| 


Further, US business has not failed to tively rapid change. 
notice that the ADB and the World Bank are Should it lose the battle, the NSC will no 
developing inventories of doubt argue that normalisa- | 
projects to fund as soon as eens OT should: deal. with the | 


the door is open. The ADB 
alone has nearly US$800 mil- 


political issues first and the | 
economic issues only after 


| 
| 
lion worth of potential pro- New these are resolved. The | 
jects under discussion with ace Commerce Department, | 
the Vietnamese authorities. political which has been quietly sup- | 
For US suppliers and service a porting change, and the | 
companies, the logjam here generations Congress will press for eco- 
is doubly frustrating. s nomics first, politics second. 
First, much Rr phys- Inthe US and veterans and the League of 
cal infrastructure work to be é Families will hold out for re- 
done is in areas where the growing solution of the “humanita- 
US is strong, notably tele- eg rian” issues — MIAs and, for | 
communications and air economic the far Right, the question of | 
transportation. Second, the prisoners-of-war still held in | 
longer the embargo lasts, pressures Vietnam — first and eco- | 
the more the US’ com- nomics last. I would bet on | 
petitors will have lamed have already the advocates of the com- | 
about Vietnam’s market mercial interest prevailing. 
conditions and have made eroded Business, however, is 
sales that will limit the range also divided. While all | 
of equipment that is compat- support for — would like a comprehensive | 
ible and suitable for Viet- x end to the embargo, various | 
nam. the policy of groups are jockeying for 
In Washington, the US A 3 positon should there be a 
Chamber of Commerce has isolating phased relaxation, Although 
called for an end to the em- å the oil industry wants im- 
bargo. The National Associ- Vietnam mediate action on oil, as do 


ation of Manufacturers 
(NAM) had a session on Viet- 
nam in April that drew strong interest. The 
NAM is also likely to go on record for a 
change in policy. During the same month, 
Republican Sen. Frank Murkowski intro- 
duced a bill that would end the embargo if 
Vietnam agreed to a respected third party 
arbitrating an end to the issue of still unac- 
counted for remains of US personnel miss- 
ing in action (MIA) during the war. 
However, the administration — led in 
this instance by the National Security 
Council (NSC) — continues to hold to its po- 
licy of linking a firm Cambodian settlement 
with lifting the trade embargo, though it 
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the bankers on finance, 

none wants to see a with- 

drawal of the US veto on World Bank and 

other loans before the embargo ends — un- 

less, of course, an exception could be made 
to permit US firms to bid on contracts. 

The gathering political force of the entire 

debate is a good sign that the US is moving 

~ if slowly — towards change, which is 

long overdue. a 





Eugene B. Mihaly is president of Mihaly In- 
ternational. Corp., a Sausalito, California-based 
management consulting firm that specialises in 
investment and business development in Asia 
and Eastern Europe. | 
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The dišästronis cyclone which struck the coast 
`of Bangladesh on 30 April, killing 139,000 
a= -people by the official count, has reinforced the 
outside world’s impression of Bangladesh as a 
a R mendicant nation, d down by merciless 
F -= = nature as soon as it struggles to its feet from 
the previous blow. Even as a large-scale international relief ef- 
fort got under way, a string of lesser calamities — flooding in 
“the northeast and severe thunderstorms around the capital 
Dhaka — struck, killing scores of people. 
“Fears of climatic change due to global warming — which 
could lead to as much as one third of the country being sub- 
_ merged by rising sea levels and even more intense tropical 
storms.— add to the sense of the odds being hopelessly loaded 
against progress. The prospects of early agreement with India 
‚a regime of water sharing and flood control for the two great 
rivers, the Ganges and the Brahmaputra, that flow through 
Bangladesh are also clouded by mutual suspicion and rivalry. 
_° Bangladesh’s population, now put at 110 million, is growing 
-by 2.2% a year and will reach 238 million by 2030 — even if the 
goal of a two-child family is achieved by then. Some 51 million 
-of the present population are below the poverty line, itself set in 
- terms of a barely adequate calorific intake. 
Further, Bangladesh’s political outlook is hardly encourag- 
ing. The February elections that followed the forced resignation 
of former president H. M. Ershad in December 1990 brought in 
a totally inexperienced and poorly educated prime minister, 











Preventive measures to reduce toll from future storms 


Learning from disaster 
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Khaleda Zia of the Bangladesh Nationalist Piety: Her riva 
Sheikh Hasina of the Awami League, lost narrowly and the un 
resolved constitutional debate about who gives the orders — 
parliament or the president — has kept open her chance of an 
early bid for power through presidential elections later this year. _ 
Political uncertainty and the diversion of resources to disas- 
ter relief have set back progress on economic reforms ‘begun last - 
year, after a stiff warning from the World Bank and foreign aid 
donors. Dhaka had lost control of its budget, and its own con- 
tribution to development dwindled to nothing as expenditure 
increasingly went on government wages and subsidies to the 
middle classes. 




























spent because Dhaka had. not set clear project priorities and 
could not provide local counterpart funds. The aid donors, who 
are due to meet in Paris at the end of May, expect further tough 
decisions from a hard~ and distracted government, 
Yet even amid the death and destruction, there is eviden 
Bangladesh is learning how to protect its people from natural 
disasters. On the economic side, the outlook is far from hoi 
less, provided the right decisions are made soon. Despite crop 
losses, the country may still have a record harvest this year. 
In addition, the fast-growing garment industry could be | 
seed of a manufacturing export boom. Many economic advisers 
believe that, with more discipline and direction from Dhaka 
Bangladesh could be lifted to a long-term economic growth rate. 
well above the rate of population increase. w Hamish McDonald 






















ee ‘are few places on 
earth where the border 
between land and sea is 


so slightly defined as it 
AAA is around the northern 
shores of the Bay of Ben- 


gal. Here, elevation is measured in a 
few metres, the surface of the sea rises 
and falls with massive tides and the 
air. above boils with clouds and thun- 
derheads. 
_ Along the coast to the north of Chit- 
tagong, a vast number of people have 
moved onto the mudbanks at the mouth of 
the Ganges-Brahmaputra river system. The 
farmer-settlers often stake their unofficial 
claims as soon as the new land emerges, 
and sometimes even while the mudbanks 
are below the high water mark. 
Settlements on islands like Kutubdia 
and Maheshkali were flattened when the 
cyclone, coupled with exceptionally high 
spring tides, hit the coast on the night of 30 
April. Further, the low-pressure eye of 
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such a storm raises the sea surface by 2 m 
or more, and when this mass of water — 
pushed by 230 kph winds — hits the shal- 
lows a tidal bore up to 10 m high can be 
created, as it was that night. This storm 
surge swept across the islands and coastal 
areas and inundated them, before falling 
back to the sea the next moming. 

The loss of life — put by the Bangladesh 
Government at nearly 139,000 — became 
known as relief teams arrived in the de- 
vastated region. By the 10th day after the 
cyclone, the bodies that had lain tangled on 
the beaches, suspended in trees and trap- 
ped in collapsed houses had been buried. 
However, in addition to those drowned 
and battered to death by the cyclone itself, 
the lives of hundreds of thousands more 
hung in the balance, with local food stocks 
gone and water supplies polluted. 

By mid-May, two weeks after the storm, 
up to 100,000 cases of gastroenteric diseases 
were reported, with about 1,000 deaths. 
But by then a huge relief effort was in 
progress. Foreign donors had contributed 
nearly US$250 million in food, cash and 
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materials. The dozen helicopters of the 
Bangladesh Air Force had been reinforced 
by some 15 more sent by India, Britain, 
Japan and China. A US Navy task force re- 
turning from the Gulf to East Asia anchor- 
ed off Chittagong on 15 May to add its 24 
helicopters and numerous hovercraft and 
landing barges to the relief programme. 

Nevertheless, it will be many: months. 
before the population starts supporting it- 
self again. The ponds that served a substan: 
tial prawn industry have been washed out 
and their associated freezing plants. d 
stroyed. Salt pans, another significant local 
source of income, have also been lost. Fruit 
trees have been stripped of leaves, crops. 
and grass seared by salt and village pot : 
filled with brackish saline water. 

The monsoon rains — which start i 
June and run to September — should was 
much of the salt out and help restore fertil- 
ity. But in the weeks before the monsoon 
— and during the period just after the rains 
begin — the region remains wide open to 
further devastation by cydones spawned i 
the Bay of Bengal. In the government o! 





-> against lesser storms, sooner or later 
-= On average every 20 years or so 





















fices at Cox’s Bazar, virtually the 
whole coastal sea-wall system is 
marked in red and yellow on the 
wall maps to indicate breaches and 
damage. Engineers estimate that 285 
km of embankments have been de- 
stroyed and another 235 km dam- 
» aged. 

To restore the embankments, 
=» Dhaka plans a “food for work” 
scheme which will provide short- 
> term employment and sustenance 
for the local population while they 
carry out these public works. The 
government is seeking 600,000 ton- 
nes of grain for this project, of which 
over one third has already been 
committed by foreign donors. 

a The failure of the dykes to protect 
©. the population on 30 April, how- 
== ever, raises questions about the 
_ ©» point of rebuilding them. While em- 
bankments do provide protection 


this century — the region will re- 
_ ceive another direct hit from a pow- 
_ erful cyclone. The answer has to be 
the tents and makeshift shelters 
_ Starting to appear in the wrecked villages of 
< Kutubdia and other islands. 


oe angladeshis are coming back to 
B start again, fully — if fatalistically 
— conscious of the menace con- 
tained in the normally calm waters 
-= of the Bay of Bengal. With a population of 
¿o 110 million that on present trends will dou- 
ble by 2025, many more landless people 
will take the risk of occupying, tilling and 
perhaps one day getting title to the new 
land in this fertile but inherently dangerous 
part of the country. And with time and 
more silt, the land will become more secure 
as the delta moves further out into the sea. 
Another part of the answer is that while 
it is impossible to protect the land against 
powerful cyclones, it is possible to save the 
¿i= people. As grim as the death toll was on 30 
April, it was far below the hundreds of 


: ‘thousands thought to have died when the 
1970 cyclone hit the same area — even 


~ though 40 million people have been added 
to Bangladesh's population in the interven- 
ing two decades. Although there were 
many obvious, and admitted shortcom- 


ings, the country showed itself far better 


organised to meet the storm’s onslaught. 
Satellite monitoring gave ample warning, 
and for those that chose to heed it — or 


F who could be warned in time — more shel- 


ters were available. 

, Throughout the disaster area, cyclone 
“o shelters generally appeared to have sur- 
vived the storm intact. The shelters are con- 
crete buildings, raised on pillars well above 
ground level, in which le can gather at 
the peak of the storm and flood. On 
Sonadia Island, about 20 km from Cox’s 
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Disaster prevention 







Projected flood control projects 
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a US$350 million bill. But the build- 
ings can be used for other purposes 
in normal times — schools, clinics, 
village centres — and thus represent 
a wider investment in so-called 
“human resources.” Shelters built 
with World Bank funds in the 1970s 
were not given such roles in village 
development and are mostly gutted, 
neglected structures — though they 
withstood the cyclone and provided 
rudimentary shelter. 

Aside from cyclones, the other 
great bane. of Bangladesh are the 
great floods that occur on average 
every. five years or so. The 1988 
flood, resulting from, simultaneous 
peaking of the Ganges and 
Brahmaputra rivers, put half the 
country under water and caused 
US$1 billion in loss of capital stock. 
Following this, the Bangladesh Gov- 
ernment and foreign-aid donors 
have been working on a scheme to 
control flooding. Not only will this 
protect lives, crops and property, the 
authorities see it as essential to the 





— Coastal embankment 
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Bazar, the entire population of 650 took 
refuge in a new shelter built by the 
Bangladesh Red Crescent Society. All sur- 
vived, and the volunteers manning the 
shelter’s radio were in contact with the so- 
ciety’s Dhaka headquarters throughout the 
night. In the 1970 cyclone, Sonadia’s then 
population was wiped out. 

The Red Crescent model — a single- 
storey building on stilts — costs 
US$100,000. Not only does it require a lot of 
cement, it needs careful supervision during 
construction to ensure salt water is not 
used in mixing the concrete. 

The government estimates that 3,500 
shelters will be needed, which works out at 


Officers’ 


mess 
Losses sustained by the 
oe | Bangladesh Air Force 
A wo (BAF) and navy during 
RAA the 30 April cyclone 
snai 2y set some sort of 
record for proportional 
military damage out of combat. The mas- 
sive tidal bore that surged across the 


low-lying airport at Chittagong and into 
the city’s river-mouth port and naval. 


base knocked out about half the BAF’s 
aircraft, and has immobilised or sunk 


all the major ships in the Bangladesh _ 


navy 
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development of ever more intensive 
agriculture to feed the population. 

Massive embankments will be con- 
structed along the main rivers, and enor- 
mous drains built to prevent the land be- 
hind the levees filling up from local rainfall 
and tributory rivers. A huge area of the 
countryside will be divided into embanked 
“compartments,” in which controlled flood- 
ing will be managed by intakes from rivers 
and offtake through the drains. 

After detailed studies and design, work 
on the first compartments is expected to 
start in 1993, and construction on the main 
river works will continue for 15 to 20 years. 
The overall cost in 1989 prices is put at 
US$3.5-4 billion, incurred at a “m 
able” rate of about US$250 million a year. @ 


Some 45 Chinese-built F6 fighters, a 
version of the Soviet Me ‘were based 
at Chittagong, Only. five were flown 
out to Dhaka, a ior away by jet 
aircraft, despite ample warning from 
meteorologists. The other 40 spent about . 
12 hours under salt-water and ended up 
in a pile on the tarmac. ast 

Four newly delivered Soviet helicop- 
ters, bought for hard cu , were also 
destroyed. Two had been assembled, 
but crews had not formally taken com- 
mand of them. The other two were still in 
_ The navy lost two submarine chasers, 

_ two hydrofoil torpedo boats, two landing 

craft and a small auxiliary. All other ves- 

_ sels among the 55 in Chittagong were 

damaged, many by merchant ships 
which broke their moorings. 
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Much-needed reforms may be politically risky 


Bitter pills 


By Hamish McDonald and 
S. Kamaluddin in Dhaka 


ees 


year, the World Bank’s 
AAA annual report to foreign- 
AKAA 


aid donor governments 

ett, castigated the then gov- 

ernment, led by H. M. Er- 

shad, for a “particularly poor” budgetary 

rmance, and warned that unless 

Bangladesh undertook tough structural re- 

forms to lift economic growth to a sustained 

5.5% or more, its prospects of alleviating 

the country’s widespread and severe po- 
verty were dim. 

The report — described by one senior 
diplomat in Dhaka as “a close warning shot 
across the bows” — was one of the most 
critical the international institution has is- 
sued about an aid recipient in Asia in recent 
years. It received strong endorsement last 
April from aid donors fed up with the in- 
ability of Dhaka to make effective use of 
money backed up in the aid pipeline — 
mainly because of the government's failure 
to muster local resources and its increasing 
tendency to spend what resources it had on 
its own employees. 

Economic growth had slowed from 4% 
a year average in 1981-86, modestly above 
population growth of 2.2%, to only 2.8% 
over 1987-90. The spending power of ag- 
ricultural wages, which had risen by a 
sharp 56% from 1982-86, had gone into a 
decline since 1986. As the table shows, 





$ 
An inquiry has been set up by the act- 
ing president. Meanwhile air force lead-* 


ining fighters in service up and fly- 
ing where they can be seen. But a top- 
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domestic savings and domestic investment 
had declined markedly during the 1980s. 

Government revenues — stagnant at a 
low 9% of GDP due to a cumbersome, 
widely evaded tax and tariff structure — 
had come to be almost totally consumed by 
a creep in current expenditure from 5.6% of 
GDP in 1980-81 (July-June) to 8.9% in 1988- 
89, leaving little for investment. 

The export competitiveness gained by 
the depreciation of the taka in the early 
1980s was entirely wiped out by a drift 
upwards from 1988. Foreign-exchange re- 
serves fell from a peak of US$1.07 billion — 
enough to pay for four months’ imports — 
in February 1989 to US$450 million in 
March last year. 

The response to the severe floods of 
1987 and 1988 had “masked a weakening of 
reform efforts.” Since it had more foreign 
aid than local revenue, the government 
found it easier to import grain rather than 
pay local farmers. Large-scale food sub- 
sidies were reintroduced, even for relatively 
well-off urban classes. 

Spending on education, instead of con- 
centrating on the goal of universal compul- 
sory primary schooling by the turn of the 
century, had been diverted to subsidies 
for private secondary schools and colleges. 
Loss-making state corporations were end- 
lessly bailed out, and loans from state 
banks had been regarded as grants. The 
government was dallying on tax reforms 
and dissipating its efforts in unachievable 
five-year plans. Ershad’s government ac- 
cepted the criticism and remedial ac- 
tion in March 1990, continuing until it fell 
in December. 

The taka was devalued by 11% in 1990 
to regain its former competitiveness, and 
domestic credit and some government 
spending was reined in. Although petro- 
leum prices rose an average 85%, increased 
garment exports and good crops helped 
Bangladesh get through the Gulf War with- 
out substantial impact. Economic growth is 
expected to be 3.5% for 1990-91. The ba- 
lance-of-payments deficit has eased, and 
foreign reserves stand at about US$700 mil- 
lion. 

“Most donors see this as a step,” said 
one diplomat. “The question is whether the 
Bangladeshis, see it as all they have to do.” 
The new government of Prime Minister 
Khaleda Zia has no ideological barriers to 
the kind of reforms urged by Western 
aid donors, and Finance Minister Saifur 
Rahman, a chartered accountant by profes- 
sion, is a highly regarded technocrat. But 
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the list of structural reforms urged by the 
donors to set a high-growth trend are polit- 
ically formidable. 

“The World Bank and the IMF are 
sometimes unrealistic,” complains Ershad’s 
former vice-president Moudud Ahmed, 
who supervised last year’s reforms and 
now heads the opposition Jatiya Party in 
parliament. A Finance Ministry official said 
the reforms were “very difficult” and 
would “take time.” 

To achieve zero growth in current 
spending, public servants and the military 
will have to get used to doing without the 
18% a year average wage increases — about 
8% in real terms — that automatically came 
their way in recent years without any 
noticeable lift in their productivity. The 
World Bank suggests food subsidies be cut 
by Taka 5 billion (US$139 million), subsidies 
to jute exporters by Taka 1.5 billion, and 
subsidies on agricultural credit by Taka 1 
billion. The Bangladesh Railways deficit of 
Taka 1.5 billion could be halved by raising 
fares to par with the regulated bus fares. 
These measures alone would save 10% of 
current iture, close to 1% of GDP. 


In addition, specific state sectors will 





Tough reforms needed in wake of cyclone. 


have to be cleaned up. The most glaring 
is the Power Development Board (PDB). 
Bangladesh has made good use of its abun- 
dant natural-gas reserves, slashing petro- 
leum imports from 70% of exports in 1980- 
81 to 22% in 1987-88. But half the electricity 

erated is not paid for. The PDB has no 

ds to extend electrification, and in April 
1990 foreign-aid donors imposed a boycott 
on all further power projects until the mas- 
sive losses are stemmed. 

The PDB reports an astonishing 42% 
“system loss” in power, compared with 
22% for its equivalent in Pakistan or 12- 
15% in Thailand. Even conceding a 
genuine 15% to 20% transmission loss, that 
still leaves a massive large-scale theft of 
electricity amounting to about US$120 mil- 
lion a year. The culprits are well known — 
the highly unionised PDB employees, who 





















ted by urban squatters. In fact, such theft is 
farmed out by Pps staff, and bills of wealthy 
customers are. scaled down for cash re- 
wards. 

_. The publicly owned jute factories, incur- 
Ting massive losses while making a product 
with an uncertain future, are also a deep- 
ly entrenched drain on government re- 
sources. Some 6,000 staff were. recently 
shed through a Taka 200 million redun- 
_dancy scheme, but that still leaves 110,000 
workers. Likewise, the 60,000 railway work- 
force has about 18,000 workers surplus 
-to its needs. 

‘The government has yet to impose a 
simpler and. lower regime of taxes and 
‘tariffs, combined with improved collection, 
„that is hoped to lift revenues. 

-© Officials said the tax and tariff revisions 
-ate being worked on, and a value-added 
tax is still planned for the 1991-92 budget to 
` be announced at the end of June. Within a 
few months the government will select a 
foreign pre-shipment inspection agency 


are quick to daim that the theft is commit- 


‘that will stop the haggling with venal cus- 


toms officials over the value of imports. 

The World Bank is also urging further 
liberalisation of agricultural inputs. Reforms 
of the financial sector — where the govern- 
ment will soon have to start paying interest 
on about US$1 billion in bonds being issued 
to recapitalise the plundered state banks — 
should be extended to the equally badly 
managed rural credit banks. 


Ithough it has effectively adopted a 
Apis three-year scheme of capital 


investment, Dhaka still felt obliged 
to bring out a new 1991-95 five-year plan in 
November 1990. 

“Any government in this part of the 
world has to have one,” said one aid offi- 
cial. In its latest country report, the World 
Bank describes the plan as being “unduly 
optimistic” about the availability of re- 
sources and thus failing to set realistic 
priorities. 

Instead of the Taka 419 billion in expen- 
diture the plan calls for, only Taka 320-330 



















PHILIPPINES 


Hot gossip 
“Malacanang Palace officials, who are sup- 
posed to remember such things, are fall- 
ing down on the job. They have now lost 
|> -count whether it is 77 or 78-times that 
President Corazon Aquino has stated she 
“will not seek a second term. It does not 
really matter, however, because nothing 
can still the speculation. that dominates 
television talk shows, fills the newspa- 
pers and provides the grist of gossip. 
Political pundits, who have gone over 
the wording of Aquino's denials as 
closely as Soviet watchers used to read 
between the lines of Kremlin pronounce- 
ments, are simply not convinced that she 
means what she says. They point to her 
latest tantalising statement on the subject 
in which she said she could find no 
| reason “at the moment” to run in the 
`: May 1992 presidential elections. 
c . “At the moment” is a phrase they can 
get their teeth into. Does it mean that she 
would run if the unity of the ruling Lakas 
ng Demokratikong Pilipino (LDP) de- 
pended on it, they wonder. After all, no- 
thing is cut and dried until the LDP con- 


talk of large-scale defections as new poli- 

tical alignments fall into place. 

What if her estranged cousin, Ferdi- 

/-<{.-onand Marcos associate Eduardo “Dan- 

| ding” Cojuangco emerges as the 
|, strongest opposition candidate? Would 
that, and the fear of an erosion in the 

Philippines’ new-found democracy, per- 





vention next January and there is already 


“suade her to throw her hat into the ring? 
What if Imelda Marcos returns? That, 
many of the dreamers are convinced, 
would set the stage for an epic “Battle of 
the Widows.” 

Even serious-minded analysts note a 
consistent error of omission in Aquino’s 
many statements which persuades them 
there is something more in the wind. At 
no time, they note, has the president 
ever said she cannot run for the most 
basic of reasons — because the 1987 con- 
stitution declares that the incumbent pre- 
sident is not eligible for re-election. 
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billion would be available. The government 
needed to cut projects that had lower prior- 
ity or were poorly designed, and concen- 
trate scarce local funds on projects where 
maximum “leverage” could be obtained, if 
it is to retain the faith of foreign-aid donors 
whom it expects to provide some US$9 bil- 
lion, at 1990 prices, in development fund- 
ing over the next five years. 

As the World Bank delicately put it, the 
government has to “break the linkage be- 
tween availability of aid and public con- 
sumption, so that foreign aid essentially 
serves the p of maintaining or rais- 
ing [both public and private] investment.” 

To continue the present system with 
perhaps minor palliatives and adjustments, 
the foreign-aid donors generally believe, is 
to continue with a Bangladesh that barely 
makes inroads on mass poverty. “They'll 
survive,” said one diplomat who sees 
Bangladesh standing where Thailand stood 
over a decade ago. “But they will have lost 
the opportunity to become a really dynamic 
economy.” a 





Christian Monsod, who helped frame 
the charter and who has been nominated 
to head the Commission on Elections 
which will oversee the presidential race, 
says the provision does apply to Aquino 
and that her certificate of candidacy 
would be rejected. But the large number 
of Filipinos who delight in such legal 
exercises question whether that is correct, 
given the fact the constitution was prom- 
ulgated nearly a year after she was thrust 
into power. 

Aquino's brother, influential con- 
gressman Jose “Peping” Cojuangco ac- 
knowledges that his sister sometimes 
gets angry when the topic of her seeking 
a second term come up for discussion. 
That this seems to happen in Cojuangco 
family circles as much as anywhere else 
reflects that they do, after all, have their 
own interests to protect. And in the best 
of all worlds, they would prefer Aquino 
to do the protecting for another six years. 

Cojuangco is keeping to neutral 
ground in the current battle between De- 
fence Secretary Fidel Ramos and House 
of Representatives Speaker Ramon: Mitra 
for the LDP nomination. It is probably the 
fair thing to do, but then again is he 
doing it for another reason? Aquino, for 
her part, says she will not endorse a can- 
didate until her birthday next January. 

Columnist and talk show host 
Rodolfo Romero says he came away from 
a recent hour-long televised interview 
with Cojuangco harbouring the distinct 
impression he has something up the 
sleeve. The trouble is, he could not and 
still cannot figure out what it is, except 
that it gave him a “sinking feeling.” 

E John McBeth 
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At Alcatel we have a full understanding of 


every aspect of worldwide communications. 
Although our communications systems 
operate around the globe, we never forget the 
importance of personal contact. 
Our expertise is total and encompasses all 
Network Systems, 


Radiocommunications - Space and Defense, 


communications systems; 








Solving your comm 


Business Systems, Cables, and Network 
Engineering and Installation. Our operations 
extend to over 110 countries worldwide. 
Throughout these countries our expertise is 
represented by no less than 120,000 locally- 
based experts who fully understand your specific 
requirements and your specific environment. 


The story doesn't end there. An annual 





research budget in excess of $18 billion keeps 


us at the cutting edge of communications systems 

technology. These include Intelligent Networks, 

Digital cellular radio, Synchronous transmission 

networks and Broadband communications. 
So we're able to solve all your communi- 


cation problems both now and well into the 


Alcatel n.v., World Trade Center, 
next century. Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 





























Traveller’s Tales 


“yg ntelligence is the ability to hold two 
mutually contradictory ideas at the 
same time, someone once said — or 
something along those lines. In the 
| US public prints, debates on domestic and 
| foreign policy issues are conducted for the 
| Most part on a very high level of know- 
ledge and intelligence. Perhaps that ex- 
-plains why protagonists who are capable of 
_ clear-eyed assessments of the various ills 
affecting US society at home can, when 
| confronting a challenge or criticisms from 








: | abroad, retreat into chauvinism and an 


“America-is-beautiful-despite-all-the- 
“ obvious-evidence-to-the-contrary” fantasy, 
which I label the Disneyland syndrome. 


| The gulf (no double-entendre intended) be- 
| tween reality and Disneyland seems widest 
_when the US assumes a moral ascendancy 
in world affairs. In recent times the US has 
| bombed the odd country which has of- 
fended it, invaded the odd country of 
_ which it disapproved, aided and armed the 
_odd despot who, for the time being at least, 
has lined up against a common enemy, 

“brought off the odd kidnapping and closed 
‘its eyes to the odd deal in drugs. We know 
| the late cia: boss. William Casey and his 
_| sidekick Oliver North traduced the con- 

| stitution in the Tran/contra affair; it now 
| seems plain that they closed their eyes to 
_ | Iraqi terrorism when it suited them. It is 
_ | also now alleged that Bush himself was in- 
__|-volved in a deal with Iran to delay the re- 
| lease of the hostages until Reagan was 
_ | safely elected (even if this charge turns out 
__ | to be unfounded, it is significant that many 
| Americans are willing to believe it, so 
-deeply the Nixon and Reagan administra- 


: | tions have eroded public trust in govern- 
| ment probity). 


. And what of the Kurds? Their tragedy is 
-| being treated as an unfortunate but sepa- 

“rate aftermath of Desert Storm. They, and 
‘the others who tried to throw off Saddam 
-Hussein’s rule were guilty of misun- 
. derstanding Bush’s calls to the Iraqis to get 






< | tid of the Arab “Hitler”: Bush, it is daimed, 


: ¿Was actually confining his remarks to the 





_ | Iraqi army. The US press has shown little 


__ | investigative interest in the two “findings” 
_ | Bush signed last January, approving CIA 
_- }- Operations in Iraq. Were the C14’s resulting 


_ | activities among Iraqi opposition elements 


-| confined to the armed forces, or were the 


| Kurds and Sunni Muslims encouraged 


to revolt? Whatever the answer, the farce 
¿i of Bush pretending that, apart from 
<| emergency aid to yet another host of be- 
nighted refugees, he has no moral respon- 
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sibility for their plight, is positively embar- 
rassing. Bush has underlined the impunity 
issue by nominating Robert Gates as the 
new CIA boss. Gates was Casey's deputy 
during the Iran/contra affair and common 
sense dictates he knew what was going on 
and either approved or persuaded himself 
that he did not need to blow the whistle. 
The message is clear enough. 


All this would be more bearable if the US 
cut out the bullshit and declared itself to be 
in pursuit of its ends by means of cynical 
Realpolitik, shorn of ideals: no permanent 
friends or permanent enemies, just, like 
Lord Palmerston’s Britain, permanent in- 
terests. But the bland assumption of the 
moral ascendancy continues. As the scan- 
dals erupt into the headlines month after 
month, there is little sense in the US itself of 
the moral outrage or even of contradictary 
values when Bush talks of international law 
and morality, under US leadership. Doesn't 
everyone know that the US is God’s own 
country? 

Admittedly, the Japanese misgivings 
about the current US pressures on Tokyo 
which I discussed last week àre rarely 
couched in moral terms. East Asian prag- 
matism is short on principles and altruism, 
long on practical politics (or rather, eco- 
nomics) and a healthy regard for No. 1. 
Japan's diplomatic stance of pursuing pro- 
fits and keeping a low profile, paying off in- 
ternational responsibilities with hard cash 
via the world’s most generous aid program- 
me is winning few friends. As the Ameri- 
cans have learned before them, nations are 
no more grateful for international charity 
than a beggar is when a rich passer-by slips 
him a coin. Besides, Japan must run one of 
the world’s most ineffective public relations 
operations; it speaks only to the converted. 
And Tokyo's policy of buying up tame 
academics, think-tanks, lobbyists and con- 
gressmen has created a predictable back- 
lash in the US itself. 

It is a policy almost as counter-produc- 
tive as buying up highly visible symbols of 
the US in its prime, like New York sky- 
scrapers and Hollywood studios. And 
Japan seems genuinely puzzled by the 
pressure to exercise its economic muscle in 
a more internationally responsible (not to 
say interdependent) way. Non-military aid 
and US$13 billion for the Gulf is not 
enough; it must spend more on defence 
and be ready, under US guidance, to dis- 
patch its troops overseas in allegedly moral 
causes it does not believe in, which kill tens 
of thousands of Iraqis, allow the real crimi- 
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nal to remain on his throne, leave a still- | 
feudal Kuwait in ruins with its oil wells | 
aflame, displace the long-suffering Kurds | 
and leave US policy in the Middle East still | 
in pawn to a recalcitrant Israel, now busy) 
building more settlements in the occupied | 
territories. It says, something for the power 
of Disneyland that, after this debacle, “Stor- 
min’ Norman” Schwarzkopf is being seri- | 
ously contemplated as a possible president. | 
Parenthetically, even the British appear | 
to have fallen under the general's spell. Evi- | 
dently they could not believe that he had | 
admitted to having been “suckered” by the | 
Iraqis into allowing them to use ‘their | 
helicopters (which they then used’ to | 
slaughter the Kurds) and so the London | 
transcription of the statement came out | 
with the assertion that he had been “suc- | 
coured” by the Iraqis. 
The Gulf is a powerful argument for | 
small government. Because Japan could not | 
make up its mind, it got the Gulf right: by | 
backing sanctions only. Its only mistake | 
was to cough up too much money. | 


However intelligently the debate in the US | 
in conducted, | cannot believe that the pres- | 
sures being exerted on Japan today have | 
been thought out with an eye on the long | 
term or that they are being exercised with | 
the aim of cultivating Japan’s real strengths | 
for the commonweal. Japan is overwhelm- | 
ingly passivist. It mistrusts its rightwing | 
politicians and remembers to what depths | 
its military men reduced it when they were | 
in power. Japan does not wish to rearm; 
neither do its neighbours wish it to. It is | 
a highly successful nation, and is being | 
pushed into changing the very policies | 
which have brought success. It would | 
make at best a reluctant ally. If the pres- | 

| 





sures mount, it could well decide that it no 
longer needs the Mutual Security Treaty, 
and can afford to go it alone, or in, collab- 
oration with like-minded nations in East 
Asia. But it would do so resentfully, feeling 
that once again it had been excluded from | 
the West's rich men’s clubs and the global | 
summitry. l 
The vision of such a Japan, feeling cast | 
out and searching for new ways to go, has | 
| 

| 

l 


overtones of King Lear: 
I will have such revenges on you both 
That all the world shall — I will do 


such things — | 
What they are yet I know not — but | 
they shall be | 
The terrors of the earth. | 
The difference is that Lear was power- | 
less; Japan is noto 0 n 
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SOUTH KOREA 
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Despite student riots, South Korea heads for prosperity 


moke without fire 


By Shim Jae Hoon in Seoul 


o the outside world, it must 

seem that South Korea 

hardly changes at all. Once 

against the country is grip- 
ped in a round of student protests. 
Social and political institutions are 
shaken by one corruption scandal 
after another. Its economy stays so 
tightly closed that it defies the global 
trends towards freer trade, deregula- 
tion and integration. 

These stock images risk ignoring 
the important undercurrent of change 
which has been taking place in the last 
four years of a plainful experiment in 
democratising the system. 

Visitors to Seoul are surprised to 
find, metaphorically, the banks open 
and subway running on time. What 
they fail to have realised was that this 
nation of 42 million people boasts the 
largest economy in Asia — excluding 
of course Japan — next to China’s and 
India’s. It is going through a massive 
transition from decades of a closed, 
authoritarian system, to a greater de- 
gree of openness and liberalisation. 

Pain and some chaos attendant on 
transition have been so pronounced 
that they have left many South Ko- 
reans themselves confounded as to 
how better to negotiate the change. 
But the truth is that South Korea 
is one of the very few countries in 
the world to have successfully transformed itself from a rural 
agrarian subsistence-level economy to a relatively prosperous in- 
dustrialising society with a per capita income of US$5,000 in a 
ye generation. ' 

ts export-led economy is growing at 9% this year, despite un- 
abated frictions with major trading partners such as the US and 
Europe. The government is honouring its pledge to open up the 
local stockmarket to foreign investors in 1992. Non-tariff barriers 
against agricultural imports are coming down steadily despite re- 
sistance from the local farm lobby. 

People here and abroad were shocked 
by the fatal beating of a university student 





Student violence: ‘death throes of extremism.’ 


On other pages 


3 1,000 more injured in the country’s 
worst civil insurrection in recent his- 
tory. 

But despite the fresh waves of dis- 
turbances, even if they drag on, there 
are indications that the long, bloody 
cycle of political extremism might be 
ending in South Korea. Its increas- 
ingly diverse social structure and 
pluralism are beginning to marginalise 
the forces of the Left. In the view of 
many analysts, the recent fury of cam- 
pus activism may, in fact, signify the 
death throes of extremism. 

The government is responding to 
these challenges in a different way, 
too. President Roh Tae Woo, 
apologising for the police killing of the 
student, has dismissed the hardline 
interior minister. And he may go fur- 
ther and reshuffle the cabinet of Prime 
Minister Ro Jai Bong in a further act of 
conciliation. 

These responses would have been 
unthinkable under the previous gov- 
ernment of authoritarian president 
Chun Doo Hwan. A similar wave of 
demonstrations in 1987 which in- 
volved a much wider spectrum of so- 
ciety, virtually brought down Chun’s 

government, forcing the military to ac- 

St Sis cept democratic elections. This time, 

however, the majority have stood on 

the sidelines, watching but not par- 
ticipating, with many people expressing irritation over the sense- 
less student violence. 

“Give up your sickening politics of necrophilia,” student protes- 
ters were sternly remonstrated recently by Kim Chi Ha, writing in 
a Seoul newspaper in the first week of May as self-immolation 
spread among militant students and workers. The statement sur- 
prised many, coming from one of the leading revolutionary intel- 
lectuals of three decades of South Korea’s campus radicalism, Kim 
is a world-renowned poet who has single-handedly defied two dic- 
tators in recent history, suffering repeated 
imprisonments. 

The radical forces are sagging from other 


in Seoul on 9 May by riot policemen, which INGria Kamen Ls. :iecsensascencsneantde 36 causes; the decline of communism in Cen- 
triggered three weeks of intense demon- NIGH KOGA e E E EE EN 38 tral Europe and the Soviet Union has de- 
strations throughout the nation, the atmo- è NGOS seanns, 44 stroyed the myth of a socialist panacea, 
sphere worsened by a total of six stu- aa E A 46 even helping to shape a more realistic out- 
dents and a worker setting themselves on TEE AN N 47 look on North Korea's future. Seoul has 
fire in appalling acts of protest. The street A re ai 1 long stopped reacting nervously to periodic 
demonstrations reached what was ex- aii icon My ane oma 5 propaganda outbursts from Pyongyang. 

pected to be their peak on the 18 May an- Economy eeeeenceesssasesesesesesessroees 52 Growing trade and other contacts with 
niversary of the Kwangju uprising of 1980, Corruption oes eseseseresereerseenerenes 54 former socialist countries reinforce the con- 
in which some 200 people were killed and servative trends in the South Korean so- 
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ciety. The new mood reflects the new social spirit of the times. 
More and more of the salaried-class pursue the hallmarks of indus- 
-trialised society — My Car, My Home, foreign travel for holidays. 
Having placed Roh in power in the first democratic election in 16 
years, most voters are decidedly reluctant to see an unconstitu- 

tional effort to end his presidency with 22 months of his term still 
“to come. 

Although the press and other institutions continually criticise 
Roh for being tardy on reforms, they remain essentially confident 
of his commitment to laying the basis of democratic government by 
the time he leaves office in February 1993. 
< Familiar leftist rhetoric about income disparity and other prob- 
__ lems have not vanished, but nor has it slowed South Korea's rapid 
movement to join Japan, Taiwan and Singapore in the league of 
- Asian. societies developing a solid middle class base. As far as 
Statistics indicate, one out of every five households owns a car. The 
home ownership ratio nationwide has risen to 70% — only in Seoul 





does it lag at less than 50%, as the capital attracts half a million new 


immigrants a year. 


he widening trend towards centrist moderation has many 

analysts preoccupied. In Britain where the term origi- 

f nated, middle class denotes a social group standing be- 
tween the upper and working dass. In South Korea as in 

Japan, it is used to describe a broad stratum of middle-income 


: =<- people engaged in a variety of occupations ranging from white and 


blue-collared workers to the agrarian section. Periodic opinion polls 
here show over 60% of total households now saying they are in the 


: _— middle dass income bracket, usually indicating home-ownership 
->x with an income capable of providing university-level education to 


their children. 

By those definitions, a majority of South Koreans — 75% of the 
population have been urbanised — are reaching middle class 
‘= levels. Economic privation no longer blocks access to higher learn- 

< ing, with the student population at two- and four-year institutions 
"reaching 1.2 million, one of the highest ratios in the world. 

Even the poorest section — 2.8 million, or 7.7% of the popula- 
tion on the poverty line — is benefiting from a variety of welfare 
policies, including rice rations and free medical care. 

With the economic weight shifting to the centre, hot political is- 
sues are making way for environmental and other longer-range is- 
sues, giving rise to a plethora of citizens’ groups clamouring for 
better housing and cleaner water and air; for better-quality school- 
ing and more foreign-made consumables. Politically, it generates 
more predictability and less volatility. 

The central question facing the Roh administration is one of 
pace. It appears to have some hesitance in implementing a com- 
prehensive list of reform to social, economic and political institu- 


__. tions which is essential to satisfy the demands of the pluralistic 


Society. The question often raised is the readiness of the ruling elite 
-to make timely concessions in favour of decentralisation. 

Sadly, the press criticisms of Roh’s leadership tend to obscure 
“some genuine achievements he has made in other areas of the na- 
_ tional agenda, such as a start to local autonomy and success in 
_ keeping the army out of politics. The latter is a major accomplish- 
_ Ment given the history of generals coming to power through 

coups. In the field of economic policy, Roh is steadily gaining 
grounds in the battle against family-controlled chaebol (business 
conglomerates), which have been refusing to surrender large tracts 
of idle lands they acquired under the pretext of building factories. 
a It is on fundamental political reform that he has lagged behind. 
_. Amendments to the National Police Law and the National Security 
Law the ruling party recently pushed through parliament despite 

_ an opposition boycott, fall short of meeting public expectations. 

_ The police law went through a cosmetic change, failing to make the 

police force independent from political influence. The security law, 

designed to deal with North Korea's espionage activities, retains 

acre for abuse for using it against opposition critics, induding stu- 
ents. 
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Roh has grown complacent in recent months, buoyed appa- 
rently by the successful launching in January 1990 of the enlarged 
Democratic Liberal Party (DLP) which has given him an overwhelm- 
ing majority in the national assembly, There is public concern that 
the DLP squandered its first year on factional squabbles over who 
should succeed Roh as president. With Roh seemingly reluctant to 
back former opposition leader Kim Young Sam, who leads the sec- 
ond-biggest faction in the party, the question still very much hangs 
in the balance, with no obvious successor. 

To his credit, however, the country by and large is looking 
beyond the narrow confines of domestic concerns to bigger foreign 
policy issues. South Korea’s expanding trade and diplomatic rela- 
tions with former adversaries such as China and the Soviet Union 
have brightened the security situation. Mainly on Roh’s own ini- 
tiative, Seoul is taking the whole Korean question into the UN by 
applying for separate membership in September. With the Soviets 
supporting the move and China implying at least it will not veto 
the move in the Security Council, Seoul looks likely to win this 
significant diplomatic victory over Pyongyang. 

Towards their northern neighbours, Roh has taken the most lib- 
eral posture of any president since the 1945 division of the country, 
by asking the North’s President Kim Il Sung for a sustained 
dialogue and trade relations. He sweeps aside any suggestion that 
the North-South talks should be used to destabilise the political 
transition from Kim to his son Kim Jong IL. 

In what some critics see as his impatient bid for an early rap- 
prochement with Pyongyang, Roh runs the risk of dashing with 
the conservative rightwing constituency that helped bring him to 
power in the 1987 elections. The community of 3 million North Ko- 
rean refugees, as well as other rightwing groups including the mi- 
litary, have criticised his fruitless efforts for a s ummit meeting with 
Kim. Meanwhile, the press and opposition circles look askance at 
the government's swift agreement to a US$3 billion aid package to 
the Soviet Union. 

It is somewhat ironic to see how Roh’s energetic courting of the 
beleaguered Mikhail Gorbachov is reversing the long-standing pat- 
tern of South Korean politics — the conservative ruling party ad- 
vocating swift diplomatic and economic links with the former 
socialist bloc while the Centre-Left opposition, headed by former 
dissident leader Kim Dae Jung, putting the brakes on Roh’s so-call- 
ed “Northern diplomacy.” 

With some justification, Kim Dae Jung criticises Roh for using 
diplomatic successes to cover up his deficiencies on the domestic 
front, but this is hardly unexpected. 

The Roh-Gorbachov talks on the southern island of Cheju in 
April threw a new spotlight on the Korean question, making the 
issue a major regional concern for China as well as the Soviet 
Union, both of which have traditionally distanced themselves from 
Korea’s division. Now Seoul's exchange of trade offices with Pe- 
king and full diplomatic relations with Moscow is beginning to 
draw them into the process of dialogue regarding the Korean 

i , heightening North Korea’s isolation. 

Undoubtedly against his will, Kim must contend with the real- 
ity of two rival governments on the peninsula, diminishing the 
prospect of reunification under communism. 

Nothing would worry the average South Koreans more than 
the possibility of a German-type reunification descending on the 
peninsula today. But given the Stalinist control in the North, no 
one in South Korea expects a replay of the crumbling Berlin Walls 
in the foreseeble future. 

Nonetheless, few South Koreans delude themselves that they 
can come close to matching the price. West Germany has paid to 
achieve territorial integration with the East. The thought of bearing 
the burden — several times the size of their GNP according to some 
estimates — of helping their 21 million brethren: to the North, 
leaves many people here horrified. Wisely, Roh places reconcilia- 
tion and peaceful contacts above a speedy unification process, giv- 
ing North Korea no alternative but to start talks on political and mi- 
litary confidence-building measures. a 
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NORTH KOREA 1 


. (/WovVhousands of North Koreans took to the hills and parks on 1 
E May in celebration of the international May Day festival, de- 
m. fiant of the rapid disintegration of socialist societies else- 
where. The official mood was captured in a slogan festooning 
Major buildings in Pyongyang: “We live in our own way!” 
- Paradoxically, however, this seemed more to reflect the govern- 
ments defensive attitude and sagging morale than real confidence, 
- leading analysts in South Korea to think that insecurity has finally 
crept into the hardline Stalinist regime of President Kim Il Sung. 
~ And this defensiveness has manifest itself in a variety of ways in re- 
cent weeks... 


At the 85th conference of Interparliamentary Union (PU) held 






79-year-old “Great Leader,” as Kim a. 
is known to 21 million North Ko- ia 
“reans, certainly mystified many del- 
egates from: democratic countries of 
‘the world by exhorting them to ban 
= nudear weapons and work for 
“peace and democracy. His statement 
seemed ironic considering his own 
_Yecord as the world’s toughest dic- 
~ tator said to be secretly developing 
- nudear weapons. 
-= His government spends a quarter 
‘of its meagre GNP on arms while the 
_ people live barely above subsistence 
: Jevels. Economically and diplomati- 
cally, there seems little doubt that 
:North Korea today faces its greatest 
‘crisis since the Korean War of 1950- 
53. 
As the PU conference was in ses- 
sion, Kim rolled out a red-carpet 
. welcome for Chinese Prime Minister Li Peng, mobilising tens 
of thousands of people on the streets of Pyongyang on 3 May 
at the start of his four-day state visit. While that enthusiastic 
greeting amounted to yet another singal of his firm control of 
«the northern half of peninsula, an uninterrupted round of out- 
side visitors seemed designed to serve one purpose — to show 
» Kim's Juche (self-reliance) regime is alive and well, despite re- 
ports of international isolation and a looming economic disas- 
Like the PU meeting, Li's visit was a deceptive image, which in 
_ fact underscored Kim’s deepening trouble with one-time com- 
| munist friends. Having failed to block diplomatic openings by the 
Soviet Union and East European countries with Seoul, Peking now 
constituted the only friend Pyongyang can rely on — and even that 
ppeared somewhat uncertain as China and South Korea have 
“opened pseudo-diplomatic trade offices. 
< Moreover, with Moscow quietly assuring support for South 
_ Korea’s membership of the UN and Li at the end of his visit saying 
-nothing publicly to indicate whether China would veto it at the 
Security Council, North Korea appears headed for the final encir- 
; dement imposed by Seoul. 
Besides the UN question, North Korea is faced with with a 
_ worldwide demand — particularly from the US and Japan, with 
“which it desperately wants to normalise relations — for outside in- 
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Kim's birthday parade: cult of personality. 
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spection of its nuclear development projects. Although Pyongyang 
has signed the international non-proliferation treaty, it has so far re- 
fused to accede to the International Agency for Atomic Energy 
(IAAE) inspection on safeguard provisions, after satellite pictures 
have indicated construction of a nuclear fuel-reprocessing facility 
north of Pyongyang. 

The nuclear issue has become so touchy that the Soviets, pres- 
sured by South Korea as well as Japan, threaten to cut off the sup- 
ply of uramium and technology unless outside inspection is per- 
mitted, while Japan says it will not normalise relations until North 
Korea agrees to IAAE safeguards. 

A beleaguered Kim is trying to fight off these pressures by 
suggesting a modification of his 1980 reunification formula to allow 
representation of the two Koreas at the UN, and accepting Li's sug- 
gestion for resuming talks with Seoul at prime ministerial level. 
Simultaneously, he is pushing a counter-proposal for withdrawal 
of US nuclear warheads from South Korea, as a condition for allow- 
ing outside inspection on his own facility. 

These developments, coupled with the collapse of East Ger- 
many last year resulting in a sudden reunification, have cast a pall 
of doubt over Kim's ambition for a Korea united under his brand 
of communism. The swift but devastating developments engulfing 
the communist bloc has raised the prospect of a German-style 
presen ; ag, absorption of the economically ailing 
North by an ever-confident South. 
Kim gave expression to such fears in 
his New Year 1991 speech by declar- 
ing that any attempt by Seoul to im- 
pose its system on Pyongyang could 
only result in a “national disaster,” 
meaning a new war on the penin- 
sula. 

North Korea is faced with the 
dilemma of the need to open up 
to the world for economic sur- 
vival, while preventing external 
influences from eroding Kim’s 
regime, very much built on the 
cult of personality. The decision 
by Moscow and Peking to trade 
in hard currency with their former 
ally starting this year has added 
to North Korea’s economic woes, re- 
ndering completion of the third 
seven-year plan by 1992 — a year 
ahead of schedule — all but impossible. 

Meanwhile, a worsening food shortage has reached critical pro- 
portions, requiring emergency imports not just from Seoul, but 
also from Thailand. 

To prevent revisionism from seeping into the system, Kim has 
recalled home more than 2,000 students and scientists from Eastern 
Europe and the Soviet Union, at the risk of keeping North Korea a 
backward country. Internally, the ruling Workers’ Party of Korea 
(WPK) has also postponed relaxing internal travel restrictions. 

In a gesture to mollify potential rebellion by the younger gener- 
ations, the party is reinforcing ideological indoctrination of stu- 
dents and youths while currying their favour by designating 18 
February as “University Student Day” and 28 August as “The Day 
of Socialist Workers and Youth.” 

It is ironic that the constant playing up of the news of student 
agitation in South Korea, which the party propaganda machinery 
exaggerates every day to indicate Seoul's social and political insta- 
bility, is beginning to have the effect of awakening North Korea’s 
own youth to political activism, according to some analysts here. 

Kim and his son and heir-designate, Kim Jong Il (known as 
“The Dear Leader”), are also beginning to pay more attention to 
the armed forces as speculation rises over its. potential as the only 
organised — and armed — group in the country capable of taking 
over the hardline regime if the father-to-son dynastic succession 
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fails. On 26 April, Radio Pyongyang gave 
wide publicity to the new campaign of “ce- 
menting fraternal sentiments between the 
people and armed forces” by highlighting 
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North Korea’s foreign debts 











Analysts in Seoul detect few indications 
of open resistance to the regime or the suc 
cession process. But they do note an im 
creasing level of paranoia as the top leader ~ 


























the elder Kim’s visit to an outlying army | (USS milion) ship seeks to seal off the country from out- 
unit. Two months earlier, men from porer- BER Sao PERERA Ee = side developments. The latest issue of Kul- ` 
another army unit adopted a resolution i phaina sie 1931 loja (Workers), the party's theoretical jour- 
; ca F : | ger) e Se ae onde 
pledging their “boundless loyalty” to Kim |ANZ Bank a3 | A 73-74 | PaL reflected it this way: “In view of gener- 
Jong H. ‘(lead manager) | | ational change taking place in the midst of 
As an example of the regime’s phobia | Japan | 530 | 1972-75 | a complex international situation, the entire 
about outside contacts, members of the | France | a7 party must enforce an iror-like discipline 
East German delegation to the 1989 Interna- |W. Germany | 350 around the Party Centre [a codeword for 
tional Youth Festival in Pyongyang were i Sweden i 146 Kim Jong I] under his unitary leadership.” 
kept in a separate apartment and prevented | w Most outside analysts think 1992 will be- 
from private contacts with North Koreans o osa come the watershed as Kim Il Sung, tum- 
for the whole of their stay, according to 2742 | ing 80, convenes the 7th WPK congress (it 
former East German ambassador to Pyon- "3.493 | 1971-89 will be the first full-party congress in 12 
gyang, Hans Maretzki. 963 | 1971-89 years) and hands over the post of party 


“The system in North Korea is essen- 











general secretary to his son, while retaining 
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tially a ‘war communism’ such as Stalin 
maintained, fanning belligerent psychology 
among the population — even in the 
absence of war,” he told a gathering 
of students in Seoul in April, adding: “North Korea is a trench 
society.” 

Constant exhortation to guard against all kinds of ideological 
heresies, such as revisionism, “flunkeyism” (fawning to foreign 
powers for support), sectarianism and even opportunism, creates a 
mass schizophrenia within the country. The Orwellian system is 
maintained by carting off to concentration camps (“zones of special 
dictatorship”) anyone who dares to deviate from the party line. 
Amnesty International and other human rights organisations be- 





the presidency himself. The Great Leader's 
personality cult has reached such an 
exulted proportation that, in the phrase of 
one South Korean Ministry of Unification 
official, not even the party can afford to create “two suns in the 
skies of North Korea” by making Kim Jong I both president and 
general secretary. 

In the end, the Juche concept will constitute the greatest stum- 
bling block as North Korea endeavours some day to unlock itself 
from the Kim dynasty, an effort it has to make if it wants to catch 
up with the unbridled capitalism of South Korea. By the ime Kun 
Jong Il has consolidated his grip on the country, it could well be too 
late to push back the spectre of Germany descending on the Ko- 
rean peninsula. = Shim Jae Hoon 
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Rice for 
reunification? 


ice is communism” . . . “The most urgent issue we are con- 
fronting in socialist economic construction is solving the 
problem of eating.” 


KOREA 2 


These are not the slogans of the war-ravaged North Korea of 
the 1950s, but the 1990s, where simply feeding 20 million people 
adequately seems to be more than the country’s economy can man- 
age. 
Reality is finally catching up with North Korea's archaic eco- 
nomic system, which for years has survived on little more than po- 
litical appeals to work harder. Four years of poor harvests coupled 
with a backward agricultural system have combined to produce an 
increasingly desperate food shortage. Moreover, the virtual elimi- 
nation of Soviet subsidies makes it likely that the North will have 
to look for substantial outside help. 

A cutback in cheap oil from the Soviet Union, which South 
Korea says supplied North Korea with 600,000 tonnes of oil in 1989, 
has idled factories and pared industrial production. Industry is run- 
ning at less than half of its capacity, according to visitors to North 
Korea and experts in Seoul. Power blackouts are common. 

As news seeps out of North Korea, it appears that the economic 
situation there is far worse than analysts had realised. The eco- 
nomy has been staggering for years 
from the effects of spending too much 
on grandiose monuments and not 
enough on productive investments, 
but it is only recently that economic 
estimates have been shifted sharply 
downward. 

The US cia estimated North 
Korean per capita GNP at US$1,240 
in 1988, a little less than half of 
the US$2,530 the North claimed. 
The South Korean Government now 
puts it at US$987, but at a recent 
seminar in Seoul, Soviet experts 
said the real figure was probably 
nearer the range of US$300-500. 
Significantly, this drew no rebuttals 
from their Chinese participants at the 
seminar. The Kim dynasty. 

To cope with food shortages, 

North Korea plans to import rice from Thailand and even arch- 
enemy South Korea. According to official statistics, the rice harvest 
was halved from 4.6 million tonnes in 1989 to 2.28 million tonnes 
last year. Total grain and potato production last year declined 12% 
to 4.8 million tonnes, according to South Korean estimates. That 
means the country is only producing about three-quarters of the 
grain it needs and faces a shortfall of 1.6 million tonnes. 

“We know that North Korea is facing a shortage of food,” says 
Lee Ho, a director-general of South Korea's National Unification 
Board. “It is already serious. That is why they are buying rice from 
Thailand and South Korea.” 

Eyewitness accounts of North Korea by visitors from China, 

xpan and the US who have been able to travel outside Pyongyang 
‘ focus on food. Rations are low; white rice is scarce and meat is 


uxury. 
Moreover, the situation does not appear to be all that much 
in Pyongyang for ordinary residents. Milk is available 
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only for pregnant women and the meat rations are only 56 kg 
per year, according to a diplomat previously stationed in the 
capital. The food situation is critical in some regions and there 
are sporadic reports of hunger, reflecting a decline in agricultural 
production that apparently has been going on for more than a 
decade. 

If nothing else, however, hunger may force the North to 
shed some of its doctrinaire isolationism. In April, the North 
agreed to barter coal and cement for 5,000 tonnes of South Korean 
rice, in the first publicly announced direct trade between the two 
rivals. 

The North’s attitude is a big turnaround from only a few years 
ago. In October 1988, South Korea’s deputy prime minister of Eco- 
nomic Planning, Rha Woong Bae, proposed trade between the two 
countries. At the time Pyongyang attacked Rha’s plans as “split- 
tist.” 

A South Korean church group quietly donated 10,000 tonnes of 
rice to North Korea last year. After news of the shipment leaked 
out, an embarrassed North Korea said that the rice would be re- 
turned. But the rice has not been sent back, officials in South Korea 
say. “They can’t return it,” says a diplomat in Seoul. “They already 
ate it.” China also reportedly has agreed to provide US$150 million 
in food aid over the next five years. 

Visitors to North Korea and defectors who have fled the country 
tell of cut backs in rations, campaigns to eat only two meals a day, 
soldiers raiding farms for food, shortages of even basic staple 
foods. According to these reports, chicken farms have shut down 
because people are eating the chicken feed. One student who de- 
fected after studying in the Soviet Union told of an ambassador 
posted abroad buying large quantities of food in Moscow — of all 
places — to take back to Pyongyang. 

Individual stories are difficult to verify because of the ex- 

tremely closed nature of North 
Korean society. The country publishes 

only irregular and fragmentary statis- 
tical data. But the accumulation of in- 
dividual stories makes it apparent that 
the economic situation is deteriorat- 
ing. 
ied is only the most obvious ele- 
ment of an economy that is bad and 
getting worse. South Korean au- 
thorities estimate that the North’s 
economy grew less than 3% last year 
because of a poor harvest and energy 
shortages which have sharply cur- 
tailed factory production. The only 
growth area appears to be construc- 
tion, fuelled by grandiose projects, 
many of which are never properly 
finished. 

Nothing else, it seems, is getting 
any better. North Korea’s former socialist allies have left it dangling 
in their rush to take care of their own economic troubles and estab- 
lish diplomatic relations with the South. 

The industrial situation is every bit as bad. Factories are running 
only at 40-45% of their capacity because of fuel shortages. Reflect- 
ing the oil shortage, North Korea in April agreed to buy diesel fuel 
from South Korea’s Lucky-Goldstar. But even if it gets the oil it 
needs to power its factories, it will be difficult for North Korea to 
upgrade its primitive industrial structure. 

A diplomat who spent several years in North Korea and visited 
more than 50 North Korean factories, including many of the most 
modern, says that most factories in the country lag about 30 years 
behind world levels. Only about 10 or 15 industrial facilities in the 
country are above this primitive level. Most of the more modern 
factories were built with foreign assistance, such as a German ce- 
ment factory, an aluminium factory and several textile mills. There 
is also a Swedish-built factory for producing pre-fabricated concrete 
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slabs for building construction. 

North Korea actually runs two separate economies, accord- 
ing to this diplomat. The Second Committee for the Economy 
oversees a parallel economy for the military, security services 
and senior party members. This committee makes its own 
agreements with the Soviet Union and other countries for energy 
and other necessities. “Oil is not a problem for the military,” says 
the diplomat. 

Moreover, North Korea has squandered its resources on huge 
showcase projects. The 1989 World Youth Festival (estimated cost 
US$4.7 billion), an unfinished US$6 billion, 105-storey hotel, and 
overly ambitious construction projects have put the country into an 
economic hole. Preparations for President Kim II Sung’s 80th birth- 
day next April will simply dig the hole deeper. Foreign debt totals 
over US$6 billion, according to South Korean estimates. 

In celebration of the Great Leader's birthday next year North 
Korea is on a crash building programme to construct a new dis- 
trict on the southern edge of Pyongyang called Tongil-ro (Uni- 
fication Street). It is planned to be home to 50,000 people. A 
total of 200,000 people are said to be involved in the construction 
work. 

North Korea wants to figure some way out of its economic and 
diplomatic cul-de-sac. Its dramatic decision to open diplomatic talks 
with Japan late in 1990 reflected the country’s need for hard cash to 
bolster its ailing economy. North Korea is demanding some US$5 
billion in aid from the Japanese. 

An unusual visit to Southeast Asia by Prime Minister Yon 
Hyong Muk earlier this year was part of a North Korean attempt 
to break out of its increasing diplomatic isolation. Significantly, 
Yon also agreed to buy 1 million tonnes of rice from Thailand. 
South Korean authorities say that 
the North will barter coal, cement, 
zinc, and marine products for the rice. 
South Korean officials also say that the 
North has offered to send construction 
workers to Thailand in exchange for 
rice. If this occurred, it would be the 
first time that the North has sent 
workers abroad except to the com- 
munist bloc. 

North Korea has also been trying 
to woo reunified Germany. A dele- 
gation led by the vice-minister for 
foreign economy, Kim Chung Woo, 
visited Germany in January to press 
for diplomatic relations. The delegation visiting Germany prom- 
ised to send another group in April to deal with the debt 
problem; the German Government paid DM 230 million 
(US$133.49 million) to private companies which could not collect 
from the North Koreans. Former East Germany had the equivalent 
of Rbl 7 million in outstanding loans to the North Koreans at the 
time of reunification. 

Despite warmer ties with South Korea, the Soviets still maintain 
a substantial presence in the North. There are reportedly 45,000 
Soviet economic advisers and technical experts there. 

North Korea also has 16-20,000 forestry workers in the Soviet 
Union, mostly around Khabarovsk, according to diplomatic 
sources. It also sends 24,000 seasonal agricultural workers to the 
Soviet Union each year. The situation for these Koreans can be 
grim. Recent reports say that the Soviets have allowed the North 
Korean security forces free reign in dealing with these workers 
(REVIEW, 4 Apr. 91). 

Tellingly, the South Koreans have for the most part played 
town the extent of the economic decline. The sort of gloating over 

‘orth Korea’s troubles that was prevalent here even a few years 

o is scarce today. 

This increasingly restrained attitude is partly because the experi- 

> of German reunification has sobered up officials and policy- 

ars in Seoul. 


Schoolgirl parade. 
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No one will dare say it publicly, but the South is now in 
no hurry for reunification, because of fear that South Korea 
would be overwhelmed by the task of absorbing millions of 
economic and political refugees from the North. Seoul has 
adopted a more cautious strategy because of concern that a 
sudden collapse of the North Korean regime would overwhelm the 
South. 

North Korea, meanwhile, has adopted a more defensive pos- 
ture, proclaiming its desire to take its own development path and 
expressing its opposition to what it says are attempts by the South 
to absorb it. While there are tantalising hints of change brought 
about by economic desperation, North Korea has no organised op- 
position and sporadic anti-governmeht gestures are swiftly and 
brutally punished. 

Most analysts in Seoul think that meaningful reform will have 
to wait until Kim Il Sung dies. “It’s fairly common to talk about 
economic collapse in North Korea,” says a Western diplomat 
in Seoul. “But there are few places that have actually collaps- 
ed. 

The KDr's Yeon Ha Cheong, however, is counting on the North 
Koreans being pragmatic. He thinks that they will be driven to 
change by the magnitude of the economic problems facing 
them. The warming relations between the US and Moscow, 
coupled with Moscow’s decision to cut off cheap oil to North 
Korea, will force North Korea to adopt a more outward-looking 
policy. 

One area where cooperation might occur, Yeon believes, 
would be a joint development of the Tumen River delta re- 
gion, which borders North Korea, the Soviet Union and China. 
When he visited China last summer, Yeon said that he found 
a great deal of backing for the project 
on the part of the Chinese. Chinese 
Communist Party General 
§ Jiang Zemin visited the area last 
year, Yeon says, and is providing 
crucial backing to see that the pro- 
ject is pushed ahead, despite objections 
from Chinese military authorities. Yeon 
also met North Korean officials on his 
trip and said that North Korea was 


“very eager” to participate in the pro- 
ject 


Seoul has also liberalised trade and 
said that it will make up losses suffered 
by traders doing business with the 
North. The government has budgeted Won 25 billion (US$34.4 mil- 
lion) for the current year to make up for any losses suffered by 
businesses. The National Unification Board says it hopes to ask for 
a long-term Won 300 billion appropriation during this year’s 
budget session. 

South Korea has approved requests for trade with North Korea 
totaling US$45.8 million so far this year, while another US$2 million 
was rejected. Most of this trade is unlikely to be realised 
soon, however, given the North’s continuing reluctance. 
US$336,000 in goods has been shipped from North Korea. Only 
US$10,191 has so far been shipped to North Korea, mostly textiles 
and garments, according to the board. 

If and when it occurs, reunification will be extremely costly. No 
one yet has any good estimates of the cost, though it would cer- 
tainly cost hundreds of billions of dollars to bring the North up to 
the South’s level of industrial and infrastructure development. In 
the South there is the hope that the process of can be man- 
aged smoothly, without the rapid disintegration of the state that oc- 
curred in East Germany. 

“I don’t think we have the economic absorption capacity right 
now,” says Yeon. “That is why we need a gradual approach. If 1 
or 2 million people suddenly came down from the demarcation 
line, the South Korean economy would be faced with some big 
problems. That is why we have to prepare.” m Mark Clifford 
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New breed 
of activists 


By Shim Jae Hoon in Seoul 


n grey business suit and subdued necktie, Choi Yul blends eas- 
[: into the army of tens of thousands of white-collar office 

workers filling up rush-hour crowds at Seoul subway station. 
People hardly recognise him for what he is — an activist leader of 
the anti-pollution movement battering South Korea’s mighty busi- 
ness establishment. 

A short, portly figure who studied agricultural chemistry at 
Kangwon University in the northeastern region of the country, 
Choi, 42, boasts two records of imprisonment for a total of five- 
and-a-half years under assorted charges of anti-government ac- 
tivities. 

While in prison, he recalled with a smile to the REVIEW, he read 
between 200 and 300 books on pollution and environmental sub- 
jects in Japanese and other languages. In the early 1970s, when 
prison authorities had little idea how poli- : 
tically explosive these subjects could be, 
they cleared his books sent by friends, in- 
cluding those from London-based human- 
rights group Amnesty International. 

They awakened Choi's attention to a 
new issue that South Korea would be fac- 
ing soon, and insights gained from prison 
reading brought him more trouble after he 
was freed as he campaigned against indus- 
trial pollution. “Times have changed and 
I’ve gained a measure of respectability 
now,” he says, chronicling his steady muta- 
tion from radical activist on the campus to a 
middle-aged leader in the growing citizens’ 
group advocating cleaner air, water and en- 
vironmental protection. Ve 

The Korea Anti-pollution Movement 
Association (KAMA) he leads has snowbal- 
led into an organisation feared by powerful business groups as well 
as the government, as more people become convinced of the pos- 
sibility of environmental disaster through worsening industrial pol- 
lution. What has changed, however, is Choi's abandonment of 
street protests as a form of struggle and his new commitment to 
non-violent struggle in awakening citizens to the danger. 

As he dashes between appearances at rallies, TV talk shows and 
newspaper interviews, people have stopped treating him as a 
dangerous underground dissident mouthing Marxist jargon and 
plotting demonstrations. Even the police who used to harass him 
by tapping telephones, tailing his daily rounds and detaining him 
on summary charges for possessing “subversive literature” under 
this or that ordinance, now accept him, Choi says. “They under- 
stand the difference between anti-pollution and anti-government 
activities.” 

This change in atmosphere says a lot about social and political 
transformations overtaking South Korean society as it becomes in- 
creasingly middle class-oriented. Since the start of democratic gov- 
ernment through popular elections in 1987, more and more former 
issident leaders are moving into citizen coalition groups. Despite 
plaints by younger radicals about South Korea splitting be- 
een the have-class and have-not class, the country’s mood has 
tilting to the centre, cooling political temperaments and 
ing extremists to the margin. 















Choi Yul: modern dissent. 
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As Choi demonstrates, the generation that led street marches 
against a succession of dictatorial governments in the past three 
decades is beginning to espouse new causes and moderation. They 
are shifting to centrist platforms for greater institutional changes 
rather than instant redress. 

Choi's KAMA is but one of 40 or 50 such citizens’ groups spring- 
ing up across the country in recent years, steadily pre-empting uni- 
versity-based hardline protests. Their causes range from the envi- 
ronment to economic justice to corruption-free elections, reflecting 
problems of a country moving from its industrialising to a post-in- 
dustrial stage. 

Composed of a thousand due-paying members, of whom 200 
are working journalists and the rest academics, lawyers, doctors, 
farmers, housewives, workers, students, Roman Catholic priests 
and protestant ministers, KAMA provides a good example of this 
trend. It is a microcosm of the South Korean society that has led the 
democracy movement over the past two decades. 

Politically, citizens’ groups such as KAMA snatch issues away 
from volatile student activists, and as for the government, it has 
had the effect of pre-empting its reform agenda. President Roh Tae 
Woo’'s civilian government has been hobbled from making any 
significant progress on its national agenda partly because of foreign 
policy demands and also under continuous factional squabbles 
over the succession issue. It has essentially failed in tackling prob- 
lems such as pollution and institutional political reforms. 

The government's position on industrial pollution, pressured by 

i a shortage of experts as well as its budget, 

È has been mostly reactive. The government 

-~ allocates no more than 1% of its national 

budget to pollution control, and though a 

new environment office at ministerial level 

has been set up, ironically it needs to de- 

nd on civic organisation such as KAMA to 
ae big industries effectively. 

In March and April this year, this policy 
of drift sparked a serious controversy when 
Korea Electro-Magnetic Co., an affiliate of 
the Doosan business group, dumped 3,000 
tonnes of phenol into the Naktong River, 
polluting the source of the drinking water 
supply for the whole Kyongsang region in 
the southeast of the country. 

Today, South Korea’s coastal waters 
have been so polluted by lead, mercury, 
cadmium and other toxic waste that the 
situation threatens the livelihood of millions of people depending 
on fishery. Air pollution in Seoul, Onsan, Yochon and many other 
industrial cities has reached a critical level as a result of excessive 
sulphur dioxide, causing eye and skin infections. Like the Japanese 
who initially complained of pollution-related diseases 10 years ago, 
the number of Korean urbanites afflicted with bone-aches and 
bronchitis is steadily increasing. 

Choi's group organises round-the-country slide shows and 
picture exhibitions, hammering the business community to spend 
more on pollution control as well as raising awareness among the 
general public. Together with other citizens’ ps, KAMA in 
March staged a peaceful rally before the Doosan group head- 
quarters in Seoul, demanding financial compensation for drinking- 
water pollution and calling for a boycott of its OB brand beer. The 
boycott campaign has been so responsive that Doosan is now 
thinking of divesting itself of its electronic branch and concentrat- 
ing on food-processing as it main line of business. 

Another KAMA campaign — resisting the construction of new 
golf courses on environmental grounds — has caused a shudder in 
the boardrooms of many business conglomerates. A total of 121 
new courses are either under construction or on the drawing-board 
as more business groups eye the leisure industry to entice increas- 
ingly affluent consumers. 

In the countryside, however, the new projects have run into 
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-Stiff resistance from local communities as golf-course construction 











chemical fertilisers and insecticides to create and maintain greens. 
__ As rainfall washes these chemicals into irrigation canals and rivers, 
__ it spoils rice and vegetable crops and contamines foodstuffs. KAMA 
_ has worked effectively through the media in presenting these dan- 
gers. 

- Another organisation campaigning with equal vigour for a 
_ broader range of social, economic and political reforms is the Citi- 
zens Coalition for Economic Justice (CCE}), founded in July 1989 by 
a motley group of lawyers, academics and church activists. Today, 
_ it has grown into an organisation of 5,000 due-paying members 
representing virtually all sections of South Korean society. 

Marching under the slogan of economic justice through the 
power of committed citizens, it has recently taken up the cause of 
central bank independence from government influence, fought for 
revision of tax laws to reduce windfall profits from land specula- 
tion, and demanded regulation of the rental system in favour of the 

oor. 

`: “Our campaigns are mostly targeted towards policy and institu- 
_ tional changes, as most social and economic injustices result from 
__ bad policy and government holds the key to reform,” says Lee Jay 
_ Sung, the organisation’s international affairs coordinator. 

<> The coalition remains critical of the government's policy on 
opening farm and financial markets, and argues for speedy restruc- 
turing of the agricultural and financial sectors. 

-At the same time, CCE has disconcerted politicians on both 
sides of the house by pushing for open voting records within the 
national parliament so as to expose how legislators vote on each 
national issue. It is spearheading the movement to wipe out vote- 
buying practices and other electoral frauds. In the 26 March local 
council elections activists from the coalition set up units monitoring 
frauds. 

Running 10 regional offices and con- __. 


requires cutting down trees, levelling hills, and the application of 


local council elections, its 1,000 due-paying members, 150 of whom _ 
come from universities, bar associations, women’s organisations 
and church groups, seek direct participation in the political process, _ 
specifically by running in the elections for provincial governments 
scheduled for June next year. a 
Dr Lee Yong Hi, a young law professor from Inha Universi 
who leads this movement, believes the country faces a dangerous 
split between professional but ethically questionable politicians 
widely discredited in the eyes of voters, and amateur reformists 
who hesitate to enter politics for fear of becoming ineffective in 
changing the existing order. ae 
But politicians from existing parties at national level are too pòl- 
luted to reform the present institutions, he argues. Recent polls _ 
have indicated that all existing parties combined receive less thana 
half of the total electorate’s support. er: 
Laws governing political parties and elections generally di 
criminate against independents and in favour of candidates fro 
established political groups. Although local councils are excepted, 
independent candidates for provincial legislatures (or for mayors or 
governors) must put down higher deposits than those backed by 
registered parties. They must secure up to 300 signatures of ene 
dorsement each to be able to run for office, and applications must 
be filed within five days from the announcement of the date of vot 
ing, while candidates from registered parties need a simple letter of _ 
nomination. Once the campaign starts, a party candidate can use | 
up to 60 campaign workers in contrast to 30 for independents. w __ 



















ducting research into 17 policy sectors cov- | 
ering practically all aspects of social, eco- | 
nomic and political life, CCE] has assumed a | 
commanding position as the voice of all 
middle-class reformists. Like Choi's anti- | 
pollution movement, it is led by former dis- 
sident figures harassed under previous 
` governments, such as Seoul National Uni- 
-versity economics professor Byun Hyung 
Yoon. Besides Byun, the four-member 
representative panel features Lee Hyo Jae, 
a former sociology professor of Ewha 
Women’s University; Hwang In Chul, a 
human-rights activist and lawyer; the Ven- 
erable Song Wol Joo from the Buddhist As- | 
sociation; and Rev. Suh Kyung Suk, repre- 
senting the protestant churches. 

The coalition has earned respect from of- 
ficials and public alike for scrupulously ob- | 
serving legal forms of struggle in every 
cause it has so far taken up — it never | 
-holds a rally or demonstration without an 
official permit — but it risks spreading its 
energy too thinly by taking up too many is- 
sues, from consumer protection to an im- 
proved distribution system, all at once. 

“There are so many things to change,” | 
says Lee Jay Sung, defending CCEJ's pro- 
digious activities. But despite so many com- 
mitments to so many subjects — maybe be- | 

-cause of it — it has yet to produce a single 
concrete achievement demonstrating its ef- 
fectiveness. The campaign against electoral | 
frauds fizzled out for lack of response from | 

voters, partly from absence of a litigation | 
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ELECTRONICS 


Forging ahead 


in electronics 


outh Korea’s electronics companies like to talk grandly of 
their big ambitions in “hi-tech,” “human-tech” and the infor- 
l mation age. Since the industry edged out textiles as the coun- 
_ try’s biggest exporter in 1989, a bit of boasting can be forgiven. But 
~~ there is a lot of hard work ahead if South Korean companies are 
-= going to play in the big league. 

: The electronics industry has all the familiar problems of South 

Korea’s industries. Wages are growing faster than productivity; the 

<= engineering and design teams are weaker than their foreign com- 
__ petitors; the record on quality is mixed; and South Korean firms are 
«too often stuck with boring, imitative products rather than innova- 
_ «tive ones. 
<- Moreover, many of the world’s biggest, brawniest and brainiest 
companies are throwing their best people into the fray. Certainly 
some of South Korea’s companies are big. But are they big enough 
| "or smart enough to keep the toehold they have in this most com- 
_. «petitive of markets? 
(=<. H Trigem Computer (known locally as Sambo) is any indication, 
the answer is yes. Founded by Lee 
Yong Teh, a frustrated government re- 
“searcher who spent most of the 1970s 
-trying to convince the South Korean 
= Government to support the fledgling 
_ personal computer (Pc) industry, Tri- 
gem expects to rack up some US$500 
= million in sales this year. 
-= Trigem has an impressive list of 
-< firsts — the first PC produced in South 
< Korea; the country’s first IBM PC clone; r 
the first on-line generator for Chinese (ies 
"> characters, 

“=” Now Trigem has impressed the in- 
ternational computer world with the 
first laptop engineering workstation. 
Based on the SPARC chip, the computer 
was a big hit at the Comdex show in 
Las Vegas last November and the more 
recent Hannover computer show. 

“South Korea has never before 
brought out a ‘world-first’ product,” says Z 
Lee. He has a right to be proud. While —_ 
his domestic competitors are mostly 
making little more than copycat pro- 
ducts, Trigem is aggressively scouting new ventures. The SPARC- 
based laptop was developed with the help of a small design house 

_. in San Diego, and Lee expects more ventures which marry US (or 
Western) knowhow and Trigem’s manufacturing capabilities. 
ooo  Trigem also has close relations with Japanese partners. An 
-o original equipment manufacturing (OEM) agreement with Epson 
catapulted the company into the ranks of major PC makers in the 
. tnid-1980s. Although that relationship has been rocky in the past 
‚year, as Epson’s sales plummeted, it shows signs of improving, 
and Epson is expected to place significant orders for personal com- 
uters this year. 
Trigem has recently set up two software joint ventures with Ja- 
ese companies. Japan has a severe labour shortage and some 
are starting to look to South Korea for skilled workers. The 
th Korean Government is funding six-month intensive training 
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courses for college graduates, many of thern liberal arts students, in 
computer programming. “The old-fashioned way of thinking is 
that technologies must be home-grown,” says Lee. “The real im- 
portance is in systems integration. To do this we must make 
strategic alliances with companies worldwide.” 

Trigem’s biggest challenge now is to keep its entrepreneurial 
flexibility as it becomes a sizeable company. Lee has broken the 
company into separate units and funded eight start-up companies 
which focus on specific markets, such as banking, education and 
health care. He has other units targeting other applications, such as 
desktop publishing, multi-media and software packaging. About 
7% of sales now go into research and development and 300 of the 
firm’s 1,800 employees are engaged in such activities. 

Like all South Korean companies, especially ones that are not 
part of a big business group, Trigem has a hard time getting 
money. Lee started Trigem with Won 100 million (US$138,000) bor- 
rowed from friends. Since then, the funding situation has become 
easier for small companies, thanks to some 50 venture capital firms 
which have been set up. Still, says Lee: “We are not in the full 
bloom stage of capitalism. It is very, very difficult to borrow money 
from the bank.” 

Trigem, like other South Korean companies, still depends on 
foreign sources for key technology. The flat screens used in laptop 
and notebook PCs are a monopoly of Japanese manufacturers. Disk 
drives usually come from US manufacturers, many of whom make 
the devices in Singapore, 

Trigem pales in size next to the behemoth of the South Korean 
industry, Samsung Electronics. Samsung's turnover last year total- 
led Won 4.5 trillion and the company forecasts 25% growth to Won 
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5.6 trillion this year. The firm epitomises South Korea’s industrial 
success during the 1980s. 

Big and bold, it plunged into the competitive semiconductor 
market in the early 1980s. It racked up huge losses due to ruthless 
price-cutting by Japanese makers of 64k and 256k DRAM, which 
Samsung specialised in. 

But the US-Japan chip-making agreement bailed out Samsung 
and semiconductor sales boomed in 1988 and 1989. However, last 
year another slump in chip prices hurt the company. Its hard- 
working engineers have helped propel the company into sixth 
place worldwide among memory chip makers, trailing only its Ja- 
panese rivals. 

Unlike Trigem, which is narrowly focused, Samsung wants to 
be all things to the electronics world. Its huge consumer electronics 
division still accounts for most of its turnover (59% in 1990) and half 
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of its total exports. Samsung has had some success in moving out 
of OEM production and building up its own brand name, but it 
faces a tough slog against its fleet-footed Japanese competitors. 

Kim Jin Ki, executive director at Samsung Electronics, says 
the company is hoping to grind out a 15-20% increase in consumer 
electronics sales this year. Last year’s consumer electronics sales 
were US$1.8 billion and Samsung hopes to push them well over 
US$2 billion this year. 

It will not be easy, as Kim and countless other South Korean 
executives concede, The company is being squeezed at the low-end 
of its market by Japanese-invested producers in Southeast Asia. 
Even the Chinese are now a threat at the bottom of the television 
market, with their black-and-white and small screen colour televi- 
sions. So rough was the competition that Samsung gave up pro- 
ducing black-and-white sets several years ago. 

“We're concentrating on higher productivity,” says Kim, “but 
the most important thing is the new technology.” He says that 
Samsung has an uphill struggle competing against Japanese re- 
searchers, who are developing better products and then manufac- 
turing them in lower-wage Southeast Asian countries. 

For all the competition, Samsung’s colour television sales still 
grew 20% last year and were the company’s single biggest product 
by sales volume. Samsung is one of the world’s biggest producers 
of TV sets. Kim expects international colour television sales (exports 
plus offshore production) to grow from less than 4 million units last 
year to nearly 5 million this year. Counting domestic sales, Sam- 
sung to produce 5.5 to 6 million sets this year, or about 7% 
of the world total. 

Samsung now manufactures 30% of its colour televisions out- 
side South Korea and by the mid-1990s expects to produce fully 
half of its TV sets outside the country. Samsung makes colour tele- 
visions in Portugal, Hungary, Turkey, Thailand, Mexico and the 
US and will open a plant in Indonesia this year. 

Samsung is backing up its efforts in the electronics industry 
with heavy spending on research and development which is being 
notched up from 6% to 9% of sales. 

The second-largest South Korean electronics company, 
Goldstar, shows the perils of bigness. The company, which ran 
neck-and-neck with Samsung for much of the 1980s, has been 
struggling in the past few years as a result of labour disputes and 
a seeming lack of focus. 

A start-stop-start policy in semiconductors has cost it valuable 
market position. A wide-ranging technology assistance agreement 
with Hitachi signed in 1989 has enabled the company’s Goldstar 
Electron subsidiary to get the group back in the DRAM market, but 
it is still playing catch-up. 

Goldstar has shown that it is willing to pay good prices for other 
technology as well. It agreed in February to invest US$15 million to 
buy 4.97% of the struggling US consumer electronics maker 
Zenith. The agreement will give it access to Zenith’s flat-tension 
mask screen technology, which can create a better image in a small- 
er package than conventional television tubes. Goldstar will also 
have access to Zenith’s HDTV system, one of several which is com- 
peting to become the US standard. 

While top management has shown that it is aware of becoming 
a giant also-ran, it is too early to predict whether the efforts to focus 
the company will pay off. 

South Korea’s electronics companies also have done well in the 
consumer electronics area by looking for untapped markets. Sales 
to the Soviet Union and Eastern Europe were extremely strong last 
year and helped brighten an otherwise lacklustre export picture. 
Exports to this area may get another boost this year thanks to 
US$800 million in government credits to the Soviet Union to pur- 
chase South Korean goods, especially consumer products. 

Credit the South Koreans with thinking big in electronics, as 
they do in just about every field. They are the only up-and-coming 
competitor to the Japanese in the consumer electronics field. But 
even the biggest companies are going to have some hard choices 
ahead about where to put their resources. m Mark Clifford 


30 MAY 1991 


FAR EASTERN ECONOMIC REVIEW 


CHINA TRADE 


Neighbours 


across the sea 


t was late last year that they started to arrive. First dozens, 
[e hundreds of ethnic Korean Chinese peddlers crowded 

around Toksu Palace and Pagoda Park in downtown Seoul 
selling herbal potions and aphrodisiac antlers. Seoul, so long a 
poor cty, is now luring all sorts of people with the promise of 
riches. 

The peddlers, dressed much like South Korean peasants in the 
1960s, are the most visible example of the growing economic links 
across the shallow Yellow Sea that separates South Korea from 
China. Until last September it was impossible to travel directly from 
China to South Korea, but now, despite the lack of diplomatic re- 
lations, the two countries are separated only by an overnight ferry 
ride. 

Two-way trade between China and South Korea was US$3.8 
billion last year and researchers in Seoul say they expect it to hit 
US$4.5 billion in 1991. Trade has been given a powerful boost with 
the opening of direct shipping services between four Chinese ports 
(Shanghai, Tianjin, Dalian and Qingdao and two South Korean 





Electronics: one of first exports. 
ones — Pusan and Inchon. The passenger ferry runs between Wei- 
hai, on the Shandong peninsula, and Inchon, Seoul’s port. Most 
trade previously had to go via Hongkong or Japan. 

Economic ties are slowly developing across the Yellow Sea, as 
China and South Korea draw politically closer. South Korean busi- 
nessmen have been swarming to Shandong, Dalian and the ethnic 
Korean regions in the northeast in search of trade and investment 
opportunities. 

The fit between South Korea and northern China is quite nice, 
at least on paper. South Korea's west coast is the centrepiece of a 
vast industrial development plan for the 1990s, one which will see 
massive land reclamation, the construction of several large industri- 
al estates, port development and an expressway running along the 
coast. 

On the Chinese side, the government has encouraged the Bohai 
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IF YOU THINK WE MAKE ONLY 
YOURE 21% CORRECT. 


You probably think of Hyundai as the 
maker of world-class, high quality, 
affordable motor cars—and you're right. 
But Hyundai Motor only represents 
approximately 21% of the Hyundai 
Business Group worldwide. 


Originating 44 years ago as a small 
contractor, Hyundai has rapidly i p 
expanded to become one of the international giants in engineering 
, and construction with over US$20 billion of 
overseas contracts, the builder and operator of 
a shipyard with the largest ship tonnage 
in the world, and the largest producer of 
automobiles in Korea. 


In addition, Hyundai is leading the way in the 
manufacture of computers, semiconductors, 
telecommunication systems, 
heavy equipment, 

tolling stock, machinery 
and petrochemicals. 
Hyundai's latest venture to develop the natural resources of 
Siberia is an illustration of its pioneering and innovative spirit. 
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“ region to develop economic ties with South Korea. Bohai includes 


a the provinces and municipalities of Hebei, Liaoning, Shandong, 


Tianjin and Peking. 

Although China and South Korea have no formal political ties, 
the two countries opened semi-official trade offices in each other's 
capitals following an October 1990 agreement. South Korea is eager 
to establish diplomatic ties, but most officials in Seoul accept the re- 
ality of China's historical, military and political links with North 
Korea. 

The lack of diplomatic recognition has 

|= put a damper on direct South Korean in- 
-< vestment. But researchers who have looked 
at the region think that the economic poten- 
tial is significant. 
: “Although trade across the Yellow Sea 
has been constrained by political barriers, 
the Yellow Sea provides potential for mul- 
tilateral cooperation based on Japanese and 
South Korean capital and technology, 
Chinese and North Korean labour, and the 
relatively well-developed industrial infra- 
structure of the region.” So thinks Kim Won 
Bae, a researcher at the East-West Centre 
and one of the organisers of a multinational 
study group looking at regional economic 
integration. 

The study group, which was founded 
two years ago, has met in China, Hawaii, Seoul and the Soviet 
Union, and it is currently drawing up a report on the economy of the 
Yellow Sea and Sea of Japan region. 

“In terms of population density, industrial development and in- 
frastructure, the Yellow Sea rim is much more advanced,” says 
_ Kim. “The Japan Sea rim has a lot of resources, but not much in- 

frastructure or population.” 

Economic ties between South Korea and China got a big boost 
during the Asian Games, held in Peking 
last autumn. South Korean officials esti- 
_. mate that the government and private cor- 

- porations provided US$100 million in aid 
for the Asian Games, ranging from do- 
nated Hyundai cars to lavish advertising to 


Ferry routes to China 





Trade partners 





lematic. In addition to the lack of infrastructure which bedevils 
many businessmen trying to set up in China, South Korean firms 
have no diplomatic protection. Moreover, Chinese do not always 
make it easy. 

Samsung Electronics has investigated the possibility of setting 
up a colour television assembly plant in China. But the Chinese de- 
mand that a large portion of the production be exported and the 
local production of components is limited, according to Samsung’s 
executive director Kim Jin Ki. (Foreign 
businessmen used to say much the same 
thing about South Korea a decade or two 
ago.) 

: South Korean firms sniffing at the 
Chinese market are taking their time. The 
governor of Shandong province, says Kim 
Won Bae, complained that he held 300 
banquets for South Korean business- 
men the previous year. Many promised 
to invest but he never saw any of them 
again. 

Political changes are needed before the 
region can take off. Normalisation of dip- 
lomatic relations between not only China 

and South Korea but recognition of North 
Korea by Japan and the US and some sort 
meeen of rapprochement between the two Koreas 
is a prerequisite for unleashing the region's 
tremendous economic potential. 

Such political changes are now, for the first time in more than 
four decades, something more than a utopian fantasy. South Korea 
and the Soviet Union have established diplomatic relations and 
North Korea has started talks with Japan to establish ties. China is 
unlikely to veto South Korea’s application to join the UN, even if 
formal recognition is some way off, and South Korean President 
Roh Tae Woo predicted in March that the peninsula would be 
re-united by the mid-1990s. 

Chinese researcher Shi Ruoha, in a 
paper presented as part of the Yellow 
Sea study project, says that if official 
or semi-official relations are established at 
the beginning of 1993, bilateral trade by 
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1995 would soar to between US$6.5-9.4 bil- 





help with the scoring software system. The 
agreement to establish trade offices, which 
Seoul had been seeking for some time, was 
signed immediately after the games. 
China also allowed charter air flights 
between Seoul and Shanghai during the 
games. Aeroflot currently provides the 


lion. 

Shi notes that Shandong is trying to ex- 
pand manufacturing industries along the 
coast. Plans call for development of chemi- 
cal, engineering and electronics, textile and 
food industries to be developed during the 





only direct service between the two coun- 
tries, with a once-weekly service between 
Seoul and Moscow which stops in Shang- 


1990s. Economic growth on South Korea's 
west coast and the Bohai region are likely to 
become the catalyst for increased South Ko- 





hai. 

So far, the Chinese have exported 
mostly primary products, such as raw 
materials for textiles or semi-finished manu- 
factured goods. The South Koreans have 
been sending electronic appliances and 
low-end synthetic textiles. 

Trade has yo-yoed up and down, 
largely as a result of China’s economic 


rean and Chinese economic ties, Shi thinks. 

Like most of the coastal areas, Bohai is a 
relatively prosperous area of China. It also 
has a heavy industrial concentration. In 
1986, Bohai accounted for 18% of the popu- 
lation and 22% of the country’s GNP. It pro- 
duced 28.2% of the country’s heavy indus- 
trial products and 23.1% of light industrial 
output. 





policies. When China contracts its econ- 
omy, imports from South Korea shrink 
dramatically, as occurred most recently in 
1989. Moreover, South Korean exports are 
subject to higher duties, because the coun- 
try’s goods are not given most favoured na- 
tion treatment. 

Although trade is likely to continue to 
grow quickly, direct investment is prob- 
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But there are some big problems. 
Chinese experts concede that the transpor- 
tation system in the region is saturated. 
Ports and rail routes are dogged, resulting 
in long delays. The road system is still 
primitive. There are a number of ambitious 
programmes planned, but many South Ko- 
rean investors are taking a cautious at- 
titude. m Mark Clifford 
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AUTOMOBILES 


A bumpy road 
to new markets 


By Nigel Holloway in Seoul 


t takes a lot of nerve to ban car imports from a neighbour, par- 

ticularly when that country happens to be your largest trade 

partner. But this is South Korea and the offending imports are 
cars from Japan. 

The roads of Seoul are a marvel to behold. Not because they are 
less congested than those of other Asian capitals, but because there 
are no Japanese cars on them. Indian highways share the same dis- 
tinction, but then less is expected of India, because it does not ex- 
port its motor cars and has no hope of doing so. 

There was talk a couple of years ago that South Korea would 
open up to Japanese cars in 1995, but nobody seems to take that 
too seriously now. The Korean automobile industry is regarded as 
a crucial component in the country’s development and the Japan- 
ese will not be allowed to throw a spanner in the works. 

South Korean cars will have a hard enough time competing in 
world markets. The Korean car industry 
was meant to be an export machine, like 
the electronics sector. Now people are not 
so sure. 

The reason is that car exporters have fall- 
en flat on their face. They were meant to 
conquer the world market for budget auto- 
mobiles, much like the Japanese had done 
15 years earlier. But the going has proved to 
be a lot tougher than they anticipated. 

Car exports rose from 49,000 in 1984 to 
535,000 only three years later. By 1989 they 
were back down to 347,000 and they strug- 
gled to make even that figure last year. 
Hyundai's exports halved to 214,000 be- 
tween 1988 and 1989. A rise in the Korean 
won and a decline in quality were the main 
culprits. 

To replace the lost market, the Koreans 
miraculously found a new one: their own. 
A trebling of living standards within a dec- 
ade was having a predictable effect on consumer markets and none 
more so than on cars. Sales at home quadrupled to 626,000 in the 
four years to 1990 and are now bigger than exports. Cars are now 
the badge of the Korean middle class. 

But the success of the Korean firms in selling cars to a protected 
market begs the same question as their failure to maintain export 
momentum. Can they compete with the best in the world? 

The answer to this does not lie in the realm of technology. The 
Korean car industry is young and is learning fast. And in any case, 
knowhow can be bought at the right price. 

Hyundai and Daewoo are introducing 1.5-litre car engines that 
both daim, with pardonable hubris, to have developed from 
scratch themselves. In February, Ssangyong Motor announced a 
tie-up with Mercedes Benz to develop light commercial vehicles for 
the world market, an unprecedented move for the German firm. 

These ventures demonstrate that, from a technical point of 
view, South Korean car makers are getting there. But what they 
lack is the consistency of purpose that every world-beating firm 
needs in abundance. i 

This can be seen in their export strategy. Having stumbled 
badly in the US, South Korean car makers are looking for salvation 
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Rising domestic demand 





































































to Eastern Europe, the Middle East, Latin America — just about 
anywhere but the US. Finding niches in Saudi Arabia and Vene- 
zuela is fine, but the numbers sold are not going to be large enough 
to merit the establishment of a sales and service network. 

The trouble is that a lot of their marketing eggs are already in 
the North American basket. Hyundai has revamped its dealerships _ 
in the US and set up a financing company to help the poorer car- 
drivers to buy one of its cars. 

South Korea needs big markets like North America’s, because- 
the domestic one will never be large enough to support three car. 
makers, let alone a fourth. Kia's success in overtaking Daewoo to` 
become the second-largest car maker, having been almost written: 
off in the mid-1980s, is encouraging Ssangyong to try its luck. 
Chairman Suk Won Kim’s burning ambition is to build cars. His 
hobby is driving them fast. 

The trouble is that the South Korean car makers want to be all 
things to all men. Nobody is prepared to specialise in only one part- 
of the car market; they all make buses and trucks, too. Daewoo’s. 
heavy industrial arm will soon be the first to come out with a mini 
car, a high volume business if ever there was one. But Kia has am: 
bitions in the same area and it would be difficult to imagine Hyun 
dai ceding the cheap end of the market to an upstart like Kia. 

Exports are not the only part of their strategy in which they 
need to be consistent. They also have problems concentrating their 
minds on maintaining a smooth flow of output. Operational con- 
sistency may seem to be such a fundamental element in car making 
that it would be a surprise if the Koreans did not see it asa 
prerequisite. “Koreans get impatient with 
things. They're always wanting to do 
something new and different,” says a US 
motor executive. 

The man who is most keen on sta 
ble manufacturing operations is Robert 
Stramy, executive vice-president of Daewoo | 
Motor, of which General Motors owns half. 
He reckons that Daewoo’s car plants have’ 
not been stable “for several years,” which- 
in the life of such a young industry means 
“never.” 

He is not only referring to labour strife. 
His firm just suffered a wounding stoppage _ 
— a suspension of production in response _ 
to dissident trade unionists’ “illegal” ac 
tivities. There is also the question of utilisa 
tion rates. The first instinct is to expand and 
then start looking for markets, says Stram 

Daewoo has the capacity to build 
300,000 cars a year, but is making only 
200,000. The Koreans say they need new technology. But what 
comes first is better use of existing equipment, better inven- 
tory control, more effective throughput. “Their view is to opera 
the plant at 40 cars an hour and work two hours a day in over-. 
time and all day Saturday.” But if they worked better durin 
normal working hours, there would be no need to work extra, says 
Stramy. 

The criticism not only applies to Daewoo, but to the other car 
makers wanting to get big in a hurry. If they operated their fac- 
tories better, consistently high quality would not be a problem. 

When Hyundai faced a barrage of complaints about quality i 
the late 1980s from dissatisfied car owners in the US and Canada, 
the firm sent 500 shopfloor workers a year to North America to- 
show them the rotten fruits of their labour. “If we had brought the 
faulty cars back to Korea, they wouldn't have believed it,” says 
Kim Jong Il, a planning director. Che 

But one remedy Hyundai has come up with seems. miscon- 
ceived. The company wants its vendors around the world to inste 
equipment to test the cars thoroughly before each one leaves 
showroom. Wouldn’t it be better to ensure there are no faults be 
fore the cars are driven out of the factory gates? rag 
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ECONOMY 


Easier credit for 
manufacturers 


hen Roh Tae Woo ran for president in 1987 he promised 
: W more money for workers and farmers, more housing, 


x more social benefits, more, in other words, of just about 
~- everything. And he has confounded 
the sceptics and delivered on most 
of these pork barrel promises. 

But along with high growth and 





but the effect will probably be to make borrowing more dif- 
ficult.) 

Big business’ image took a beating in March when the Doosan 
Electro-Materials Co. was charged with illegally dumping 325 
tonnes of wastewater (some of it contaminated with a carcinogenic 
solvent, phenol) into the Naktong River near the southern city 
of Taegu. The government ordered the plant shut for several 
weeks as punishment, but another spill occurred almost im- 
mediately after it reopened. The minister of the environment 
was fired and the chairman of Doosan resigned as a result of the 
incidents. 

Consumer groups tried to stage a boycott against Doosan, 
which produces and distributes a wide variety of consumer goods, 
including OB Beer, Coca-Cola , Nestle and Kodak. The boycott 
quickly fizzled, reflecting South 
Korea’s relatively disorganised con- 
sumer movement. 

The outcry over the dumping 





increased social spending has come 


spurred the Ministry of the Environ- 





more of something Roh did not 
promise: inflation. 
The government expects both 


ment to propose stiffer penalties for 
polluters. Deliberate dumping of 
toxic wastes will be punishable with 





wholesale and retail prices to rise 
nearly 10% this year, continuing an 


penalties up to life imprisonment ac- 
cording to a bill which passed the 





ie è inflationary spiral that began in 1988. 


national assembly in May and is 





Booming construction, a fourth con- 
secutive year of 15%, plus wage in- 
creases and slack monetary policy 
are all fuelling inflation. 


awaiting the president's signature. 
Anti-pollution feelings were running 
so high that the Ministry of the Envi- 
ronment considered asking for the 





Growth is still the country’s No. 


are willing to live with a bit of in- 


death penalty for polluters. 
But the biggest socio-economic 


probiem remains property. Property 





flation to keep economic growth 
high, though solemnly proclaim 
their commitment to price stability. 


prices are shooting up faster than 
just about any other part of the eco- 
nomy. Property prices increased 





Despite talk of raising interest rates, 
the government shows few signs of 
slowing down the economy. With 





nationwide 21% last year, follow- 
ing a 32% increase in 1989 and 27% 
the previous year. Property values 





local council elections scheduled for 
next month for the first time in 30 
years, and both legislative national 


increased even more rapidly in 
Seoul during each of the past three 
years. 





assembly and presidential elections 
set for 1992, a more restrained credit 
policy is unlikely. 

Moreover, a credit crunch would 


Roh’s economic policymakers 
have turned out to be a rather timid 
lot, perhaps reflecting the short time 








be likely to seriously hurt many of 
South Korea's struggling manufac- 
turers by raising borrowing costs 


they remain in office. During his 
three years as president, he has had 
three finance ministers, three minis- 
ters of trade and industry and three 





and cutting domestic demand — the 
key for buoyant car sales and elec- 
tronics manufacturers, who have 


senior secretaries for economic 
affairs. 
Progress on financial reform has 








seen their overseas sales stagnate or 
even decline. Manufacturers are ag- 


gressively investing in new equip- 


been particularly slow. Interest rates 
are still strictly controlled by gui- 
dance from the Bank of Korea and 





Hyosung Corp. 
Hyosung avy ind.* 


ment to cut labour costs and im- 
prove the often mediocre quality of 


South Korean-made goods, but the Oriental Brewery 


the Ministry of Finance, despite the 
legal deregulation of rates on loans 








_ fruits of this industrial restructuring 
process have yet to appear. 
- The only recent economic policy 


Doosan Machinery |S i | aa 1 


and long-term deposits in December 
988. 


Financial authorities worry that 
if rates are decontrolled and the 





initiative of note was a decision this 
spring to force each of the large busi- 
ness groups to choose three core 
companies to specialise in. These 


finanical system is freed that money 
will flow out of the manufacturing 
sector and into speculative areas 
such as real estate. But if rates re- 








firms, which are concentrated in the 
manufacturing sector, will hence- 
forth have an easier time borrowing 
money. (It is not yet dear what the 
effect will be on the non-core firms, 
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main artificially controlled, and 
large amounts of credit is forced to 
support so-called policy loans 
(targeted at farmers, housing and 
ailing companies), the financial 
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ystem will hurt manufacturing competitiveness. 
< South Korean authorities continue to take a mildly schizop- 
~hrenic attitude towards opening the domestic securities market to 
foreigners. The Ministry of Finance approved branch licences for 
. the first foreign securities houses, four US and British firms (and at 
-the same time rejected four Japanese applicants). 
However, the ministry has not given the foreign houses any 
“dear idea of what sort of business they will be able to do when 
-the market finally opens to limited direct foreign investment next 
“year. Foreign brokers will not be allowed seats on the stock ex- 
change. 
But despite the economy’s rough spots, economic growth has 
“remained quite strong — an estimated 9% this year — thanks to 
stronger exports, heavy capital investment by manufacturers and a 
booming domestic construction sector. m Mark Clifford 















CORRUPTION 


outh Koreans tend to say that only the unlucky or the greedy 
are nabbed for corruption. Recently, there have been quite a 
J few of both. 

: : Two major scandals have surfaced so far this year. In the first, 
_ three national assembly members were convicted for accept- 
ing US$16,000 from the Korea Automobile Manufacturers’ Associ- 
~~ ation (KAMA) that was spent on a trip to the US and Canada. 
_ -> The three also received US$20,000 from a government-run slush 
= fund administered by the quasi-government Korea Traders’ As- 
-= sociation and allegedly had taken an additional US$57,000 from the 
The legislators protested that what they did was only standard 

‘practice. The judge agreed, but said the money nonetheless consti- 
“tuted “a kind of bribe.” He gave the trio suspended jail sentences 
ranging from two-and-a-half to three years. 

Ee The biggest scandal in almost a decade was exposed in February 
over a land grab staged by the Hanbo Construcition Co. Hanbo 
-> had bought some greenbelt land in Suso, in the fast-growing 
__» Kangnam district in southern Seoul in 1989. Development is prohi- 
__. bited in greenbelts, but the area was reclassified to allow develop- 
= ment shortly after Hanbo bought the property. 

City officials wanted the company to build apartments for low 
and middle-income families. Instead, Hanbo lined up some high- 
_ powered lobbyists who helped it win permission to build more 
profitable apartments for employee housing cooperative associa- 
_ tions. Initial selling prices of apartments are fixed in South Korea, 
_but the prices on cooperative apartments are higher than for ordi- 
| nary ones. 

_.. The cooperatives were formed by powerful organisations, in- 
-duding local tax and police officials; the military intelligence 
agency; banks and newspapers; and spearheaded by the National 
Agricultural Cooperative Federation. 

‘= A senior aide to the president resigned and five legislators were 
arrested in the scandal, “As the top leader of the nation, I feel sorry 
about the controversy,” said President Roh Tae Woo in a televised 

. address. “As a popularly elected president, I renew my resolve to 

> remain a clean president and will continue to be at the forefront of 
¿efforts to lead a clean and honest government.” 

The arrests reflect a new openness in South Korea, and perhaps 

even a willingness to challenge the old backroom style of business 
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and politics. Optimists hail them as a sign of change. But the public 
outrage has so far led to little fundamental change. Corruption is so 
firmly rooted among the elite of South Korea, including the press, 
that a clean-up seems remote. 

Since the current national assembly took office in May 1988, 11 
of its 224 elected members have been arrested on bribery charges. 
Legislators defend their voracious hunger for cash by explaining 
how expensive it is to be a politician. Cash gifts for funerals, wed- 
dings, major birthdays and other special occasions are a continuing 
cash drain on them, they say. One honeymoon couple even 
wanted their legislator to pay for their air fare to the resort island of 
Cheju-do. 

Provincial tour groups now make the national assembly an 
obligatory stop when visiting Seoul. Their local Assembly mem- 
ber is expected to buy everyone at least a soft drink and preferably 
lunch. 

Business executives are understandably reluctant to complain 
about corruption for fear of reprisals. But the mood in the business 
community is not a happy one. “We pay as much in extortion ~ 
legal, semi-legal and illegal extortion — as we do in legitimate 
taxes,” complained the head of one of the country’s largest com- 
panies. 

“Everything now is very haphazard, not orderly,” says this 
executive. “In the old days, if there was a major election ahead and 
the government party needed X amount, then there was an invis- 
ible hierarchical order through FK {the Federation of Korean Indus- 
tries] or the [Korea] Chamber of Commerce and Industry and the 


_ quotas for donations were very quietly farmed out.” 


There was only one ruling party and fund-raising was cen- 
tralised. Donations to the opposition were small and furtive. But 
that is no longer the case. 

The ruling has three major factions and several smaller 
ones, all competing for political funds. The opposition, too, wants 
its share. “Before a deal was a deal, but now, if you make a deal 
with one guy, he does not have the power to deliver,” said the 
company executive. 

Part of the reason for South Korea’s systematic corruption lies in 
its traditional culture of reciprocity. Koreans are bound together by 
complex webs of loyalty to workers, classmates and officials. Those 
with money are expected to share it. Because business has the most 
money, it is expected to donate the most. 

Government power over corporations increases the pressure to 
give money. “The government has all the power and you have to 
purchase approval,” said the senior executive quoted earlier. Be- 
cause most business activities are prohibited unless expressly ap- 
proved, companies depend on bureaucratic approval to a tremen- 
dous degree. 

There is the danger that South Koreans could be so tired of re- 
quests for money that they seek a radical solution. Former presi- 
dents Park Chung Hee and Chun Doo. Hwan both justified their 
coups with plans for far-reaching anti-corruption drives. Although 
a military coup is extremely unlikely, the present frustration could 
have dangerous political consequences. i 

“In my job I spend a lot of time in the back alleys, emptying soju 
[grain spirit] bottles with the young men in the company,” said the 
executive. “They are very naive ideologically, but they are fed up 
with democracy. They want the brownshirts to come in and clean 
things up. It’s not a matter of Left or Right. What they want is pur- 
ity. They are ready for a radical solution.” 

There will be a lot to clean up. In a survey earlier this year, 
the Korean Reporters’ Association found that 75%: of its members 
reported that they had taken chonji, or “appreciation” money, 
from news sources. The January issue of the Association's 
magazine published what was said to be the “public relations” 
expenses for an unnamed government. ministry. The annual 
budget totalled Won 134 million (US$184,000) for conferences, 
seminars, travel and straight cash gifts. Cash given to the reporters 
covering the ministry and other journalists totalled Won 98.4 
million. a Mark Clifford 
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In banking, 
as in art,a clear 
concept 
can make all the 
difference. 


The Dutch artist Mondriaan spent 
more than 20 years refining a style of 
painting he called neo-plasticism. 
Similarly, Rabobank carefully 
defined and refined its own style of : 
banking. As the Dutch economy 
and industry grew, so did Rabobank, 
becoming one of the largest 
domestic banks. Today, with total 
assets of more than US $ 115 billion, 
Rabobank is one of the top 50 banks 
in the world, with offices in major 
financial centres and ports around 
the globe, active in financing 
agribusiness, commodities and in 
every aspect of international 
banking. And we still have our own 
clear, long-term view of client 


relationship, based on commitment, 


dedication and trust. 
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_ Manila columnist riles local prudery 


















By John McBeth in Manila 


: inner at Margarita Go Singco 
Holmes’ Makati home is rarely a 
subdued affair. Draped in a low- 
os cut dress, the busty hostess dis- 
: penses the milk for the coffee from a black 
_ penis-shaped container. Table conversation 
= lingers around sex — a subject that has 
made her one of Manila's more controver- 
` sial figures. 
~~ Her Manila Times column, Bodymind, 
homes in on boudoir topics not normally 
_ discussed by polite Makati society matrons. 
And Go, a trained clinical psychologist, re- 
_-ceives and answers letters that would often 
~ be enough to make a Playboy editor blush. 
<==: Many of those same columns have been 
collected in her recently published book, 
__ Passion, Power, Pleasure. A previous antho- 
logy, Life, Love, Lust, sold more than 6,000 
copies and brought Go a flood of speaking 
engagements, including one from a group 
of intrigued diplomats. 
But Go's explicitness gets her into trou- 
“ble with local worthies like Manuel Morato, 





Heavy breathing 


the head of the Philippine Movie and Tele- 
vision Review and Classification Board, or 
81-year-old university educator Minerva 
Laudico, founder of the Stop Trafficking of 
Pilipinos (STOP) organisation. 

stop, which is mostly concerned with 
fighting prostitution, has threatened to take 
Go to court. Morato does not have jurisdic- 
tion over the print media and says he only 
joined the Bodymind controversy in a per- 
sonal capacity. He does, however, have the 
authority to censor a weekly late-night 
television programme called No-Nonsense 
which Go recently launched on Channel 4. 

He has already issued a warning about 
the content of a Channel 2 mid-day show, 
in which Go appears as a twice-weekly 
guest. “She was using the words ‘vagina’ 
and ‘penis’ and I said there was a more de- 
cent way of saying it,” he says. “I 
suggested they use ‘female organ’ instead 
of ‘vagina’.” Nor is it just her word choice 
that bothers Morato; he is also upset by the 
way she says it: “Margarita is naughty. She 
adds body language.” 

As far as Morato is concerned, Go’s pro- 


fessional qualifications only make her. all 
the more dangerous. “She is worse than 
the tabloid columns,” he says. “People 
know they [the tabloids] are rubbish, but 
Margarita clothes herself in a mantle of re- 
spectability and we're worried that teen- 
agers could be misled. She appeals to 
people's baser instincts.” 

Morato is critical of what he calls Go's 
“vivid and lurid descriptions of sexual ab- 
berations” and her penchant for injecting 
“flavour” into such subjects as oral sex and 
masturbation, both of which she discusses 
in a typically straightforward manner. He 
is shed incensed, for example, at the 
way she once compared semen to cham- 
pagne and then went on to describe it as 
“cheaper than caviar and more accessible 
than balut,” (an all-but-hatched chicken 
embryo which is regarded as a delicacy 
and an aphrodisiac in the Philippines). 

While Go is willing to make concessions 
for her television audience, she says she 
has no intention of toning. down her news- 
paper columns to suit her critics. “Sex only 
seems to be talked about in extremes — in 





CAMPAIGNS 





With 290 million Indians over the age of 
15 unable to read or write, the country ac- 
counts for nearly one out of every three 
illiterates in the world. Against this unlet- 
tered morass, the praiseworthy example 
of the southwestern coastal state of 
Kerala stands out. 

The achievement, there, of an 83% lit- 
eracy rate, is all the more impressive con- 





sidering that, while few starve or sicken 
in Kerala's narrow but fertile coastal _ 
plain, the state’s income level is relatively 
low due to poor infrastructure and lack _ 
of industry. Large numbers of Keralites _ 
migrate as “guest workers” to Indian — 


cities and abroad. 

The initial impetus for Kerala’s envi- 
able literacy levels, back at the turn of 
the century, came from the education- 
minded princely state of Travincoré- 
Cochin. In more recent times, the literacy 
drive has been led by the state's elected 
communist government since 1957, 





Handwriting on the wall 


when it first took power. 

Creditable as its literacy rate may be, 
Kerala still has its work cut out to teach 
the last, intractable, 20% of its population 
how to read and write. As an indication 
of the structural obstacles to full literacy, 
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consider the gender gap in literacy levels: 
90% of the state’s men can read, but only 
81% of its women. 

One part of Kerala — Ernakulam, op- 
posite the coastal city of Cochin — has 
pointed the way finally to closing the lit- 
eracy gap. Last year, Ernakulam became 
the first administrative district in India 
to be officially declared fully literate. 
To achieve this, nearly 20,000 volunteer 
teachers were mobilised to teach 185,000 
people to read within one year. Women 
comprised roughly two-thirds of the 
teachers and the students alike. 

Besides basic classroom -teachi 
“Operation Floodlight” (as the Ernaku- 
lam literacy drive was called) entailed 
plenty of motivational hoopla: street 
theatre, sing-alongs, art shows, stickers 
and badges. For his success, the project’s 
guiding light, Ernakulam District Collec- 
tor K. R. Rajan, received a special com- 
mendation from the United Nations. 

Rajan recounts plenty of heart- 
warming stories of students whose lives 
were ch by the programme: a pai 
of alcoholic brothers were once Fhe 








very clinical terms or in a locker-room type 
of way,” she argues. “I want to give my 
answers a light touch. I lead up to things. I 
don’t just say what I do to be outrageous.” 

Sex is the theme of about 80% of the 
50-odd letters Go receives each week. They 
come from readers who, she says, repre- 
sent the whole spectrum of Philippine so- 
ciety. For instance, there was the 41-year- 
old seaman who was enamoured of a 
lifesize blow-up doll. Or a youth who wor- 
ried that underwater masturbation may be 
harmful to his health (Response: only if 
there are piranhas in the water). 

“Does the withdrawal method of birth 
control cause baldness in men?” one anxi- 
ous reader wanted to know. Not true, 
replied the columnist, “unless he literally 
tears his hair out in frustration when he has 
to use this method.” 

Another woman, laying out her “prob- 
lem” in three pages of minuscule handwrit- 
ing, was concerned whether her ability to 
bring herself to orgasm by fantasy was ab- 
normal. Go's admiring retort: “You are 
blessed with a rare gift . . . If you could 
package this in a bottle, you’d be a mil- 
lionaire.” 

Wealth, unfortunately, seems to elude 
many of Go's correspondents — which 
may be at the root of some of their sexual 
problems, she suspects: “Poverty robs you 
of your dignity. How can you talk about 
love being joyful when you have been 
stripped of your job or you can't get 
enough to eat.” 

Still, Go pronounces herself “enchanted 
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Go at keyboard: ‘enchanted’ with Filipino sexual ingenuity. 


by some of the things [the letters] have 
raised. What is surprising to me is the 
number of people who are willing to share 
themselves with someone they don’t even 
know. I think one reason they write to me 
is that they know their questions will be 
answered with respect and with honesty.” 

The columnist takes umbrage at 
Morato’s recent charge that she is imposing 
Western perversions on the Philippines. “It 
implies that Westerners are all perverts,” 
she says. “Also . . . that Filipinos are not 
creative in their own sexual practices.” 

The Manila Times is not unduly worried 
about the attention Bodymind is getting. 





of the virtues of sobriety; an armless 19- 
year-old is now seeking a job after learn- 
ing to write with his toes; a family of 
forest-dwelling hermits had to be tutored 
in their cave. 

Operation Floodlight soon inspired 
imitators. The neighbouring township of 
Kottayam (population 1 million) became 
the first Indian city to attain full literacy. 
Then the state government of Kerala 
mounted a Rs 1.12 billion (US$62 million) 
campaign during the UN’s International 
Literacy Year of 1990. 

Government funding accounted for 
less than a third of the cost of the state- 
wide programme. The rest came from 
volunteer agencies, which also provided 
most of the 400,000 trainers needed to 
reach the targeted 4 million illiterates. 
Aside from extensive teacher training, 
the drive entailed mass distribution of 
primers, slates, pencils and even specta- 
des for those with sight defects. 

Local religious and opinion leaders 
were recruited to back up the media blitz 
in support of the statewide literacy 
drive. Deadlines were reportedly strictly 
adhered to, with monitoring and evalua- 
tion at every stage of the drive. 
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News editor Ricky Agcaoli estimates that 
the newspaper's circulation has rocketed 
20% since Go started dashing off her col- 
umns in December 1989 at the invitation of 
managing editor Rolly Fernandez. 

Now Bodymind appears every day ex- 
cept Sunday. Even sex therapists need a 
rest, explains Go, who is mother of a 12- 
year-old daughter. She now limits her pri- 
vate psychological practice to just 10 pa- 
tients a week. And, in recent weeks, her 
column has turned more frequently to non- 
sexual topics, like adoption and parent- 
hood. Writing about sex, she finds, takes a 
little more thought and time. K 





Kerala's Marxist chief minister, E. K. 
Nayanar, touts the literacy drive as a 
panacea for a host of social problems. It 
has indirectly helped lower the state’s 
crime rate, reduced alcoholism and raised 
standards of sanitation, he says. 

The Marxists, who dominate Kerala's 
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ruling coalition, have been at pains o | 
keep the literacy programme under their 
own control. It comes under the direct 
charge of the Communist rural develop- 
ment minister, rather than the education 
minister (who is from the Janata Dal, a 
minor coalition partner in Kerala). 
Rajiv Gandhi's Congress Party, which 
prides itself as the once and future ruling 
both in Kerala and nationwide, | 
grumbles that the Marxists are using the 
literacy mobilisation as a means for ex- 
tending their grassroots influence. Un- 
deniably, Left-leaning or- 
ganisations figure promi- 
nently among the volun- 
teer groups involved. 
Stil, the literacy 
drive's most striking suc- 
cesses to date have been 
among _ tradition-bound 
Muslim women in pur- 
dah — hardly a natural Marxist consti- 
tuency. And a project evaluation report 
by the central government's own Human 
Resources Development Ministry praised 
the literacy drive for its “high tempo,” 
“tremendous mobilisation efforts” and 
“systematic training.” mK. Kunakrishnan 
< 
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son, an Anglo-Irish intellectual trained at 
Cambridge, arrived in steamy, exotic 
Jakarta. He took to wearing T-shirts and 
sarongs, and, as he puts it, went a bit na- 
tive. In those days he would watch wayang 
shadow plays all night, 
stretched out on a flea- 
infested mat in Sukarno’s 
„presidential palace. He lived 
for Javanese music, theatre, 
~ culture and Jakarta’s rollick- 
ing politics. In those days 
his love affair with In- 
donesia began. 
A tumultuous affair it has 
“been over these 30-odd 
years. He went on to teach 
at Cornell University, and to 
become the doyen of In- 
- - --donesianists in America. In- 
-+ donesia went on to explode 
~into violence. After the fail- 
ure.of the 1965 coup, the mass killings of 
“communists and the toppling of Sukarno 
by President Suharto and his New Order 
government, Anderson despaired. In his 
writings, he railed against the New Order 
and how it crushed the very revolutionary 
ideals that had so attracted him in those 
early years. And then, in 1972, Anderson 
was formally banned from the country he 
has made his career studying. This volume 
of essays is a compendium of his abiding 
Indonesian interests. 

There is often cause for suspicion when 
romance and scholarship are intertwined. It 
can be a heady but disastrous mix. China 
_ buffs in the time of Mao offer an extreme 
example of this. Remember the days when 

Western journalists and Leftists told us 
~~ about the barefoot doctors and the workers’ 
+. -paradise to be found in Mao’s China? Ro- 
mance can lead to blindness, and when it is 
the expert who is blinded, there can be un- 
fortunate consequences. 
Anderson’s love affair with Indonesia 
» took root in a similar soil. “But why In- 
_ donesia?” he asks in a fascinating introduc- 
tion to this collection. China was not yet 
open to post-graduate students. “Mainly, I 
now think, because in 1957-58 Indonesia 
was in the throes of a civil war, in which 
the CIA was actively involved. To a young- 
ster only recently made aware of politics — 
one might say imperialist politics — In- 
donesia seemed both Asian and of im- 
mediate political relevance.” 
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Indonesia, then, seemed a perfect match 
for Anderson, the Anglo-Irish born in 
China who came of age with soft-focus 
European leftism. He was anti-colonialist, 
anti-imperialist, and, of course, anti 
America’s war in Vietnam. Indonesia was 
young; it was passionately nationalist; it 
was struggling to find its own, distinctly 
non-Western, path to modernity. It was 
run by a flamboyant, Left-leaning hero-pre- 
sident. And it was a country where a small 
band of writers and intel- 
lectuals, many drawn to 
a romantic view of revolu- 
tion, had an influence way 
out of proportion to their 
numbers, 

“In those great times, 
Vietnam and Indonesia 
came together for me in a 
new way ... The link was 
nationalism, and probably 
deeper down, Ireland,” An- 
derson writes. He says he 
succumbed to an inverted 
Orientalism. Not only was 
the East different from the 
West, but it was better. 

Anderson stayed long enough to watch 
the country descend into economic and po- 
litical disaster. Sukarno’s uneasy coalition 
of the military, the communist party and Is- 
lamic parties began to crumble. Sukamo 
hung on to power by aligning himself with 
the powerful communist party, thus pro- 
voking a tense standoff between the com- 
munists and the army. Anderson had left 
by the time the tension burst into the vio- 
lence of 1965. “Still, it felt like discovering 
that a loved one is a murderer,” Anderson 
writes of the killings. 

This trauma, he writes, gave rise to the 
questions that “animate all the essays in 
this book: emotionally, how still to love a 
murderer; politically, how to understand 
what Java and Indonesia have done to each 
other; morally, how to conjoin human 
solidarity with respect for difference; and 
theoretically, how to link the splendours of 
the imagining life with the remorseless en- 
gines of global economic and technological 
change.” 

He pursued these questions away from 
Indonesia, where he says his inverted 
Orientalism, his insistence on Indonesia's 
uniqueness, grew less strident. Instead, he 
relied more and more on what is known as 
the New Left — scholars who apply their 
Marxist ideas to their specialisations. Thus, 
he says, “through a broadly Marxist optic, 
my Indonesia could join the world.” 

Following this introduction, his essays 
call out for a double reading — what they 
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say about Indonesia and what they say 
about the author. Anderson’s classic essay 
“The Idea of Power in Javanese Culture” is 
here of course, as are his interesting mus- 
ings on the stories of the wayang plays as 
political metaphors. To see in one volume 
his various essays on language and politics 
is to see why Anderson has had such a say 
in interpreting Indonesia. These essays are 
expressions of passionate scholarship. He 
flits from literature to cartoons to monu- 
ments to bring out the importance of lan- 
guage in understanding the idea of In- 
donesia, and in understanding the tensions 
and contradictions surrounding. the crea- 
tion of a national Indonesian identity. 

Here Anderson is in his element: for the 
story he tells of the emergence of Malay as 
the preferred language is also the story of 
the rise of nationalism. He tells of how writ- 
ers and artists and intellectuals nurtured 
Malay from its roots as a. trading medium 
into the language of opposition to Dutch 
rule and of nationalism. During. the 
Japanese occupation, Malay was taught in 
schools and the language became the uni- 
fier for the disparate islanders of what was 
to become the Indonesian archipelago. 

Malay was not only not Dutch, but it 
was also not Javanese. The Javanese lan- 
guage’s preoccupation with status, its sepa- 
rate vocabulary for speaking to those of 
higher status and those of lower status, de- 
fied the egalitarian spirit Anderson claims 
enveloped the early anti-Dutch nationalists. 
For those Javanese who wrote novels and 
poetry, discarding their mother tongue in 
favour of Malay was, Anderson claims, an 
escape from the constraints of things 
Javanese. 

For Anderson, “It was less nationalism 
that created a common language than 
that a common language helped create 
nationalism.” He says that as Malay 
evolved into the post-independence na- 
tional language, bahasa Indonesia, the re- 
jection of Javanese as the language of liter- 
ature came to be one of the central themes 
of Indonesian literature. 

The exemplar of this literary tradition is 
Indonesia’s best-known writer, Pramoedya 
Ananta Toer, a fellow traveller in the days 
of Sukarno. Arrested by the army after the 
coup, he spent 14 years in a penal camp on 
the island of Buru. The creation of In- 
donesia and the Indonesian personality is 
the theme of the novels of Pramoedya, a 
Javanese who has only written in bahasa 
Indonesia. “Pramoedya’s bahasa Indonesia 
is a cultural fortress from which to cross 
swords with. his heritage,” writes Ander- 
son, who has only corresponded with but 
never met the writer he claims has been the 
key to his understanding of the relationship 
between literature and “the political imagi- 
nation.” 

It is not surprising that Anderson has 
found an. intellectual. guide and kindred 
spirit in Pramoedya. For they are both uto- 
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pians who have found the real world disil- 
lusioning. Independent Indonesia has not 
lived up to the ideals of the nationalist 
revolution. The imagined new Indonesian 
has not been created. 

Orientalism, inverted or not, often 
transforms experts into apologists, or 
makes them proprietary spokesmen for 
the country they study. These traps are 
evident in Anderson’s essays. He refers 
to Indonesia as “my Indonesia,” an odd 
claim for an anti-colonialist. Yet, with- 
out his passion, these essays might have 
lacked their flair and their empathy for 
the intellectuals who helped create In- 
donesia. m Margaret Scott 





An insular 
occupation 


The Redundancy of Courage by Timothy M o. 
Chatto & Windus, London. £13.99 
(US$24.00). 


Adolph Ng, the protagonist of Timothy 
Mo's new novel, is a fish out of water, dou- 
bly so. He is Chinese and gay. He lives in a 
wretched backwater called Danu, a former 
Portuguese territory “north of Australia” 
that has been brutally occupied by the 
neighbouring “malais.” Through inexora- 
ble fate, Ng, the proprietor of the only good 
hotel in town, becomes a reluctant, and 
then expert, jungle fighter. 

Throughout his transformation from 
urbane innkeeper to erstwhile guerilla, Ng 
keeps up a wry, self-deprecating patter; he 
is a kind of Truman Capote in Conrad- 
land. “A man of the modern world” who 
ends up “grubbing in the soil for the 
booty of inedible tubers and larvae,” a 
cafe charmer who makes booby traps with 
triggers so fine that they do in a “malais” 
infantryman but leave the villager un- 
harmed. 

The invention of Adolph Ng signals 
Mo's return to form after his hugely ambiti- 
ous and ultimately unrewarding An Insular 
Possession. Instead of stressing his technical 
virtuosity, a strategy that made his earlier 
novel all but unreadable, Mo tells the story 
of Adolph Ng plainly and well. The Redun- 
dancy of Courage takes its cues from Graham 
Greene rather than Anthony Burgess. 

Clutter is not necessary given the raw 
material Mo works from. The tragedy of In- 
donesia’s forcible annexation of East Timor 
in 1975 and its subsequent efforts to sup- 
press the Fretilin independence movement 
forms an easily adaptable basis for good 
fiction. And Mo sticks close to the known 
facts, using real history to form a fictional 
crucible where fear, brutality and com- 
promise rule the human condition. 

From the moment that Ng sees 
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“parachutes dropping; drifting as if they 
were thistledown or broken cotton-pods: 
silent, smooth and white,” life in the colo- 
nial-afterthought of Danu changes. What 
had been a conflict where “brother fought 
brother, son father, cousins their uncles” 
(mostly over endless cups of espresso) is 
overtaken by the machinery of modern 
warfare, by the clinical brutality of an un- 
emotional occupying army. 

Once the odd man out in the communal 
rivalry which grips the Danuese, Ng can no 
longer be “a ‘blind’ Chinaman with his eyes 
in the trough along with his snout.” Al- 
though he cooperates with his occupiers, 
Ng does little things to tempt fate, like 
stealing food from the “malais” pantry for 
his friend Rosa's creche. Ng feels an intel- 
lectual, if not an emotional, tie to his revo- 
lutionary Danuese friends and schoolmates 
who have taken to the hills as the leaders of 
the FAKINTIL insurgent army. 

Ng does not have to struggle with the 
role of discomfited quisling for long. He is 
conscripted by his rifle-wielding fellow- 
members of “The Literary Society of Danu” 
during a raid on the hotel. High in the 
Danu mountains, he is brought to Osvaldo, 


leaving the FAKINTIL dead like “burnt chic- 
kens, legs curled and shrivelled.” The 
plucky hunters become the hunted. Food 
runs out, men desert and children are kill- 
ed. The brilliant tactician becomes erratic, 
desperate. Osvaldo becomes, in the words 
of his brother, the “Robespierre of our Rev- 
olution,” sacrificing his own force for an 
unattainable greater glory. 

Mo uses actual episodes from non-In- 
donesian accounts of the Timor war as his 
set pieces. The FAKINTIL fighters are faced 
with a “human fence” of Danuese fronting 
a “malais” advance, shooting their way 
through on “full auto and fuck fire control” 
to save their own hides. The end of FAKIN- 
TL (though not in reality of Fretilin, 
though it made the same near-suicidal 
move) comes when Osvaldo and his rag- 
ged bunch storm the television tower out- 
side the “malais” garrison. 

By this climactic battle, Ng has already 
been captured, a servant now in the house 
of the “malais” commander Colonel Goreng 
and his manipulative wife. He has gone 
back to putting his nose in the trough, try- 
ing to forget the past by tending orchids. 
Absurd as this seems, Ng’s fictional humili- 





Graveyard in East Timor: ‘negotiating the minefield of failed humanity.’ 


the noble but calculating leader of FAKINTIL. 

At first, it is a “Boy’s Own” kind of life 
on the run. Osvaldo, the brilliant tactician, 
leads his merry band to violent success 
after success. He is a Maoist Robin Hood 
for the Danuese and the “useless China- 
man” cannot help but rise to the occasion. 
“Tt was a craft — mining, booby trapping — 
that was peculiarly Chinese,” Ng exults as 
he invents another low-tech lethal weapon. 
“I mean in its ingenuity, in its low small- 
mindedness, its attention to detail, its pet- 
tifogging neatness . . . Oh, it was me OK, 
the Chinese sapper.” 

The fun of it does not last for long. 
Soon, the “malais” are dropping napalm, 
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ation has its roots in fact as well. Captured 
Fretilin president Xavier do Amaral worked 
as a servant for the former Indonesian com- 
mander of East Timor for a time. 
Occasionally a bit too arch for its own 
good, The Redundancy of Courage is nonethe- 
less a fine addition to the literature of 
modern conflict, of those “unknown” 
Third-World wars where thousands die 
outside the gaze of television cameras and 
remain mostly unmourned by editorial 
writers. In Mo's Danu, futility and horror 
walk hand in hand and Adolph Ng, the ef- 
fete observer, is good company in negotiat- 
ing the minefield of failed humanity. 
wm Jonathan Friedland 











COMMUNICATIONS 


_ Asia’s first region-wide satellite TV spreads financial risk 


Reach for the stars 








By Michael Westiake in | Hongkong 


he battle to ¢ gain access to people's s 

homes, hearts and disposable in- 

comes across Asia via television 

has begun in earnest. The first 

pan-Asian TV service has begun broadcast- 

ing a preview channel 24 hours a day from 

Hongkong via satellite free to potential view- 

ers in an area from the Middle East to the 
Philippines and from Japan. to Indonesia. 

But just how many of the 2.7 billion 

people in the satellite's footprint (or catch- 





— i ment} area will be able to watch the pre- 
oo view channel, or its first three full-service 


“channels which are due to start 24-hour ser- 

vice in September, is a matter of debate. 

= Among those whose money is being 

sought to fund the new Tv station in the 

_ sky — advertisers and advertising agencies 
=~ there are some who feel that they cannot 





afford to ignore it. But there are also some 
_ ©) who feel that the new medium, Star TV, is 
<= too far ahead of its time. 


Advertising agencies point to problems 
in quantifying the size of the market and 
national regulatory concerns, and hence 
< the commercial viability of the new 

. medium. But they also say that Star TV has 
scored a significant coup with a deep dis- 
count offer to advertisers willing to make 
an early commitment to the US$300 million 

< venture. 
Some Hongkong agencies say that 

~~ about 60 out of 80 potential large advertis- 
ing clients contacted by Star TV have 
signed up for US$2 million each to buy 
2,000 advertising spots over the next two 
years. Star TV officials refuse to confirm or 
deny the size of the initial customer base, or 
to identify any of the clients. 

Star — an acronym for Satellite TV 
Asian Region — represents a substantial 
gamble by Hongkong business magnate Li 
Ka-shing and his multinational Hutchison 
Whampoa (HW) up of companies. 
Executives at Star's parent, HutchVision (a 
50-50 joint venture between HW and Li's 
family companies), express great confi- 
dence in the new medium’s potential. But 
behind the hype generated during the past 
two years of preparations, steps have been 
taken to control the level of risk involved 
and to spread the financial load. 

Japan’s state-controlled NHK and the 
new Hongkong-based Business News Net- 
work (BNN), owned by a consortium of 
Hongkong and Taiwan businessmen, are 
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also looking at regional and/or global distri- 
bution of TV programmes via satellite. But 
HutchVision has plunged in six months 
ahead of schedule after receiving its broad- 
casting licence from Hongkong authorities 
in December. 

Where HutchVision hopes to score 
heavily is in having exclusive rights to 
broadcasting from AsiaSat, the satellite in 
which it holds a one-third share. AsiaSat is 
the only satellite available for the next two 
or three years for full Tv broadcast coverage 
of the region. The next is likely to be put up 
in 1994 by Unicom Satellite Corp. of the US, 
and will have a longer north-south foot- 
print from Japan to New Zealand. 

By booking 10 of AsiaSat’s 24 trans- 
ponders — the remainder 
are reserved for individual 
countries’ telecommunica- 
tions services or TV relay 
use by various countries — 
HutchVision has effec- 
tively blocked, or brought 
under its control, market- 
entry by any other puta- 
tive pan-Asian TV service 
in the short term. 

This has caused some 
resentment among would- 
be programme providers, 
such as BNN, which has 
plans to offer programmes 
throughout the region via 
a mixture of satellite, cable 
TV and terrestrial TV chan- 
nels. 

BNN’s target audience is 
subscribers to emerging cable-TVv networks 
as well as satellite-TV watchers, and it is dis- 
cussing possible use of the Intelsat interna- 
tional telecommunications systems or In- 
donesia’s Palapa satellites in the short-to- 
medium term. Neither is ideal, because of 
less bandwidth than required for full-mo- 
tion TV or fewer countries covered, respec- 
tively. 

The key to HutchVision’s sales pitch to 
advertisers is its claim that TV audiences in 
the US and Europe have a choice of up to 
25 channels via satellite, cable and terres- 
trial services, while in Asia viewers can 
select from an average of about three chan- 
nels. Therefore, the logic runs, there is a 
vast potential market of discontented view- 
ers who want more choice. 

According to HutchVision, the appetite 
for satellite can be gleaned from the fact 


Li: confident. 
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that at present more than 4.4 million house- 
holds are able to receive satellite broadcasts 
in Asia. On the first day of its three-channel 
service in September, it expects to reach 
500,000 households, rising to 2 million. by 
the end of the first year, by which time 
there should be five channels running. By 
the end of the second year, it expects that 
figure to rise to 4 million — numbers which 
have been greeted with a great deal of scep- 
ticism. 

The media director of advertising 
agency Backer Spielvogel Bates (BSB) in 
Hongkong, Leslie Scott, says the first-year 
target audience sought by Star TV, in per- 
centage terms, had taken 10 years to 
achieve in Europe. “Asia is nowhere near a 

pan regional market,” she 
: says, adding that the avail- 

g ability of satellite TV would 
stimulate governments 
and business into provid- 
ing more domestic Tv 
channels via satellite, cable 
and terrestrial stations. 

HutchVision argues 
that it has been extremely 
cautious in its. market. pro- 
jections. It believes there is 
a strong link between the 
number of dissatisfied Tv 
viewers who purchase vid- 
eocassette-recorders (VCRs) 
and the number of poten- 
tial subscribers to. satellite 
TV and/or cable services. 

The company has de- 
cided on 10 major targets: 
Hongkong, Taiwan, South Korea, Philip- 
pines, Singapore, Malaysia, Thailand, : In- 
donesia, India and Pakistan. It expects to 
reach 15% of 13.3 million VCR-using house- 
holds, or 9.4 million people, in one year 
and 30% by the end of the second year. 
Based on this targeted audience, it reckons 
that Star TV will cost advertisers less than 
US$10 per thousand people reached, 
against US$100-140. via regional print 
media. 

rating costs for the first year are es- 
timated at less than US$80 million. With in- 
come already committed of about US$120 
million, and-the prospect of more advertis- 
ers being willing to take advantage of early 
discount. deals, the first two years of Star 
TV's operations could be effectively under- 
written by advertising revenue. 

Despite the prong arithmetic, 
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HutchVision still suffers from a credibility 
gap in the marketplace. This is in part be- 
cause the idea of a pan-Asian TV service as 
an advertising vehicle is so new that there 
are as yet no yardsticks for it to be judged 
against, and in part because of what seem 
to be different messages emanating from 
its offices about its intended distribution 
methods. 

~ o HutchVision’s audience projections are 
based on direct-to-home broadcasts, for 
which viewers will need a dish aerial. How- 
ever, AsiaSat was originally intended as a 
telecommunications satellite with a large 
footprint, and thus operates in the lower- 
frequency C-band for which a dish 2.4-10 m 
in diameter is needed for high-quality re- 
ception, with size depending on position 
within the footprint and on the number of 
TV sets connected to it. This is a considera- 
bly larger dish than most people are famil- 
iar with: NHK’s satellite programmes re- 
quire only a 1.2-m dish. 

The number of individual households 
each with their own aerials to receive Star 
TV may represent a small part of the audi- 
ence, with most. opting for communal ae- 
rials for groups. of houses or apartment 
blocks. The cost of such dishes is estimated 
at US$3,200-12,800 for Hongkong viewers, 
either individually or in groups, depending 
on the size and the number of TV sets to be 
connected. 


part from individual expense being 

a barrier, this likely preference for 

joint-use aerials, according to the 

doomsayers, makes it easy for 
governments, reluctant to allow in foreign 
and uncensored programming, to control 
or prohibit the supply of dishes via licens- 
ing. systems. HutchVision, in response, 
points to tentative liberalisation moves in 
Taiwan, South Korea, Thailand and Singa- 
pore, and says that dishes will proliferate 
rapidly in the region. 

The managing director of Leo Burnett in 
Hongkong, Tom Hartje, says: “The con- 
cept of satellite TV sits beautifully in Asia.” 
But he adds: that problems encountered in 
Europe would. recur in the region. Conven- 
tional wisdom in Europe is that offering 
“free-to-air” satellite TV without subscrip- 
tion charges to the household is not a for- 
mula for success because the market's true 
size is difficult to quantify, unless the 
number of aerials sold is known. 

More of a problem is that advertising 
decision-making in Europe and the US is 
decentralised, just as it is in Asia, so that 
cross-border or regional funding becomes a 
problem. Further, there is the difficulty of 
creative variations aimed at different na- 
tional markets, and whether or not com- 
mon: messages will work. 

Language differences are also a worry, 
‘though this is becoming less of a barrier 
because of technical advances which al- 
low multi-channel sound-tracks. Also, says 
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Hartje, various products have different 
packaging and even different names in va- 
rious markets, so establishing a regional 
message could be difficult. He adds that 
without a quantitative audience base, Star 
TV would go through “a limbo period 
pending verification.” 

Against that, BSB’s Scott says the advent 
of Star TV is raising the question among po- 
tential advertisers: “Can I walk away from 
this, because it might be massive.” And she 
says the answer might be: “If the price is 
right, the advertising buy is right.” Both 
agencies had pitched for HutchVision’s 
own advertising account, but lost to DDB 
Needham Worldwide. 

HutchVision’s executive vice-president 


Steve Moss says the European satellite 
business encountered problems because of 
it was competing in a mature advertising 
market against well-established terrestrial 
rivals. “This is an entirely different time, 
place and environment.” 

To lessen its financial risk, HutchVision 
has taken a novel approach. Instead of try- 
ing to do everything itself, either by buying 
ready-made programming and merely re- 
broadcasting it or by setting up its own pro- 
gramme-creation companies, it has entered 
into joint ventures with programme-pro- 
viders. In effect, because each major pro- 
vider for a channel is a partner, each chan- 
nel will be a separate business. 

The first deal to be announced was with 
US-based Prime Network to provide sports 
programmes, including Asian coverage, 
and that was followed by one with the US’ 
MTV to provide an Asian version of Music 
TV. No announcement has yet been made 
as to who will provide Mandarin-language 
Chinese programming for Star’s third chan- 
nel, but it is strongly rumoured to be Asia 
Television, one of Hongkong’s two broad- 
casting stations. 

Early next year, Star TV expects to intro- 
duce a fourth channel to carry news, and a 
fifth specialising in family entertainment. 
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Because the broadcasts are sent to the satel- 
lite from Hongkong, the content of all pro- 
grammes must conform to Hongkong reg- 
ulations, but it may still not be acceptable to 
some Asian nations. 

Part of HutchVision’s strategy is not to 
include Japan in its market projections at 
present, the stated reason being that 
Japan’s 24.4 million vcr-using and satellite 
TV-receiving households distort the overall 
figures for the region. 

Not stated is that Japan’s three satellite 
TV channels — two from NHK and one from 
privately owned Japan Satellite Broadcast- 
ing (JSB) — are broadcast in the Ku-band, 
so that the present generation of 
dishes for these broadcasts is incompatible 


with AsiaSat’s signals. 

NHK says there were 3.5 million satellite 
dishes in Japan at the end of 1990. Al 
though its two-channel service is “free to’. 
air,” officially there is a subscription charge 
for receiving it, which sources say is paid 
by about 70% of viewers. JsB charges for the 
reception of an encrypted signal. 

NHK says it has no ambitions on its own 
to enter the regional TV market via satellite’ 
because it fears that cultural differences 
would mean a limited market for its Japan- 
ese-oriented programming. But it does, 
however, want to set up a Global News 
Network with US, European and other 
partners to create a 24-hour service, with 
each partner drawing together material 
from its own region for assembly and distri- 
bution worldwide. The estimated US$1 bil- 
lion required to set up the service may 
prove an insurmountable barrier. 

Another option for Asian broadcasters 
will be the British Broadcasting Corp.'s 
Worldvision service, the television equiva- 
lent of the BBC's World Service on radio. 
Now operating for 30-40 minutes a day in 
Europe, this will be distributed by satellite 
and cable TV operators — in short, being 
on-sold rather than being broadcast direct: 
to viewers. a 
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INDUSTRY 


Astan machine market shows growing integration 


| Tools of the traders 








sia has become Japan’s ‘largest for- 
re market for machine tools, a sign 
that economic integration within the 
region is entering a new phase. Developing 
Asia is moving from capital-goods importer 
. to an exporter of manufactures, both to 

Japan and the wider world. 

In the late 1980s, Japanese manufactur- 
ing investment in Asia boomed, unleashing 
a flood of capital-goods exports. Japanese 
manufacturers, such as camera maker 
Canon, which set up five plants in the re- 
gion in 1988-90, began by installing the 
same types of machine tools that they used 
at home, because local ones did not meet 
their specifications. 

Metallic machine-tool exports to Asia 
rose to ¥136 billion (US$940 million) in 
1990, 127% higher than five years earlier 
and slightly more than sales to the US and 
Europe. Japan’s exports of this equipment 
to the EC grew by 70% during the same 
period and actually fell slightly to the US. 
Not only is the rate of growth of sales to 
Asia remarkable, but also the absolute 
size of the region’s market, given that Euro- 
pean and US manufacturing industries are 
much bigger than in Asean and the NICs. 

Much of that equipment has 
been bought by Japanese makers of 
vehicles, electrical goods and heavy 
machinery. Their investments ac- 


billion committed by Japanese man- 

~ufacturers to Asia between fiscal 
1981-89, Another reason for the 
rapid increase is that labour short- 
ages in South Korea, Taiwan, Hong- 
kong and Singapore forced them to 
automate by buying sophisticated 
machine tools from Japan. 

But while exports from Japan 
grew strongly, the domestic market 
expanded even more rapidly as in- 
dustry retooled to adapt to a strong 
eo yen and an increasingly tight labour 

market. This led to a surge in de- 


machine tools, but for imports as 
well. The latter rose 87% to ¥69 bil- 
lion in the two years to 1990, 

The US, Germany and Switzer- 
land were the main beneficiaries, 
taking three quarters of Japan's im- 
ports in 1990, but Taiwan's share 
was 7.8%, selling highly competitive 
horizontal lathes, milling and drill- 
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ing machines. Thanks to lower labour 
costs, Taiwan companies can offer such 
products at prices up to 40% lower than 
comparable machines made in Japan, ac- 
cording to Taiwan's machine-tool as- 
sociation. Its sales to Japan doubled in 
1989 and rose by another 9% in 1990. 
South Korea took 2.8% of total imports in 
1990. 

The highly cyclical machine-tool market 
in Japan went into recession last October 
and is not likely to recover until next year, 
the first downturn since 1986-87. A slow- 
down in capital investment is to blame. It 
will mean that local and imported tools will 
need their prices cut in order to compete. 
Producers are hoping that machine-tool de- 
mand from the rest of Asia will remain 
strong, thanks to continued high rates of 
industrialisation and foreign investment, as 
well as labour shortages in some countries. 

Exports to Southeast Asia of machine 
tools from Taiwan and South Korea have 
been rising, but at a slower rate and from a 
lower base than Japan’s exports to the re- 
gion. Taiwan's totalled US$77 million in 
1990 and South Korea’s US$19 million. 
Taiwan and Korean manufacturers are 
positioned at the cheaper end of the mar- 
ket, where competition is fiercest. 

The battle for a piece of the growing 


Japan’s machine-tool exports 





Japan's imports of 
“machine tools, 1990 
Total: ¥68.6 billion 


South Korea- r-Others (¥9.3h) © 
(¥2.08) 9) 


Taiwan 
(¥5.4b) & 


Switzerland 


(¥13.5b) Germany (¥17.60) | o 











FAR EASTERN ECONOMIC REVIEW 


Asian market is an unequal one, as Japan 
has upgraded the’ ‘sophistication -of its 
machines more rapidly than Taiwan and 
South Korea. This is reflected in the fact 
that Japanese machine tools account for 
about a third and a quarter, respectively, of 
South Korea’s and Taiwan’s total purchases 
(both local and im ) In 1990, South 
Korea bought US$490 million worth of 
these machines from Japan, 57% of total 
imports. The share of Taiwan’s imports 
was slightly higher. 

The machine tools industry is one area 
in which South Korea has not tried to copy 
Japan. In order to maximise its exports of 
consumer goods, South Korea has bought 
the best machine tools money can buy, 
wherever they have come from. Local pro- 
ducers have therefore not enjoyed the ad- 
vantage of strong protection from imports, 
in contrast to Japan, which established a 
world-beating industry behind high tariff 
walls and considerable amounts of financial 
help. 

the [technological] gap between Ko- 
rean and Japanese machine-tool makers is 
widening,” says a senior government offi- 
cial in Seoul. The Seoul government is aim- 
ing to improve the competitiveness of local 
makers of machine tools in order to cut im- 
ports (the tool makers hope) by a third by 
1995 and to quadruple exports to Won 240 
billion (US$330 million). 

Taiwan's machine-tool industry is in a 
healthier position, with exports worth a 
total of US$585 million last year, seven 
times more than the total for South Korea. 
But Taiwan is so heavily dependent on Ja- 
panese technology and components that a 
voluntary restraint agreement on machine- 
» tool exports to the US is aimed indi- 
2 rectly at Japan (which has a similar 
agreement with the US). 

Taiwan agreed to slash by half its 
exports to the US last year. Nume- 
rically controlled ‘lathes and machin- 
ing centres were limited to sales of 
400 units a year. Taiwan is now try- 
ing to buy components in the US 
and Europe to allay concerns in 
Washington that it is merely amex- 
tension of Japan’s marketing efforts. 

Exports of machine tools to the. 
US from Japan. fell in 1990 by 16% 
thanks to a five-year ‘agreement 
limiting the latter's share to half of 
the US market, which shrank last 
year. The a ent will be re- 
viewed at the end of 1991 and Japan- 
ese tool makers expect the US to 
push for tighter import controls. 

One answer is to set up factories 
in the US itself, but this is a big step 
to take for an industry made up of 
lots of small companies. Plants in 
Southeast Asia are out of the ques- 
tion. Instead, Japanese firms have 
set up a host of sales and service of- 
fices throughout the region. a 
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By Cari Goldstein in Bangkok 


Building steel mills is the sort 
of heroic industrial develop- 
ment that has exerted an ap- 
peal for national leaders from 
Stalin to Mao to Suharto. 
g an integrated mill — where iron 
-orfe is transformed into crude steel, then 


_ betokens admission to a higher order in the 

dub of world economies. It is almost as if 

_the hot steel pouring from giant ladles were 

casting the very industrial sinews of the 

nation: » 

«Now Malaysia and Thailand are plan- 
ning to jom the club, but not for the pur- 
pose of constructing personal monuments. 
Instead, their rapid economic growth has 
led to sharply rising consumption of steel, 
to the point where large local supplies are 
regarded as a necessity. This provides an 
underlying economic logic behind an in- 
vestment in steel that was often lacking 
elsewhere in the past. 

In Asia, one need look no further than 
Indonesia's state-owned Krakatau Steel 
and its associated Cold Rolling Mill. In- 
donesia (CRMI) to see the effects of expen- 
sive investments that were justified neither 
by market size nor by industry's state of de- 
velopment. 

While the full details of the government- 
orchestrated bailout of CRMI two years ago 
have. never been released, as much as 
US$700 million may have been committed 
to rescue a mill that cost US$800 million to 
build. 

Until recently, the rest of Asean could 
afford to'sit back and enjoy Indonesia's dis- 

; comfort from a distance. The steel indus- 
tries of Thailand, Malaysia, Singapore and 

hilippines consisted mainly of small 

nd rod producers. These turn out 
products”: semi-finished lengths of 
steel or billets are rolled into reinforcing 
bars and other shapes for the construction 
industry, or are chopped up into nuts and 
bolts. It is the relatively cheap end of the 
business in terms of the level of investment 

For the more difficult and expensive to 
produce plate and sheet, Asean-based 
manufacturers were able to rely on steel 
producers in Japan, South Korea, Taiwan 
and — among others farther afield — 
Brazil and Mexico. In times of worldwide 

glut, which included much of the 1980s, 
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Malaysia and Thailand aim to join the steel club 


‘orging ahead 


cast into plates and bars — especially: 


INDUSTRY 1 


this worked to the region’s advantage. 

With many foreign mills, especially 
state-owned ones, constrained by domestic 
political factors from reducing output, 
Southeast Asia was a handy place to dump 
excess supply. At times, some steel pro- 
ducts could even be had at below-market 
prices. When supplies were tight, however, 
as in 1987-89, Southeast Asian users had to 
pay a premium. 

But the region may no longer be able to 
afford simply to ride the cycles of the inter- 
national steel trade. The lasting economic 
boom enjoyed by Asean’s aspiring dragons 
in recent years has led to huge increases in 
steel demand, highlighting their growing 
dependence on imports for key products. 

This is particularly the case in Thailand 
and Malaysia, the fastest growing and most 
important steel markets in the region. Con- 
sumption rates are rising by as much as 
25% a year in some product categories, and 
by 10-15% across the board. Such growth 
has brought the Thai and Malaysian steel 
markets to a size — 5 million and 2.5 mil- 





2.5 million-tonne integrated steel mill to be’ 
built by Taiwan's state-owned China Steel 
Corp. and Malaysia’s Lion Group are close 
to being finalised. 

> South Korea’s Pohang Iron & Steel Co. 
(Posco) says it will build a US$1 bilion, © 
700,000-tonne cold-rolling mill in Johor, © 
Malaysia. i 
> Thailand's Sahaviriya Group and Italan = 
steel interests have nearly completed plans: 
for the first phase of a US$800 million, 2.5. 
million-tonne a year hot-strip mill and a 1 
million-tonne cold-rolling mill. 

»> Malaysia's state-owned Perwaja Steel, > 
rebounding from years of money-losing op- 
erations, is rapidly expanding its output of = 
semi-finished steel and hopes to begin 
making higher-value products. a 
> The Thai Government and a group of 
Thai steel companies may jointly build a 
US$250 million, 700,000-tonne direct reduc- 
tion plant to process iron ore into sponge 
iron, a material used as an alternative to ex- 
pensive imported scrap. 

> Three Thai steel producers are building 


















































lion tonnes a year, respectively — that may 
well justify the expensive and risky invest- 
ments required to build integrated mills. 

The prospects for continued rising de- 
mand are strengthened by these countries’ 
still low per-capita consumption. Based on 
1988 statistics, Thailand consumes 60 kg 
per head a year, and Malaysia 100 kg, com- 
pared with 500 kg for South Korea, 600 kg 
for Taiwan and 700 kg for Japan. 

As a result, a spate of projects — some 
of which have been on the drawing boards 
for years — are now being more vigorously 
promoted by a variety of domestic and for- 
eign steelmakers, governments and equip- 
ment suppliers. 

» In Malaysia, plans for a US$2.9 billion, 
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bar and rod capacity worth more than 
US$500 million and others will follow. 
Elsewhere in the region, Indonesia's 
Krakatau Steel will spend US$900 million 
over the next few years to expand produc- 
tion of hot-rolled sheet from 1 million ton- 
nes a year to 2 million tonnes by 1993, The 
Philippines’ state-owned National Steel 
Corp. (Nascor), which now rolls imported 
slab into sheet, has ambitions to build. its 
own integrated facility. But because of the 
Philippine Government's dire financial 
straits, Nascor’s ability to finance. such. a 
huge project would be open to question. _ 
It is not only the expense that poses < 
hurdle to steel projects, but also the high- 
level skills needed to run the plants. Per- 
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_ Waja Steel executives found this out the 
_ hard way in the early 1980s: they paid Ja- 
_ panese suppliers in excess of M$1 billion for 
<a direct-reduction plant which to this day 
has not worked properly. And both Kraka- 
tau and CRMI have had great difficulty rais- 
ing output to rated levels and maintaining 
even minimal quality standards. 
“Atleast the era of huge financial losses is 
- over. Indonesia’s steel market, amounting 
to 3.5 million tonnes last year, is now large 
-- enough to justify those steel investments 
+= that were made in the 1970s and 1980s. 
The expansion of the region’s steel in- 
© dustry is being pulled along by the rush of 
|. Japanese, Taiwanese and South Korean 
manufacturing investment in Thailand and 
Malaysia. Thousands of new factories are 
churning out cars, refrigerators, air con- 
ditioners and fax machines, creating new 
markets for steel. The plethora of end-users 
for sophisticated steel products such as 
cold-rolled coils has overwhelmed the abil- 
ity of Thailand and Malaysia to supply it. 
At the same time, construction booms in 
Bangkok, Kuala Lumpur and the two coun- 
tries’ provinces have turned what used to 
be sizeable surpluses in domestic bar and 
rod production into shortages, forcing the 


, Japan builds 
tactical lead 


In. contrast to Taiwanese 
and South Korean steel 
1 | producers, the Japanese 
ay have been largely absent 
from steel-making invest- 
ment in Thailand and Malaysia. They 
see a cheaper, easier way to control the 
most lucrative part of the market — end- 
users — by harnessing the buying 
power of Japanese-owned factories in 
the two countries. 
Japanese trading companies have in 
the past two to three years set up a re- 
gional network of steel coil, or “service,” 

- centres. These import Japanese steel — 

-= chiefly higher-value hot- and cold-rolled 
coil — cut it to order and sell it to Japan- 
ese-invested car or appliance makers. 

Thailand has seven centres, Malaysia 
seven, Indonesia three and Singapore 
and the Philippines two each. There are 
others in Hongkong, southern China 
and Taiwan. The strategy is cheap. 
Bangkok Coil Centre, 51% owned by 
Mitsui and other Japanese interests, cost 
a mere US$16 million to build and can 

. handle from: 80-100,000. tonnes a year. 
Siam Steel Coil Centre, which is a joint 
venture of Japan's Okaya Trading and 
Mitsubishi together with Thai interests, 



















governments to slash tariff rates and sus- 
pend import bans. 

The effect has been to transform South- 
east Asia from a dumping ground into a 
hotly contested market for the world’s big 
iron and steel exporters. While other mar- 
kets such as the US and China have suf- 
fered declining or stagnant sales, Thailand 


cost US$20 million to build and pro- 
cesses 200,000 tonnes of (mainly) Japan- 
ese steel a year. 

In total, the seven Japanese. coil 
centres in Thailand last year processed 
700,000 tonnes of steel, according to 
Hiroteru Araki, executive vice-president 
of Mitsui's steel and metal division. This 
amounts to about 27% of Thailand’s 
total flat steel imports of 2.59 million 
tonnes last year. But Japan’s share of the 
flat market is brought up to 65% when 
direct imports by Thai or Japanese-in- 
vested steel. consumers are taken into 
account. Malaysia’s seven Japanese 
centres handled 70% of the 500,000 ton- 
nes of the cold-rolled coil imported in 
1990. 

By ensuring that their transplant in- 
dustries use home-made steel, the Ja- 
panese safeguard their domestic steel 
production and employment at a time 
when their traditional export markets 
are shrinking. Japanese offshore man- 
ufacturers like the strategy, too, because 
it guarantees them high-quality steel 
from long-standing suppliers. 

“The Japanese have always opposed 
Thailand’s building up its own. steel- 
making capacity,” adds a Thai steel 
executive. “They would much rather we 
buy their st 

Japanese steel producers and trading 
companies have also invested in numer- 
ous. downstream. operations in. Thai- 
land. s Cart Goldstein 
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and Malaysia have been growing by leaps 
and bounds. 

Japan has grabbed the lion's share of 
trade in higher-value products, accounting 
for about 70% of Thailand's flat steel im- 
ports and 68% of Malaysia's. This is despite 
the fact that Japanese coil (“flat” steel is 
shipped in rolled form) sells at premiums of 
up to 20% above competing products. It is 
testimony both to the quality of the product 
turned out by Japan’s steel industry, and to 
the cleverness of its strategy in building a 
network of coil centres throughout South- 
east Asia. These cut and trim imported Ja- 
panese steel to the specification of their cus- 
tomers — mostly Japanese offshore manu- 
facturing bases. 

Japanese steel producers and trading 
companies have also invested in numerous 
downstream operations, such as tinplating 
for the canning industry, plus galvanising 
and other types of steel-coating plants. 

The effect of these strategies has been to 
secure the Japanese share of Asean’s grow- 
ing steel-import market and offset declines 
elsewhere. China, for instance, imported 
9.2 million tonnes of Japanese steel in 1986 
but only 1.7 million tonnes in 1990. US im- 
ports fell from 3.9 million tonnes to 3.2 mil- 
lion tonnes over the same period. 

Japan's steel exports to. Asean as a 
whole rose to 4.2 million tonnes last year 
from 3.2 million in 1986. But this relatively 
modest increase obscures the growing im-, 
portance of the Thai and Malaysian mar- 
kets. 

While sales to Indonesia fell because of 
high tariff barriers erected to protect 
Krakatau and CRMI, Japanese exports. to 
Thailand reached 1.7 million tonnes in 
1990, having doubled in five years. This 
made Thailand Japan‘s third-largest market 
worldwide. 

Malaysian demand has grown almost as 
fast, reaching 805,000 tonnes last year, up 
from 485,000 in 1986. The bulk of these im- 
ports in both cases are high-value flat pro- 
ducts, particularly cold-rolled coil. 
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=- South Korea is the No. 2 supplier of flat 

products to both Thailand and Malaysia. 
The South Koreans are also looking at fol- 
lowing the Japanese example of targeting 
end-user markets, at least in Malaysia. 
Daewoo is holding discussions with Posco 
about the possibility of setting up a coil 
‘centre near Kuala Lumpur. 

A host of other suppliers have also en- 
joyed good sales of pig iron, scrap and 
semi-finished steel, including Brazil, 
Mexico, Taiwan and Iran. Even the Soviet 
Union is on the verge of becoming a major 
‘supplier in the Asean market. Soviet mills 
‘are desperate to earn hard currency from 
steel products that were formerly supplied 
to allies at friendship rates. 
© For policymakers seeking to encourage 
the rise of indigenous supply sources to re- 
place the rising tide of imports, the di- 
Jemma is what role the state ought to play. 
The question is important, because of the 
‘technical spin-offs from the steel industry. 
And the availability of cheap local steel pro- 
motes the development of a wide range of 
other industries. 

Differing levels of government involve- 
ment are possible: direct equity participa- 
tion, infrastructure provision, or tariff pro- 
tection. Indonesia, to its cost, chose all 
three: building a wholly owned steel com- 
plex (Krakatau) and investing heavily in as- 
sociated mills (CRMI), putting in the neces- 
sary power and port facilities, and then 
raising tariffs to punitive levels. The effect 
of the last of these has been to force down- 
stream steel users to subsidise the state's in- 
vestment. 

For Malaysia, the question will be 
whether a government company or an in- 
vestment arm connected with the ruling 

will take a direct stake in the China 
Steel project. The Thai Government, by 
contrast, has generally taken the position 
that new steel projects ought to be able to 
stand on their own without either direct 
state equity participation or additional tariff 
protection. However, Sahaviriya Group 
president Wit Viriyaprapaikit is pushing 
hard for a big increase in tariffs. 

The exact level — indeed even the prin- 
ciple — of tariff protection for infant in- 
dustries is a matter of dispute among 
‘policymakers. Most would argue that the 
level of protection must be high enough to 
give young steel plants a start in life. But 
tariffs. must be low, and short-lived, 


enough to avoid badly penalising steel 
users 


xi For foreign steel exporters, the question 
of strategy is turned around: is it better to 
build mills in the target market, in order to 
secure access, or concentrate on securing 
_import access? While the Japanese strategy 
has worked well so far, the danger is that 
~ particularly in Malaysia — if Taiwanese 
and South Korean investment plans come 
to fruition, the Japanese could find them- 
selves squeezed out of the market. a 
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Thai tycoon’s plan nears fulfilment 
Steely resolve 





By Cari Goldstein in Bangkok 


Things are looking up for 
Wit Viriyaprapaikit, presi- 
dent and chief executive of 
` AN the Sahaviriya Group. As 

Thailand's biggest steel 
trader, with interests in steel fabricat- 
ing, electronics, finance and real estate, 
Wit is not lacking in accomplishments. But 
his ambition to be a steel maker, not just 
an importer and processor, has been dog- 
ged by controversy and critidsm. Now, 
however, he appears about to realise his 





On 16 May, Wit announced the immi- 
nent signing of a US$273 million purchase 
of equipment for a hot-strip steel mill that 
forms the first phase of his plans. The 
supplier will be an Italian state-owned en- 


Thailand’s demand for 
fiat steel 


Hot-rolled 
coil (53% 


Cold-rolied coil \— Cold-rolied coil (35%) 


for coating (72%) 


gineering firm, Innocenti Santeustacchio 
(Innse). 

Sahaviriya and Innse are due to finalise 
the contract by the end of May. That would 
beat by three months a deadline imposed 
by Thailand's Board of Investments (BO!) 
last October in its approval of Wit’s plans 
for a combined hot- and cold-strip mill that 
will cost at least US$800 million. (Prelimi- 
nary approval had been given in late 1989.) 

Better still, French bank Credit Lyonnais 
has taken on the task of lead-managing a 
US$350-400 million loan for the initial 
phase. A further US$150 million for the hot- 
strip mill will be contributed by Sahaviriya 
and its Thai and foreign partners in the pro- 
ject. Credit Lyonnais will probably also par- 
ticipate in a US$100 million loan for phase 
two of the project, an electro-galvanising, 
or steel-coating line, that is to be built at the 
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same time as the hot-strip mill. Phase three, 
the cold-strip mill, will also be financed 


the steel project is still not out of the woods. 

Industry observers have particularly 
questioned whether Wit’s consortium, 
Sahaviriya Steel Industries (ssi) — made up 
of Thai and foreign steel traders, down- 
stream steel users and banks — has the 
technical skills to build and operate a steel 
mill. It remains to be seen whether the deal 
with Innse, which will indude training of — 
Thai technicians, will assuage those fears. 

More importantly, Sahaviriya is caught- 
in the crossfire of a national debate over the 
future of Thailand’s steel industry. ; 

In the 1970s, many voices argued that 
the government should build an integrated 
mill. Fortunately, the conservatism of eco- - 
nomic planners loath to take on heavy debt 
stood the country in good stead in this case 
(the same reasoning, applied to infrastruc- 
tural development, has left Thailand's 
roads, communications and ports in a- 
shambles). 

Today the debate still rages. There re- 
mains considerable unhappiness in official _ 
and steel-industry circles over the Saha- 
viriya project. In part this is because some _ 
analysts had favoured an alternative 
plan pushed by Wits rival, industrialist 
Wanchai Kunanantakul, president of the 
Siam Steel group. This envisaged a fully in- 
tegrated mill, including a blast furnace and 
casting tower for making slabs. However, 
Wanchai’s plan — more expensive than: 
Wit’s — was effectively squelched by the. 
BOTs approval of Sahaviriya’s proposal. 

This decision has merely inflamed bu- 
reaucratic infighting between the Bo! and the 
Ministry of Industry. The ministry resents 
the Bors role in setting industrial policy, 
and was particularly aggrieved by the terms 
of the BOT's approval of the Sahaviriya pro 
ject. These included an eight-year tax holi- 
day, plus a further five years at half the nor- 
mal 35% corporate tax rate, and a ban on 
other hot- or cold-rolling mills for 10 years. 

So even as Wit and his partners move to 
secure financing and begin construction, 
Industry Ministry officials are keeping up a _ 
drumbeat of criticism, both on Wit's prov. 
posal and the overall orientation of the gov- 
ernment’s steel policy. 

On the day Wit announced the pending _ 
equipment-supply contract, Deputy Indus- 
try Minister Vira Susan; said the _ 
government should promote the setting-up 










: 65 : | 





of additional hot- and cold-rolling mills, as 
_ well as basic steel-making capacity. 
Wit's plans also face more general ques- 
_- tions: whether his mill would be profitable 
without higher tariffs to make its output 
more competitive against imported supply; 
whether sufficient amounts of steel slab, 
» the key raw material, will be available on 
» the world market; and who will take on the 
- responsibility and cost of building a deep- 
__ water port to service the project. (In a rever- 
.. sal of the normal pattern in these cases, Wit 
prefers to do it himself; some officials think 
the government should build it in order to 
retain control.) 
Still, things look far more hopeful than 
|. just a few weeks ago. Then a well-placed 
_ observer dismissed Wits plans with the 
sweeping assertion that the steel trader had 
“no money, no site, and no raw material.” 
-. Wit not only seems well on the way to 
getting the money, but also has bought a 
 640-ha site in Bang Saphan, Prachuab Khiri 
_ Khan province, on Thailand’s southern sea- 
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i en years ago, the battle plan for 
J transforming Malaysia into a major 
steel maker was deceptively simple. 
The government aimed to combine Japan- 
ese technology with Malaysia's abundant 
> reserves of natural gas in a direct-reduction 
plant that would convert iron ore into steel 
> billets. 
-o Unfortunately, the experimental smelt- 
ing process never worked. It was a rare fail- 
=> ure of Japanese prowess, from which 
© Malaysia's infant steel industry would not 
‘soon recover, Nippon Steel, the supplier of 
_ the technology, pulled out of the venture, 
in the northeastern state of Terengganu, in 
1987. It paid M$500 million (US$200 mil- 
lion) in compensation to Malaysia’s state- 
owned steel company, Perwaja, which in- 
curred M$2 billion in liabilities and accumu- 
~ lated losses over the following two years. 
-~ Since this early disaster, however, the 
outlook has brightened. Malaysia's sus- 

“tained recovery from its 1985-86 recession, 
and vigorous demand for steel products 
throughout Asean, have set off a surge of 

interest in foreign and domestic investment 

-~ inv Malaysian. steel-making. 

A The most important development is a 
US$2.9 billion proposal by Taiwan’s state- 
owned China Steel Corp. and Amalga- 

_ “mated Steel Mills (ASM), a unit of Malaysia's 
“Lion Group. They plan an integrated mill 
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board. He also has formed a company to 
build the deepwater port at a cost of US$40 
million, though whether it can be done so 
cheaply seems doubtful. 


si, the consortium behind the steel 

plan, is a 70:30 joint venture between 

Thai and Italian interests. On the 
Thai side are Wit’s Sahaviriya Group, with 
26%, and Bangkok Bank and Bank of 
Ayudhya, with 10% each. The remainder 
of the Thai equity is held by three steel 
companies who would be users of the hot- 
rolled coil produced by the mill. The Thais’ 
foreign partner is Pro-Thai Project Corp., 
jointly owned by Italian steel trader Bruno 
Bolfo and Italian state-owned steelmaker 
Ilva. 

Two thirds of the financing for the hot- 
strip mill will be provided by foreign banks, 
probably from Europe and Japan. The re- 
maining third will be provided by Bank of 
Ayudhya, Bangkok Bank and other Thai fi- 
nancial institutions. 


Malaysia may host region’s biggest integrated mill 


The lion’s share 


which will be Malaysia’s first and Southeast 
Asia’s largest. 

Producing both slabs and flat products, 
the venture will be a stiff challenge for a 
local industry that so far has only been 
equipped to produce “long” products: bil- 
lets, bars and rods. Local interests, includ- 
ing the Lion Group, are expected to finance 
more than 50% of the project. “We cannot 
afford to fail,” says ASM group manager 
Lim Ee Pai. 

According to ASM sources, the project 
has been approved by the Malaysian Gov- 
emment and Taiwan is likely to put the 
final seal on its contribution in June. 

Under the first phase, due to be com- 


Flat-steel imports 





Thailand 


iC ]Mot-rolled coil | 
ES Other flat products | 


Malaysia 
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Construction is due to begin this sum- 
mer, with the mill scheduled to begin pro- 
duction by early 1994, First-year output is 
targeted at 1.2 million tonnes, rising to 1.8 
million in 1995 and to the rated maximum 
of 2.5 million tonnes in 1996, 

These targets are reasonably in line 
with the best available forecasts of demand 
growth. A UN Industrial Development Or- 
ganisation study puts Thai demand for hot- 
rolled steel products at 2.1 million tonnes in 
1995 — compared with 1.5 million in 1990 
— rising to 2.7 million tonnes in 2000. 

The numbers imply that the mill’s hot- 
rolled output would be entirely absorbed 
by the local market during its first couple 
of years of operation. Subsequently there 
would be a two-to-three-year period in 
which roughly 300-400,000 tonnes might 
have to be exported. This would last until 
the project's cold-rolling mill — which uses 
hot-rolled coil as feedstock — began opera- 
tion in about 1997. 

Wit and his partners nevertheless may 


pleted in five years, the project will convert 
imported iron ore into slabs to feed a hot- 
strip mill. Hot-rolled coil produced by the 
plant will be sold to pipe-makers and other 
processors, or re-rolled in an integral cold- 
strip mill. The plant will also produce gal- 
vanised products. About two thirds of its 
output will be exported. 

If all goes well with the initial phase, the 
partners plan to double the plant's capacity 
to 5 million tonnes annually, bringing total 
investment to around US$4.7 billion. 

Terengganu, Johor and Selangor states 
are being studied as sites for the pro- 
ject, with Johor the favourite because of 
its superior infrastructure of ports and 
roads and its closeness to Singapore. How- 
ever, Terengganu’s political importance 
to Prime Minister Datuk Seri Mahathir 
Mohamad’s ruling Py could still tip the 
balance. 

Sources close to ASM deny that the pro- 
ject has been delayed because its partners 
are short of cash. Although ASM’s earnings 
are likely to be diluted by its investment, 
the long-term returns and the likelihood 
that Southeast’ Asia will become a leading 
market for flat products, appear to offset 
the risks. 

Most of the M$2.7 billion start-up cap- 
ital required by the asmM-China Steel ven- 
ture could be raised through bank borrow- 
ings and rights issues by asM, the Lion 
Group’s only ‘listed vehicle. And “ASM’s 
Taiwanese counterparts are well-endowed: 
China Steel is said to have around US$500 
million in cash reserves and would not 
have much ‘trouble in raising additional 
capital from Taiwanese and foreign 
banks. 

Another key venture is'a proposal by 
South Korea's state-owned Pohang Iron & 
Steel Co. (Posco) to build a cold-rolling mill 
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be lucky if they earn even a minimal return 
on their investment. Much will depend on 
what stage of the cycle the steel trade is in 
when ssi's output begins to hit the market. 

Wit is asking the Thai Government to 
raise import tariffs on hot and cold-rolled 
coil to 25%, from current rates of 8% and 
3% respectively. The government's re- 
sponse could be crucial to the project’s suc- 
cess. It is doubtful whether, under the pre- 
sent tariff regime, the Sahaviriya mill's out- 
put would be competitive with imported 
flat steel from Japan or South Korea. 

So far the authorities seem disinclined 
to give much ground. Wit’s cause has not 
been helped by the fall of his personal 
friend, former prime minister Chatichai 
Choonhavan. However, a compromise 
may yet be found that would raise import 
duties for the first years of the mill’s life. 

Even so, Japanese (and to a lesser ex- 
tent, South Korean) producers would prob- 
ably offer strong competition. With their 
coil commanding premiums of up to 20% 


in the international market, it seems likely 
they would be well placed to defend their 
market share by accepting a lower profit 
margin. 

Thailand accounts for fully 25% of the 2 
million tonnes of steel that Mitsui, the 
biggest of Japan’s steel traders, sells annu- 
ally worldwide. Losing that portion of its 
trade would clearly be an unwelcome pros- 
pect, and one that Mitsui would stoutly re- 
sist. 

After flat products, the next priority for 
both the Thai Government and the nation’s 
steel industry is what is being dubbed the 
National Sponge Iron Project. 

Unusually, given its policy of avoiding 
taking direct stakes in the steel industry, 
the government is considering a 40% in- 
vestment in a US$250 million, 700,000 
tonne-a-year direct reduction plant. This 
would process iron ore into sponge iron, a 
cheaper and purer alternative to imported 
scrap for use in making billets (squared 
lengths of steel which can be rolled into 


rods and wire). The other partners in the 
project would be Thai rod and bar makers. 

Producers of rods and bars — long pro- 
ducts, in steel-industry jargon — are also 
pushing rapid expansion programmes that 
will see capacity rise from 866,000 tonnes a 
year in 1990 to 2-2.6 million tonnes by 
1993. 

Six companies have been given the go- 
ahead to build new mills, at a total cost of 
around US$1 billion; three have already 
begun construction. Siam Iron & Steel, now 
the biggest producer of long products in 
Thailand, at 240,000 tonnes a year, is build- 
ing additional capacity of 300,000 tonnes 
which is due to come on stream from mid- 
1992. Nakorn Thai Steel Works is building 
a 450,000 tonne-a-year plant. And Thai 
Patana Steel Industry will add 100,000 ton- 
nes to its present 45,000-tonne capacity. 

A fourth company, Bangkok Steel In- 
dustry, will soon begin work on a 240,000 
tonne-a-year facility in conjunction with 
Singapore's state-owned National Steel. = 





in Malaysia that would produce 
700,000 tonnes of flat products an- 
nually for the Asean market. The 
cost could be as much as M$2.7 
billion, and Johor is again the 
favoured site. Unlike the ASM-China 
Steel project, the slabs needed 
to feed the mill would be import- 
ed from Posco’s plants in South 
Korea. 

Posco’s prospective partners in- 
dude Malayan Flour Mills and the 
Johor State Economic Development 
Corp. Although the proposal is still 
under negotiation, some observers 
believe the mill could go on stream 
as early as 1994-95. 

The Posco project aims to ta 
demand throughout Asean for cold- 
rolled steel products for use in 
making cars, refrigerators and other 
domestic appliances. It plans to export 
roughly 80% of its output, putting it in 
direct competition with the ASM-China 
Steel venture. 

Both the Posco and ASM-China Steel ex- 
ports, however, would face competition in 
the Asean market from higher quality (but 
also higher-priced) Japanese products, and 
would have to confront tariff barriers in 
Thailand and Indonesia, in particular. 

In Malaysia itself, competition will be 
less of a problem because the local industry 
is mainly concentrated in long, rather than 
flat, products. Domestic consumption of 
flat steel — 1.2 million tonnes last year — is 
still too low to support the two ventures’ 
planned output. With expected demand 
growth of 8-10% over the next few years, 
however, the domestic market will in fu- 
ture be able to absorb much more of their 
production. 

State-owned Perwaja, meanwhile, has 
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seen its profits boosted by spiralling local 
demand for steel. Its resurrection, how- 
ever, has also depended heavily on govern- 
ment assistance. 

After the Nippon Steel disaster it stayed 
afloat by producing billets from scrap iron 
in electric-arc furnaces, though this was 
inefficient because its plants were not 
designed for these methods. But the in- 
creased operating costs were more than 
offset by a government policy of fixing steel 
prices at a level which aids domestic man- 
ufacturers. The last such occurrence was in 
April 1989, when Kuala Lumpur raised the 
prices for billets and reinforcing bars by 
26%. 

After years of losses, Perwaja posted 
a maiden profit of M$23.5 million in the 
year ended 31 March 1989. Since then, it 
has embarked on a M$1 billion expansion 
programme which will use a commercially 
tested Mexican direct-production process. 
The aim will be to increase billet production 
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from 1 million tonnes this year to 1.2 
million tonnes by 1992. Perwaja also 
proposes to build a 400,000-tonne, 
M$450 million rolling mill in 
Terengganu to make wires for car 
and motorcycle parts — its first foray 
into downstream long products. 
This plant is due to come into oper- 
ation next year. 

Sources close to the steel industry 
say there is talk of grouping Perwaja 
and other government-tied steel in- 
terests into a “National Steel Corp.” 
in preparation for their privatisa- 
tion. This could also allow Antara 
Steel, a rolling mill controlled by 
Mahathir's United Malays National 
Organisation (and a customer of Per- 
waja) to merge with the privatised 
entity. 

The sole exception in Malaysia to 
the Japanese approach of avoiding direct 
investment in flat steel-making in Asean 
is Maruichi Cold Rolling Industry. Set 
up by a subsidiary of Maruichi Steel Tube, 
Japan’s largest maker of welded steel 
pipes, the company became Malaysia’s first 
maker of cold-rolled coil when it opened 
a plant outside Kuala Lumpur last June. 
The M$120 million plant has a relative- 
ly small capacity of 70,000 tonnes a 
year, 

Like other Asian nations, Malaysia has 
erected a protective wall of tariffs and 
quotas around its steel makers. But this 
is no insurance against strategic blunders of 
the kind that Perwaja suffered in the past. 
Perwaja’s plans to install a rolling mill, for 
example, puts it in direct competition with 
bar producer Malayawata and ASM, which 
also makes long products. While demand 
is currently strong, a slowdown could 
prompt a painful shake-out. E 
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meme FOr so long sheltered 

APAN IN under the carapace of 
` the Soviet Union, the 
SIA arthritic economies of 

3 Vietnam, Cambodi 

and Laos are suddenly 
finding themselves de- 
sperately in need of a 
new benefactor. Japan is 
hinting that it could as- 
sume the mantle, but 
only if the 12-year Cam- 
bodian conflict is settled 
and Vietnam sheds its 
pariah status among the 


PART 10: 
VIETNAM 


capitalist countries. 
210 When the Cambodian issue is resolved, 
Japan is expected to exert much greater in- 
: „fluence over the three countries by step- 
` ping up its aid, trade and, ultimately, in- 
vestment. For their part, the Indochinese 
countries will probably bow to the eco- 
nomic imperatives and set aside ingrained 
fears about being dominated by Japan. 
==> The collapse of the Soviet economy has 
< taught Indochina a lesson in the dangers of 
== economic vassalage, but the communist 

“governments recognise that Tokyo is one of 
the few places they can look to for help. 
_ Even if the US lifts its trade and investment 
embargo on Vietnam and Cambodia, their 
own economic problems limit the scope for 
action. 

Tokyo has a twin agenda: commercial 
and geopolitical. Indochina offers a plenti- 
<<. ful supply of raw materials, and an eco- 

- nomically regenerated Vietnam would rep- 

resent a potentially lucrative new market. 

~~ On the diplomatic front, Japanese officials 

are playing. an uncommonly active role in 

trying to end the war in Cambodia, which 

has divided Southeast Asia for more than 

a decade. “We regard Vietnam as one of 

the most important countries for stabilising 

Asia and the Pacific,” says a Japanese dip- 
lomat. 

A Vietnamese spokesman said in mid- 
May that Hanoi was negotiating with To- 
kyo for a visit by Foreign Minister Taro Na- 
¿<c kayama. The visit, which is scheduled to be- 
“gin on 10 June, will be the first by a cabinet- 

level minister since the Vietnam War. 

At the moment, the Japanese are pursu- 
ing widely different interests and roles in 
the three countries of Indochina. In Viet- 
nam, where Japanese motorbikes and tele- 
visions are symbols of rising affluence, Ja- 
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ECONOMIC RELATIONS 1 


: Japan poised to play role in reviving Indochina 


the wings 


panese companies are scurrying to make 

` contacts and set up offices to capitalise on 
Vietnam's trade potential in the post-Cam- 
bodia era. 

On Cambodia, Japanese diplomats, who 
long deferred to the US, the Soviet Union 
and China in international conflicts, have in 
the past few months begun offering new 
proposals to help resolve the seemingly 
intractable conflict. In neighbouring Laos, 
Japan rivals Sweden as the top foreign-aid 
donor. 

Despite Tokyo's continuing lip service to 
the US-led embargo against Hanoi, Viet- 
namese economists believe this year Japan 
could dislodge the Soviet Union from its 
long-held position as Vietnam’s top trading 
partner. Tokyo did not follow the US in im- 
posing trade sanctions on Hanoi as a re- 
prisal for its late 1978 invasion of Cam- 
bodia, only suspending its bilateral aid pro- 
gramme. Japan has tried to maintain as 
much trade as it could without angering the 
US, China and Asean. 

Japanese trade with Vietnam has jump- 
ed sharply in recent years because of rising 
Vietnamese crude oil exports. Trade flows 
are expected to get an added boost this year 
as Hanoi looks to markets in Japan and 
elsewhere in Asia to provide such key com- 
modities as fertiliser, steel and cotton, 
which Moscow has supplied to Hanoi at 
concessionary prices for the past 25 years. 

Vietnam's exports of oil, frozen shrimp 


and scrap metal to Japan reached ¥84.9 bil- 
lion (US$590 million) last year, more than 
double the figure of *¥41 billion in 1989. 
Vietnam’s imports of Japanese products — 
mostly capital equipment and chemicals — 
jumped from ¥19.7 billion in 1989 to ¥31.2 
billion last year. 

Major Japanese corporations have be- 
gun opening offices in Hanoi to prepare 
for the anticipated resumption of Japanese 
aid to Vietnam. Until recently, big Japan- 
ese firms used “dummy” companies to do 
business in Vietnam to avoid possible reta- 
liation for breaching the international isola- 
tion of Hanoi. 

Nissho Iwai Corp. was the first of 
Japan’s nine major trading companies to 
open under its own name in 1987. It was 
followed in late 1990 by Tomen Corp., Mit- 
subishi Corp. and Kanematsu Corp. Early 
this year, Nichimen Corp., Sumitomo 
Corp., and Marubeni Corp. received per- 
mission to open offices, and the green light 
for Mitsui & Co. and C. Itoh is expected 
soon. 

Some 1,150 Japanese delegations visited 
Vietnam last year, compared with 890 in 
1989, according to Pham Chi Lan, deputy 
head of Vietnam’s Chamber of Commerce. 
She says most Japanese delegations stay 
longer and visit more remote parts of Viet- 
nam than businessmen from other Asian 
countries or Europe. 

To cater to the growing number of Ja- 
panese visitors, three Japanese restaurants 
and a karaoke bar have opened in Ho Chi 
Minh City in the past year. At least a dozen 
private Japanese-language schools have 
opened classes in Ho Chi Minh City for stu- 
dents hoping to land jobs with Japanese 
companies. 

“All this doesn’t mean that the people 
accept the Japanese,” says a Japanese dip- 
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RELATIONS 2 


The have-not neighbours 


Japan sees resolving the Cambodian stale- 
mate as a touchstone of its foreign policy. 
But a Tokyo proposal aimed at “clarify- 
ing” a UN peace package has run into 
criticism from Western observers, who 
accuse the Japanese of being more in- 
terested in finding a regional role than in 
solving the problem. Reaction to Japan’s 
proposals from the Phnom Penh govern- 
ment and resistance leaders has been 
equally unenthusiastic. 

During Cambodia’s diplomatic and 
economic isolation, Japanese companies 
have been reluctant to deal openly with 
Phnom Penh, fearing retaliation from the 
diplomatic blocs arraigned against the 





Phnom Penh regime. Bilateral trade, for 


L 


instance, is estimated at a piffling US$8 
million for 1990. 

In what is believed to be the first Ja- 
panese investment since 1975, however, 
Japanese lumber trading firm Okada Co. 
announced in April that it was to estab- 
lish a factory in- Phnom Penh to produce 
flooring material from pine trees. Okada 
said the factory would cost US$5.5 mil- 
lion, with Cambodia providing 60% of 
the capital and the Japanese company 
supplying the remaining 40%. 

Kinsho-Mataichi Corp., an import- 
export company belonging to the Mit- 
‘subishi group, is preparing to open a 
representative office. in. Phnom Penh 
within two months. The new office will 
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lomat, referring to continuing resentment 
_— particularly among older Vietnamese — 
-Stemming from Japan’s military occupation 
of Vietnam during World War I. In 1943 
and 1944, Japanese soldiers requisitioned 
Tice from peasants and forced them to grow 
_ jute and other industrial crops on their rice 
_ fields, exacerbating a serious famine during 
_ which Vietnamese historians believe 2 mil- 
_ lion people died. 
_ Early this century, some Vietnamese 
_ nationalists, inspired by the Japanese defeat 
_ of tsarist Russia in 1905, looked to Japan as 
a potential ally in their fight against French 
-colonial rule. But others, including Ho Chi 
Minh, who later became Vietnam's father 
of independence, rejected reliance on 
Japan, fearing that Japanese imperialism 
_ was as dangerous as the French variety. At 
the outset of World War II, when many 
Southeast Asian nationalists rallied to the 
_ Japanese side, Ho sided with the Allies, be- 
_lieving that they would ultimately defeat 
Japan. 


n compensation for its occupation 

of Vietnam in the early 1940s, Japan 

built a hydroelectric dam near the 
southern city of Phan Rang in the 1960s, 
but it rejected Hanoi’s demands for re- 
parations after the communists defeated 
the: US-backed regime in the south after 
1975... 

A compromise was worked out under 
which Japan provided economic assistance 
to Vietnam in exchange for Hanoi’s agree- 
ment to accept the debt of the defeated 
south Vietnamese regime and “never again 
request Japan to compensate [Vietnam] for 

a Japanese diplomat ex- 


i g Hanoi’s war with the US, Tokyo 
recognised the US-backed government in 





begin by selling spare parts for the hun- 
dreds of second-hand Japanese cars im- 
ported from Singapore, as well as laying 
the groundwork for expanded business 
activities following a settlement of the 
Cambodian conflict. 
The communist victory in Laos in 1975 
did not interrupt Japanese aid as it did in 
neighbouring Vietnam and Cambodia. 
‘One of Tokyo's most important contribu- 
tions to Vientiane was a ¥5.2 billion con- 
cessionary loan in the mid-1970s to build 
the Nam Ngum Dam. Electricity sales to 
Thailand from the dam in recent years 
« have accounted for half of Laos’ hard-cur- 
tency earnings. 
In 1989, Japan hosted Premier Kay- 
- sone Phomvihane’s first visit to a non- 
-communist country. Last year, during 
-the first visit to Vientiane by a Japanese 
foreign minister in three decades, Taro 
Nakayama signed three economic agree- 
ments with Laos in which Japan agreed 
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Commodities for export 





(7) Japanese exports to Vietnam 
Ee Vietnamese exports to Japan 











Saigon. Japanese companies made huge 
profits through the export of consumer 
goods paid for by American assistance 
funds. Although Tokyo did not have dip- 
lomatic relations with Hanoi, major Japan- 
ese corporations set up “dummy” com- 
panies that engaged in small-scale trade 
with the north and prepared to step up 
their activities after the war. Japan had 
pledged aid and loans totalling ¥14 billion 
and credits worth about ¥10 billion for 
1979, but this was frozen after Vietnam’s 
tanks rolled into Cambodia. 

Vietnamese Foreign Minister Nguyen 
Co Thach’s visit to Japan last year — the 
first by a senior Vietnamese official in 14 
years — failed to convince Tokyo to alter its 
hands-off stance towards Hanoi. “We told 
him that there would be no gift for Vietnam 
at present, but we said we would give a gift 
later,” a Japanese diplomat said, alluding to 
Tokyo’s pledge to resume aid if Hanoi 
helps resolve the Cambodian impasse. 





to step up its aid for agriculture, repair 
the Nam Ngum Dam and help to service 
Laos’ foreign debt. 

But bilateral trade between the two 
countries is still tiny. Japanese exports 
to Laos last year totalled roughly US$20 
million, most of which was equipment 
and vehicles paid for with Japanese 
aid funds, while Lao exports of forestry 
products and coffee to Japan reached 
only US$7 million, according to esti- 
mates by the Japanese Embassy in Vien- 
tiane. 

Five major Japanese corporations 
have established offices in Vientiane, but 
they function primarily as agents for 
Tokyo’s aid programme. “No Japanese 
companies are interested in investing in 
Laos because the size of the market is too 
small,” a Japanese diplomat says, refer- 
ting to Laos’ population of 4.1 million, 
most of whom are subsistence rice farm- 
@ Murray Hiebert in Hanoi 





ers. 
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Hanoi desperately wants Japanese capi- 
tal and technology to develop its backward » 
economy. Japanese businessmen say they _ 
are attracted to Vietnam by its natural re- 
sources, especially its oil potential. Japan 
bought 80% of Vietnam’s 2.7 million tonnes 

of crude oil produced last year. 

Japanese firms are interested in. the 
country’s coal, bauxite, chromite, gold, cop- 
per and iron, though they admit these will 
be hard to exploit because of Vietnam’ 
backward infrastructure. The labour shot 
age in Japan, coupled with increasing 
bour costs in other Asian countries, is also 
luring Japanese companies to Vienam: 

Businessmen, who believe that non- 
communist Southeast Asian countries are 
nearly saturated with Japanese goods and 
that the Chinese economy is often unstable, 
are attracted to the potential of Vietnam's... - 
still largely untapped market of 66 milion = 
people. 

But so far, Japanese companies have. 
been reluctant to invest directly in Vietnam, 
largely out of respect for the US embargo. 
Japanese firms have signed only 12 invest- 
ment projects worth US$89 million, which 
leaves Japan far behind France, Britain, 
Canada and Belgium, whose companies 
have signed offshore oil exploration deals; = 
One Japanese venture — the Saigon Float- = 
ing Hotel owned by EJIE International — 
makes up US$70 million of the Japanese in- 
vestment capital. 

But this reluctance on the part.of Japan- 
ese investors appears to be breaking down; 
Last year, Tomen invested US$1 million in: 
a joint venture to produce pine resin in the 
northeastern province of Quang Ninh, and 
it is also investing US$5.6 million in a deter- 
gent factory in Ho Chi Minh City. | 

Several major Japanese firms have ree © 
ceived encouragement from the Vietnam- 
ese authorities to begin pre-feasibility 
studies on building an oil refinery near the 
southern port city of Vung Tau. 

Japanese corporations, sensitive to com- 
plaints that they view Vietnam only as a 
source of raw materials anda dumping, 
ground for consumer goods, say they have 
begun looking at small investment projects. 
They are also trying to position themselves 
for the day when aid and credits are re- 
stored to Vietnam by Japan’s Official Deve- 
lopment Agency, the World Bank and the 
Asian Development Bank. 

Despite their growing interest in Viète- 
nam, Japanese businessmen admit that. 
operating in Vietnam is not always easy, 
According to the IMF, Vietnam owed Japan- 
ese companies US$340.5 million by the end 
of 1989, with most of the debt incurred. be- 
fore Vietnam began exporting oil in 1988. ° 

“Every month, we send them a stat 
ment claiming the balance they owe, ph 
interest, but we've half given up,” said one 
Japanese businessman. “Most companies. 
say they'll temporarily forget the debt for 
the benefit of future relations.” ol 















S last June, and well shy of the 8.4% 














ECONOMIC MONITOR: 


ith the Australian econ- 
omy still in the grips of 
a recession, the Labor 
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DA Government would 
ather focus on the nation’s falling 
‘inflation rate, which in the first 
quarter of 1991 dropped to 4.9% 
from 8.6% in the year-earlier period 
and from 6.9% in the last quarter of 
1990. 

This rate is below the annual rate 
of 7.7% before the recession began 


Contributors to Australia's economic promt 


AUSTRALIA 


Glimmer of hope 


gz and 1989 to slow down the economy 
and import growth rates. But even 
Canberra now agrees it was harsh, 
with the hoped-for “soft landing” 
degenerating into a serious reces- 
sion. 

The government, however, in- 
tends to keep a tight rein on the 








money supply, notwithstanding the 
latest interest-rate cut, to illustrate 
its inflation-fighting prowess. This 
should bring down the inflation rate 








average annual rate in the 1980s. 
<< Following the latest news on the in- 
< flation front, Canberra quickly cut 
interest rates by a full percentage 
point, to 10.5%. Interest rates have now 
been cut by seven-and-a-half points since 
the government began easing monetary 
“policy in January 1990. 

“ But the cuts have done little to pump- 
prime the economy or bring down the un- 
employment rate, which for the Labor 
_.. Party is now at a politically dangerous level 

‘of 9.9% nationwide, and well over 10% in 
-. most states. Predictions of an economic re- 
< -covery by mid-1991 have been moved back 
: to late 1991 or early 1992. 

Treasurer Paul Keating insists that Aus- 

tralians should not be alarmed by the eco- 
nomic gloom, as interest rate cuts should be 
taken as a signal for all Australians “to go 
and get on with it.” He argues that a strong 
export performance will help pull the econ- 
omy out of recession in late 1991. 

If true, the recovery should surface first 
in export-oriented states such as Queens- 


-land and: New South Wales, both of which 


_ -are big exporters of coal. The larger hope, 


-.’ however, is that declining interest rates will 


stimulate the housing industry, which in 
turn would boost domestic demand for 
other goods and services. There is some 
anecdotal evidence that housing sales have 
increased in Queensland and New South 
Wales, but the trend has yet to be con- 
firmed by statistics. 

In contrast, the states of Victoria, South 
Australia and Western Australia are suf- 
fering badly from a combination of reces- 
sion and the legacy of financial mismanage- 
ment by their respective state administra- 
tions. 

The government-owned Commonwealth 
Bank predicts economic growth will be a 
negative 0.7% in fiscal 1991, which ends on 
30 June 1991, compared with a growth rate 
of 3.6% in fiscal 1990. For the 1991 calendar 
year, the bank expects the economy: to con- 
tract by 0.4%. 
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Despite the painful adjustments of a re- 
cession, the turnaround in the current-ac- 
count deficit has been only gradual. The fis- 
cal 1990 deficit of A$21 billion is expected to 
drop to about A$18 billion this fiscal year. 
The interest bill on Australia’s A$130 billion 
(US$101 billion) foreign debt now makes 
up roughly 70% of the current-account de- 
ficit. 

Concerns about the persistent current- 
account deficit prompted the government 
to adopt a tight monetary policy in 1988 


% by the end of this year, 
though some economists argue that 
inflation may bounce back in 1992 
when the economy starts to re- 
cover. 

In the face of a high current-account def- 
icit and a big drop in interest rates, the Aus- 
tralian dollar has remained surprisingly 
strong, trading around A$1:78 US cents. 
Government supporters and some 
economists argue that the prospect of a 
new era of lower inflation is encouraging 
foreign investors to take a new look at Aus- 
tralia, which is holding up the currency. 

According to some commentators, the 
Australian economy may at last have hit 
bottom. m Glenda Korporaal 
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Japan’s well 


is drying up — 


By Anthony Rowley i in n Tokyo 








s Japan: running out of spare cash? The 

answer appears to be yes. Huge cor- 

porate and institutional surpluses that 
fuelled massive purchases of overseas 
equities and bonds in the 1980s are declin- 
ing, while the domestic stockmarket is feel- 
ing the liquidity pinch as well. 

As Japanese corporations and financial 
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institutions suffer the delayed effects of last 
years stockmarket crash, which saw the 
Tokyo Stock Exchange (TSE) lose almost 
40% of its value, the “tsunami [tidal wave] 
of Japanese money is no longer flooding 
the world’s financial markets,” according to 
broker UBS Phillips & Drew. Japan’s net 
outflows for foreign stock purchases shrank 
to US$28 billion in 1989, and slowed to a re- 
lative trickle of US$5 billion last year, after 
reaching US$67 billion in 1988. 

In the final quarter of 1990, Japan actual- 
ly was a net importer of capital on portfolio 
accounts — to the tune of over US$5 billion. 
Although net outflows resumed in the 
early part of this year, the heavy outflows 
of recent years appear to be a thing of the 
past. According to Kenneth Courtis of 
Deutsche Bank Capital Markets in Tokyo, 
the situation is “symptomatic of more pro- 


1? found shifts in Japan's domestic financial 


balances and asset markets.” 

Indeed, more fundamental forces are 
at work than the halving of Japan’s. cur- 
rent-account surplus: to: US$35.8 billion in 
1990 from US$79.6 billion in 1988. Japanese 
banks are strapped for capital,. insurance 
companies are suffering liquidity problems 
and business corporations are seeing their 
earings and Eo shrink, ; 
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A sharp deterioration in corporate earn- 
ings — caused by a dramatic fall in zaiteku, 
or speculative stockmarket profits, as well 
as a deteriorating business environment — 
has left Japanese companies with less avail- 
able for foreign investment. They are now 
having to draw down liquidity, says Cour- 
tis 


A further and significant drain on cor- 
porate coffers are the financial provisions 
that Japanese companies are having to 
make against put options attached to war- 
rant bonds issued in recent years, some of 
which can be exercised beginning in Sep- 
tember. The stockmarket collapse means 
investors are almost certain will choose the 
put option rather than convert warrants to 
shares. 

Issues of these warrant bonds reached a 
staggering ¥9.3 trillion (US$68.6 billion) 
in. 1989, though the volume declined by 
nearly two thirds after last year’s stock- 
market crash. Japanese commercial banks 
too have some US$5 billion of convertible 
bonds outstanding, with similar put option 
terms. 


eanwhile, Japanese investors are 
M ns their money at home, 

where short-term interest rate dif- 
ferentials favour the yen against the US 
dollar. They take the view that the poten- 
tial for further US interest-rate reductions is 
not enough to make the US Treasury bills 
market attractive. Euro-euphoria is no 
longer gripping Japanese equity investors 
either. 

These factors are crimping Japanese 
domestic and international financial flows. 
The TSE has embarked upon what appears 
to be a further leg of its 1990 bear market, 
with the Nikkei-225 declining below 26,000 
again — after hovering uncertainly around 
that level for several months. 

According to UBS Phillips & Drew, the 
inflow of funds into Japanese institutions is 
“drying up or even becoming a drain.” In- 
vestment trusts’ equity funds suffered a re- 
cord net outflow of funds during the first 
quarter of 1991, while the assets of major 
trust banks’ tokkin funds, or long-term cor- 
porate shareholding accounts, declined by 
9% in March. 

Japanese life insurers too continue to re- 
port negative premium growth. This re- 
flects policyholders’ disenchantment with 
equity-linked insurance since the 1990 TSE 
collapse, as well as the relative attractive- 
ness of money-market accounts, given the 
sharp rise in Japanese interest rates. 

Direct investment abroad by Japanese 
manufacturers also is to decline 
this year, after outflows totalling around 
US$45 billion a year in 1989 and again in 
1990. With cash draining from both the in- 
stitutional and corporate sectors, Japan’s 
net investment outflows seem certain to be 
anaemic in future compared with the levels 
of previous years. a 
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Life in the slow lane 


There is a danger that the Pacific economies are dividing into sluggards and sprint- 
ers. The crawlers are the US, Canada, Australia, New Zealand and the Philippines. ` 
The runners are the rest of East Asia. This division will make it harder to build a. 


Pacific-wide economic grouping. These are the implications of the annual forecast is-. 


sued by the Pacific Economic Cooperation Conference (PECC), a group setup in 1980 i 
to bring together politicians, businessmen and academics from 15 countries to dis- 


cuss ways of enhancing regional integration. 

Until member governments do the job themselves, PECC’s annual forecast is the 
nearest thing in the region to the economic outlooks published by the OECD, the 
rich countries’ club, of which Japan is the only Asian member. As in the OECD, 


economists from all the members of PECC compare the performance of individual . 


countries and warn each other of dangers that lie ahead. 

This year’s outlook, prepared for a PECC meeting in Singapore at the end of May, 
wags a finger at four “problem” economies where there is “little leeway for un- 
happy surprises.” The four (the US, Canada, New Zealand and the Philippines) are 
experiencing slowdowns of varying severity. Indebted Australia would have been 
included in the list were it not for an excessively optimistic growth forecast for 1991. . 

Their predicament is partly due to cyclical factors that could affect any capitalist 


economy. But what concerns PECC’s economists. are the structural problems =- 


that impede the momentum of these 
economies. 

The US and Canada share a common 
malady: a huge fiscal deficit. The report 
warns that US measures introduced: in 
1990 to cut the deficit over the next five 
years may not be enough to reduce it to 
“sustainable” proportions; In Canada, the 
federal deficit is larger as a proportion of 
GNP than that of the US. Plucky New Zea- 
land has been reforming its economy. for 
years, but the question is “whether the 
people's patience will run out before the 





























it. As for the Philippines, the report warns 
that forthcoming elections may mean that 
“the political conditions required for recov- 
ery may not be present.” 

Take note: the report is only looking 18 
months into the future. And to be fair, the 
US, Canada and New Zealand are mature 














grow as rapidly as the rest of the region. 
If the worst should happen, though, the sluggards will not overcome their struc- 


tural problems. Take the pivotal US. The report points out that the economy is likely = 
to make only a slow recovery from the current recession. This will make it more dif- _ 
ficult to reduce the budget deficit, thereby trapping the economy in the slow lane. 
This would do nothing to mute US protectionists who are in full cry, despite the 
fact that the country’s trade deficit is at its lowest level in eight years. And there is. 


` further danger; that a strong dollar will prevent a sustained fall in the US trade 
eficit. 

Where does this leave the economies in the fast lane? In order to avoid slowing 
down, they will be forced to find markets other than the US for their products. 
What better place to look for buyers than their own backyard? The list of fast-growth 


economies bears a resemblance to the invitees to the club which Malaysian Prime’ > 


Minister Datuk Seri Mahathir Mohamad would like to set up. His East Asian Eco- 
nomic Grouping is a vague attempt to prepare for the possibility of the Pacific econ- 
omy splitting into two. This bloc may not have much to glue it together but the in- 
vitees’ common fear that they are sprinters in a marathon. 
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reforms pay dividends,” as the PECC puts . 


E Nigel Holloway 













economies, which cannot be expected too =) 
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By Paul Handley in Bangkok 
Y& Tew regulations now in force on the 
~i Thai stockmarket are aimed at re- 
forming the widely criticised listing 
procedures and screening out under- 
capitalised firms seeking to go public. The 
new. requirements, introduced on 9 May, 
put an end to a listing process that left 
investors holding untradable scrip for 
months, and that allowed well-connected 
companies to be granted a listing ahead of 
better-qualified firms. 

The new regulations give the Securities 
Exchange of Thailand (ser) and the Minis- 
try of Finance (MOF) 60 days to review the 
merits of a new listing. But in turn, appli- 
cants for an initial public offering (IPO) must 
hire a finance or securities company to 
handle the: application process and to 
guarantee the veracity of the data submit- 
ted. Although there is no punishment if the 
‘data later turns out to be inaccurate, a spon- 
sors reputation could be seriously dam- 
aged, says Bhichai Pongpairoj of broker 





Thai listing procedures revamped 
‘Technical correction 


Phatra Thanakij. 

The SET can take no more than 35 days 
to review and approve a proposed listing, 
after which the MOF has two weeks to give 
its stamp of approval. After the public offer- 
ing, the SET must inspect the register of new 
shareholders to ensure that new capital and 
divestment rules are being satisfied, and 
then pass it back to the MOF for final ap- 
proval. This is expected to take no more 
than two weeks, after which the IPO shares 
can be immediately traded. 

Under the new rules, so-called listed 
companies, or better-qualified firms seeking 
a listing on the SET’s main board, must have 
Baht 60 million (US$2.34 million) in paid-up 
capital after a public offering, and Baht 200 
million in shareholders’ equity. The scrip 
must be diversified among at least 600 small 
shareholders, who must account for at least 
20% of paid-up capital. Further, 20% of a 
firm’s paid-up capital must be sold through 
underwriters. 

So-called authorised companies, or 
those seeking a listing on the SET’s second 


board, must have minimum capital levels 





and divestiture requirements that are half 
that of listed companies. 

New too is a requirement for an PO 
prospectus. Under the former listing re- 
gime, companies were not allowed to issue 
a prospectus until after the listing was ap- 
proved — always well after the public offer- 
ing. Now a company seeking a listing must 
make a presentation to all brokers prior to 
the subscription period. 

Under the former rules, companies sold 
their shares to the public as a prerequisite to 
applying for the listing. The process was 
designated an IPO, though in most cases the 
scrip was placed with favoured customers 
and often was taken up by the brokerages 
themselves. 

Moreover, the PO applications were 
frequently delayed by the ser because of 
incomplete documentation and other 
reasons, though even with the exchange’s 
approval, applications could languish. for 
months awaiting the Mor’s final approval. 
This led to widespread allegations that 
ministry officials were susceptible to cor- 
ruption. 

In the worst cases, IPO applications re- 
mained in regulatory limbo, with the MOF 
failing to approve or reject a listing. Sub- 
scribers were left with scrip that was not 
publicly tradable and was depreciating in 
value. 

One of the most notorious examples 
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The cacophony of blue-jacketed floor trad- 
ers shouting bids and offers on the floor of 
the Stock Exchange of Thailand (SET) will 
soon be replaced by the quiet hum of 
computers. But not before several glitches 
in the system are ironed out before July, 
when the exchange’s new computer-dri- 
ven automated trading system is expected 
to handle all trades on the SET. 

On 17 May, bids and offers for the 
scrip of finance and securities companies 
for the first time were automatically 
matched by computer. When all the ex- 
change’s 245 counters become part of the 
system, the ser will have expanded its 
trading capacity, restricted trading infor- 
mation that speculators thrive on, and 
improved regulators’ abilities to combat 
share price manipulation. The only trades 
to be excluded from the automated sys- 
tem will be lots of Baht 10 million 
(US$396,000) which will still be physically 
negotiated. 

Trading on the new system went off 
without a hitch, with the 25 finance and 
| securities counters accounting for almost 














The quiet revolution 


30% of the SET’s turnover on 17 May. On 
a normal trading day, these stocks nor- 
mally account for less than 20% of market 
turnover, but fascinated punters drove the 
sectors turnover upwards as they ex- 
perimented with the new system. 

Under the old outcry system, floor 
traders had constant information as to 
which brokers were trading how many 
shares, and at what prices. Brokers re- 
layed that data to investors, while dozens 
of punters equipped with binoculars and 
portable phones in the sET gallery picked 
up the information as well. 

Such activities fuel speculative trading, 
especially if a broker is seen to be trading 
large volumes in a certain firm. Officially, 
that information is no longer available on 
finance and securities counters to anyone 
except the bourse’s regulators. 

Under the new system, installed by 
the Midwest Stock Exchange of the US, 
the size of individual orders and brokers’ 
trading numbers will not be divulged. In- 
stead, brokers and investors are supposed 
to see only the top three prices in the bid 


column, the three lowest prices in the 
offer column, and the total amount of 
shares available at each price. 

But unofficially, many of the set’s 35 
brokers still receive specific order data, 
since the SET originally had its new Digital 
VAX computer system programmed to 
provide the information to brokers. Barely 
a week before the new trading started, the 
exchange change its mind, but did not 
modify its programme. 

While the set can block the informa- 
tion outflow to the 20 brokers that pur- 
chased VAX machines and software, it 
cannot do the same with the rest of the 
brokers, who have either Stratus or IBM 
hardware and software packages. The 
non-VAX brokers must adapt their systems 
to eliminate the advantage by mid-June. 

Some traders argue against restricting 
brokers’ access to. information, complain- 
ing that without it, they will not be able to 
guide investors. “Why'do you need brok- 
ers then? The investors can trade directly 
with the set from home,” says one broker. 

The exchange had intended for brok- 
ers to enter dient account numbers into 
the system. with every trade, but broker 
pressure forced them to drop it. However, 
when the SET appends a designated 
security sign on a stock to warn investors 


that the counter is possibly being manipu- 
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-Was an IPO application by Singapore-owned 
Technology Applications, which applied 
for a listing in mid-1990 and was finally 
_ granted it last month. The reverse was 
_ sometimes true: small companies with an 
unimpressive track record sometimes re- 
_ ceived listing approval with suspicious 
haste, by virtue of high-level political sup- 


The new rules, says Smith New Court's 
Scott Klimo, go a long way toward screen- 
ing out the small, barely qualified com- 
~ panies that have come to the market in the 
past two years. According to one Thai 
broker, about 10% of the companies listed 
on the SET would have failed to meet the 
new criteria. 
~ Still under debate are two controversial 
rules. proposed by the ser. First, the ex- 
change wants a waiting period after a list- 
ing during which core shareholders would 
~ not be allowed to sell their stakes; a delay of 
~ between six months and three years has 
“been suggested. 

And second, the SET wants to require 
listed. companies to name two indepen- 
dent directors. unrelated to core sharehold- 
ers to act as watchdogs for minority in- 
terests. 

Thai businessmen find both proposals 
too vague and believe they would be a de- 
terrent to listing. Finding disinterested out- 
side directors to sit on the boards of com- 
panies could also prove difficult. = 


— 





lated, brokers can be forced to enter the 
account numbers for SET monitoring. 

Already six months late — mostly be- 
cause of problems establishing adequate 
telecommunications links between brok- 
#rs. and the exchange — the new system is 
expected to be fully in place by July, with 
a capacity of 100,000 transactions an hour. 
The current average is around 20,000 
transactions an hour, with an all-time high 
of about 50,000 trades an hour. 

The capacity of the new system has yet 
:0 be tested, however, as the SET could not 
nuster enough support from all its brok- 
ars. to doa full after-hours rehearsal. 
Nevertheless, the exchange is already 
olanning to expand its capacity. 
Currently the new system is only used 
for trading, trade confirmations, and to ac- 
tess. SET data, but eventually it will be 
inked directly to brokers’ offices for on- 
ine settlement of customer accounts. One 
oroker, Phatra Thanakij, has already con- 
nected its back-office operations to the 
aew system to simplify settlement after 
Trading hours. 
The SET plans to use the new system as 

1 springboard for the development of 
scripless trading. Indeed, system develop- 
srs are expecting a call in the near future 
‘or bids to develop a modem share-de- 
ositary operation. m Paul Handiey | 
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Hongkong bourse chief offers pact on surplus 
Fair exchange 








greement is within reach between 

the Stock Exchange of Hongkong 

(SEHK) and the territory's securities 
regulators over a three-year-old govern- 
ment demand that the bourse become a 
non-profitmaking body. 

A comprehensive package aimed at 
achieving that gaal, if passed by the SEHK’s 
22-member council, would open the door 
to broader-based governance of the ex- 
change and provide a fillip to the territory's 
fledgling clearing corporation. 

Until recently, SEHK chief executive 
Francis Yuen had resisted the demand that 
the exchange be non-profitmaking. But the 
Securities and Futures Commission (SFC) 
was bolstered in its campaign by the 8 
May resignation of ex- 


ange vice-chairman 
Philip Wong 
Wong, the leading 


spokesman for the local 
brokers who control the ex- 
change council, ignomini- 
ously resigned after at- 
tempting to reinstitute the 
practice of granting prefe- 
rential share allocations to 
council members. That 
practice was widely seen as 
symptomatic of the self- 
serving mores of the ex- 
change prior to its 1987 col- 
lapse and temporary clo- 
sure. 


Yuen, a fervent free-marketeer, has ar-- 


gued that the exchange ought to remain a 
profitmaking corporation as envisaged by 
its founders. He believes that if the Hong- 
kong Government does not respect the 
property rights of the 688 broker-members 
of the SEHK, there is no hope of a flourish- 
ing market in the post-1997 era. 

For their part, the regulators want the 
SEHK to become a non-profitmaking organi- 
sation governed by representatives of the 
different groups that use it, not just by a 
cabal of local brokers who tend to put their 
own interests ahead of the market. The SFC 
points out that the exchange essentially 
functions as a public utility, with a govern- 
ment-granted monopoly over share trading 
and the right to levy taxes on punters and 
issuers who use its facilities. 

Philosophical differences aside, the criti- 
cal issue is money, specifically the ex- 
change’s HK$226 million (US$29 million) 
surplus and how it will be divvied up. 
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Yuen: free-marketeer. 


posal of the 
surplus ought to be left to the exchange’s 
members. After all, he argues, they are the 
shareholders and it is their money. The src 
argues that the lion's share of the surplus _ 
comes not from broker's membership fees, _ 
but from interest income, listing fees and 
the levy generated by stock trading. 

The src, which has desisted from using 
its statutory powers to resolve the matter, 
wants the surplus left intact to fund pro | 
jects that meet the needs of all markét- 
users. It also wants investors, issuers ando 
others to have more say in running the ex- 
change. — 

Yuen’s face-saving package, originally 
mooted in April, calls for each member to 
receive HK$90,000 a share — some have 
several shares — when the exchange is res 
constituted, or roughly. 
HK$90 -million in total o>. 
A further HK$10,000 per - 
share would be used as ` 
their subscription to the. _ 
new body. This ostensib- 
ly covers each broker's | 
HK$100,000 initial invest 
ment and settles the basic. 
property rights issue. o 

Yuen also proposes that o 
HK$100 million of the- 
surplus be paid to the 
Hongkong Securities Clear 
ing Co. as a subscription fee. 
on behalf of brokers in lieu = 
of a dividend. The amount : 
represents a 7% annual re- 
turn on the price most brokers paid for their 
seats when the exchange was unified in 
1986. The money will be placed directly — 
with the clearing house in the form of five- 
year, interest-free debentures. The remain- 
ing surplus, expected to be about HK$100 
million by the end of 1991, will remain as _ 
SEHK reserves. 

Yuen also says he is willing to create ad- 
ditional seats on the exchange’s governing 
council to allow a better representation of 
those who use the market. Ce 

The proposal has won general backing 
from several important SEHK members, in- 
cluding 13 institutional brokerage houses 
that account for the lion’s share of turnover. 
Like the sc, however, they have reserva- 
tions about the planned HK$90 million cash 
pay-out to members. Instead, they have 
suggested to Yuen that the payments be 
made only to the 160 inactive members of 
the exchange to encourage them to relin- 
quish their seats. 2 


Yuen believes that dis 








VAHI NYSHOW 















planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF — the 
World Wide Fund for Nature -and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 
WWF International, CH-1196 
Gland, Switzerland. 
4 
ee 
WWE 
World Wide Fund For Nature 
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Philippine share issues may swamp market 


Listing heavily 





By Rigoberto Tiglao in Manila 
. yala Land’s equity offering worth 





P2.5 billion (US$89 million) will be 

the largest in the history of the Mani- 
la and Makati stock exchanges. But it is an 
open question whether the market will be 
able to absorb this and a spate of other new 
listings due soon. 

Ayala Land is offering P1.5 billion 
worth of scrip to the local markets, with the 
remainder to be placed offshore. It is the 
first Philippine issue to be placed overseas 
by a foreign underwriter, J. P. Morgan & 
Co., which owns 20% of the Bank of the 
Philippine Islands (BPI), an Ayala Corp. 
subsidiary. 

A successful Ayala Land initial public of- 
fering (IPO) by the oldest and most prestigi- 
ous business house in the country could 
bolster perceptions that the Philippines is 
well on the road to recovery. The trouble is 
that it comes at a time when other firms are 
also trying to cash in on a boom that has 
seen the Manila stockmarket rise by 130% 
since last October. 

Shangri-La Properties, a joint venture 
between Robert Kuok’s Hongkong-based 
group and the Alfredo Ramos family, is of- 
fering 249.9 million shares worth P686 mil- 
lion to help finance its new commercial 
complex near the Asian Development Bank 
building. And retail magnate Henry Sy is 
planning a P1 billion offering for his First 
Asia Realty shares in June. 

These are not the only issues on offer. 
Shares worth 2780 million were listed by 
food-and-beverage firm RFM Corp. on 14 
May. And some time in the third quarter, 
about 22.1 billion worth of shares by Mani- 
la Electric Co. and 2500 million of shares in 
the Lopez family’s media enterprise ABS- 
CBN Broadcasting Network will be placed 
in the stockmarket. 

Moreover, Finance Secretary Jesus Es- 
tanislao says that as a gesture of the gov- 
ernment’s commitment to privatisation, 
another 15% of Philippine National Bank's 
shares will be sold in the next few months. 
The success of these future offerings may 
hinge on Ayala Land’s issue, which has set 
off a stampede for the property firm's 
shares among the nation’s stockbrokers. 

Huge demand prompted the joint list- 
ing committee of the two stock exchanges 
to delay the original date of the offering to 
28 May. This was done in an attempt to en- 
sure that 50% of the shares were allocated 
to stockbrokers of the two exchanges, as re- 
quired by a rule that was often ignored by 
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the bourses in the past. 

The two exchanges were originally allo- 
cated 20 million shares, or only 21% of the 
total offered. Another 20 million was allot- 
ted to a group of local underwriters, and 18 
million to BPI. The remaining 38 million 
shares are to be placed with overseas in- 
vestors. 

The two exchanges originally insisted 
that 25% of Ayala Land's outstanding stock 
be sold on the two bourses, but this has 
since been waived. All told, Ayala Land is 
offering investors 96 million shares at 226 
each, representing 5.9% of the company’s 
outstanding equity — far below the 25% 
limit. 


The 50% rule remains a point of conten- 
tion between the exchanges and Ayala, and 
some are disputing whether this rule 
applies to all of the shares offered or only to 
the scrip intended for local distribution. 
Ayala Land president Francisco Licuanan 
claimed to the REVIEW that the uniqueness 
of the Ayala Land issue meant that the IPO 
did not fall within the 50% rule. Others in- 
sist that it does. 

When the Ayala offering finally goes 
ahead, it will consolidate the Ayala family’s 
property firms under one corporate um- 
brella. Ayala Corp. would then become 
purely a holding company. The issue will 
also raise about P1.69 billion to redevelop 
Ayala’s commercial complex in Makati and 
to expand Ayala’s property holdings. 

The entire manoeuvre is intended to en- 
sure that the Ayala family maintains control 
of its empire. After the offering, the Ayala 
group’s 100% ownership of Ayala Land 
(97.8% held by Ayala Corp. and 2.2% by 
subsidiary AYC [Overseas] Ltd) will fall to 
94.1%. Some 63 million shares, represent- 
ing 3.9% of the post-offering scrip, will be 
held through stock-swap transactions by 
two Ayala Land affiliates — Ayala 
Ventures Corp. and Las Pinas Ventures — 
and by Sonoma Properties, owner of the 
Hotel Intercontinental in Manila. 

Ayala Corp.’s equity is 72% held by the 
Ayala family, mainly through Mermac Inc., 
Consuelo Zobel and Jaime Zobel de Ayala. 
Three member firms of the Mitsubishi 
keiretsu of Japan own 20%, and the rest is 
scattered among many investors. 

Ayala Land's property holdings are esti- 
mated by Sun Hung Kai Securities at P54.9 
billion, with a net asset value (NAV) of 
236.85 a share. An offering price of P26 a 
share represents a 29% discount to the 
company’s NAV and a high price-earnings 
ratio of 59 times, the stockbroker says. m 
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‘Two quit Thai panel 

reviewing phone deal 

_» Two leading members of a Thai 

Government panel reviewing a US$4 
billion telephone contract resigned, putting 
the project further in doubt. The plan to 
expand Thailand’s telephone network is 
under negotiation between the government 
and agribusiness giant Charoen Pokphand. 
Army Gen. Chatchom Kanlong and 
Finance Ministry official Chatumongkol 
Sonakul quit separately, though local 
reports said both were frustrated by the 
panel's inability to reach a decision. 
Earlier, the committee failed to meet a 15 
May deadline for a recommendation on 
whether to award the project to Charoen 
Pokphand or reopen bidding. 


North-South Korean trade 
runs into trouble 

P The first direct trade transaction between 
North and South Korea stalled after 
Pyongyang reportedly made new 
demands. It was to have accepted 5,000 
tonnes of South Korean rice in return for 
coal and cement, but now wants a detailed 
delivery schedule for 100,000 tonnes, 
according to Seoul officials. In indirect 
trade, the Lucky-Goldstar Group sent 
30,000 barrels of diesel fuel, worth US$1.4 
million, to North Korea at the end of April. 
The fuel was shipped in a Panamanian 
vessel via Dalian, China. 


IFC provides finance 
for Philippine electronics 
> The International Finance Corp. (IFC), an 
varm of the World Bank, announced a 
US$11.6 million investment in Automated 
Microelectronics (AME) of the Philippines. 
The Fc will lend AME US$9 million and 
take a 15% stake worth US$2.6 million to 
help the Metro Manila-based company 
update equipment and build a new plant. 
AME, currently 80% owned by a subsidiary 
of Ayala Corp. and 20% by Japanese 
interests, assembles 40 million integrated 
circuits a year for export. 


British college to train 
Vietnamese managers 

> A British college is to run what are 
expected to be the first capitalist business 
courses for Vietnamese managers, 
beginning in September. Some of the 
training will be financed under a US$400 
million credit to Hanoi arranged by a 
consortium of European banks, according 
to the director of Coventry Polytechnic. 
The college signed an agreement with the 
Vietnamese Union of Science and 
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Technology Associations to run the 
courses. Subjects covered will include an 
introduction to the workings of Western 
markets, profit and loss accounting, 
negotiating credits, and privatisation of 
state enterprises. 


Taipei government approves 
record China investment 

» Ming Hsing Textile of Taiwan has 
received government approval to invest 
indirectly in a textile finishing and dyeing 
joint venture in China. The project, worth 
US$5.8 million, will be the largest Taiwan 
investment on the mainland so far, though 
under Taipei’s policy it must be routed 
through a third country. Ming Hsing and 
Shanghai No. 10 Dyeing and Finishing 
factory will each own 50% of the venture. 
Ming Hsing is controlled by Lim Por 
Yen, head of Hongkong’s Lai Sun 

group. 











Sony to establish 

Singapore parts plant 

> Sony of Japan announced on 17 May 
that it intends to invest $$65 million (US$37 
million) in a Singapore plant to make 
precision parts for its video cameras. This 
will be the first time that Sony has made 
such components outside Japan. It also 
plans to set up a factory automation centre 
in Singapore to carry out research. 


Cathay Pacific decides not 

to be a flag carrier 

> Hongkong’s Cathay Pacific Airways, 
ultimately controlled by Britain’s Swire 
Group, has begun removing the British 
flag from the tails of its aircraft. A Cathay 
official said the relevance of the Union Jack 
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is “no longer so strong” because the British 
colony now negotiates its own air 
agreements. It will take two to three years: 
to remove the markings from all of 
Cathay’s fleet under routine maintenance 
programmes. Dumping the flag now 
should also remove any precedent 
requiring Cathay to adopt the China or 
Hongkong flags after the colony reverts to 
China in 1997. 


Wellington halves estimate 
of current-account deficit 


» The New Zealand Government's 
statistics department sharply reduced its 
previously reported figure for the 
current-account deficit in the year to last 
September. Citing new and extended 
surveys of capital flows, together with 
other corrections, it more than halved the 
figure to NZ$2.1 billion (US$1.2 billion) 
from NZ$4.4 billion. For the year to 
December, the deficit was NZ$1.9 billion, 
or 2.1% of GDP. 


Lippo and UN agency provide 
Indonesian capital 

> The UN Development Fund (UNDP) and 
Indonesia's Lippo Group will be the lead 
investors in a new venture-capital fund 
aimed at small and medium-sized 
companies. The fund, initially capitalised 
at US$25 million, will provide funds in 
amounts as low as US$10,000 to new 
businesses which are unable to secure 
adequate financing from banks, a Lippo 
executive said. The UNDP will provide 
consultants to the fund managers. 








Jakarta tightens rules 

on company trademarks 

> Indonesia has tightened enforcement of 
trademark rules and made it easier for 
companies to register and protect brand 
names. The moves are expected to help 
Indonesia defuse criticism from the US on 
failure to safeguard intellectual property 
rights. The new rules will make it more 
difficult for Indonesian firms to put well 
known international brand names on a 
variety of products sold in Indonesia. 








San Miguel to invest 

in glass venture 

> Philippine brewery giant San Miguel 
said it plans to set up a P1 billion (US$36 
million) joint venture with Japan's 
Yamamaura Glass to make glass:containers 
for the Philippine market. San Miguel will 
own 60%, and Yamamura 40%. The 
venture is due to start production next 
year. 



















PRICES AND TRENDS 









Previous 3months Year 
Last sale to 20 May Latest week age ago 
`: Goid London (2) 355.25 357.50 364.05 372.95 
Copper New York (3) 
Current delivery (May) 99.50 103.50 109.60 121.60 
: ‘duly delivery. 98.00 
“Aluminium: London (7) 
‘Current delivery (May) 1,305.00 1,935.00 4,505.00 1,535.00 
< Tin Kuala Lumpur (1) 15.49 15.30 14.63 17.06 
Cotton New York (3) 
i Current delivery (duly) 92.30 87.72 84.17 78343 
Oct. delivery 81.00 
Rubber Kuala Lumpur (8) 
Current delivery (June) 226:50 226.00 229.00 231.00 
Aug. delivery 227.50 
dute Dhaka (11) 410.00 440.00 410,00 419.00 
Palm Oil Kuala Lumpur (4) 
oo “Gurrent delivery (June) 748.00 799.00 846.00 885.00 
Aug. delivery 738.00 
Sugar New York (3) 
‘= Current delivery (July) 7.85 7.63 8.50 14.30 
Oct. delivery 7.62 
: Pepper Singapore (9) 
‘Sarawak Asta blk 100% 225.00 225.00 275.00 315.00 
Wheat Chicago {5} 
Gurrent delivery (May) 282.40 287.60 256.20 338.40 
aly delivery 288.40 
Chicago (6} 
Current delivery (May) 238.20 238.40 238.60 282.20 
duly delivery 246.00 
oo Rice” : Bangkok {7} 
oe BPhewhite fob : 300.00 300,00 338.00 290.00 
<: Soyabeans Chicage.(6) 
` Gurrent delivery (May) 564.00 564.40 572.80 620.60 
“duly delivery 572.20 
Cocoa New York (7) 
Current delivery (July) 997.00 966.00 1,18400 1,477.00 
Sept. delivery 1,025.00 
Coffee New York (3) 
+ Curent delivery (July) 89.80 87.75 91.70 98.81 
Sept, delivery 91.90 
-Petroleum 
Sumatran light Tokyo (10) 18.45 18.05 18,10 16.85 
oo Brent London (10) 19.05 20.93 20.88 17.00 


(}-MB a kg (2) US$ an oz (3) USe'a lb 14) M$ atonne (5) USe a 80 ib bushel 
(6) USea 56 ib bushel (7) US$.a tonne (8) PSS1, Mea kg (9) S$.a 100 kg: (10) US$ a barrel 
(11) BWD,; Chittagong/Mongia. US$ a tonne. Source: Telerate, international Jute Organisation 





Australia China Hongkong 
<: Economic Growth % {real} (1) 
1990 05 5 23 
1991 2 6 3-4 
International Reserves (5) 
Latest US$16.16b (Feb) US$30.73b {Jan} na, 
Year earlier US$13,27b US$18.84b fa. 
-Trade Balance (total merchandise) 
Latest 3 months. +US$0.59b (Jan-Mar) +US$2.26b (Jan-Mar) -US$1.26b (Jan-Mar) 
ceo Previous 3 months +U8$0.23b +US$3.82b -US$0.14b 
ii Year ‘earlier : US$0.72b +US$0.82b -~US$0.39b 
Exports (7) 
‘Latest @ months US$9.86b US$13.39b US$19.60b 
% change previous 3 months “3.6 363 -17.6 
< Sw change year earlier +64 +24.2 +17.9 
US$9.27b US$11.14b US$20.86b 
24 34.0 “128 
45.8 +41.7 422.6 
dul0-Jun8t=100 Feb 1990-100 Oct 84-Sept 85=100/2) 
Latest 3. months index average 2144 {Jan Mar) 101.8(11) (Feb) 152.8 (Jan-Mar) 
Ye change previous 3 months 0.2 na. +36 
< change year ear! a Agi 3 +48 +149 
Money Supply (3 
Latest $200: Sobi) 1{Feb) Reb 1,361,28b (Jul-Sept} et 44b {Mar} 
% change previous month D8 +7.8{40} 
y change year earlier 489 429.3: Ae ? 


Currencies US$? worth: 


Spot 
20 May ratet 
Australia dolar 1.2793 
Bangladesh* taka 35.70 
Britain pound 0.5824 
Brunei dollar 17762 
Burma* kyat 6.28 
Canada dolar 1.4493 
France franc 5.8705 
Germany mark 1.7318 
Hongkong dollar 7.7905 
india rupee 20.6164 
Indonesia rupiah 1,944.00 
Japan yen 138.48 
Macau* pataca 8.05 
Malaysia dollar 2767 
Nepal* rupee 32.281 
New Zealand dollar 1.7004 
Pakistan rupee 23.6563 
Papua N.G. kina 0.951 
Philippines peso 27.765 
Singapore dollar 1.7762 
South Korea won 725.40 
Sri Lanka rupee 40,544 
Switzerland franc 1462 
Taiwan NT dollar 27.294 
Thailand baht 25,645 


3 ; 












Year 
agot agot 
1:2857 42677 4.3068 
36.80 35.98 34.00 
OSs767 9.5096 0.5933 
4.7708 4.7185 1.854 
6.30 592 685.. 
1.1501 4.1595 1.1778 
5.8025 5.0445 5:6085: 
17135 4.4824. 1.6632: 
7.7925 RIQE TTB 
20.4478 48.8768. 17,2906 
1,943.00 4.944.005. 4,823.00" 
439.30 130,30 453.55 
8.05 8,05 8.05 
2,7598 ` 2.60235 2.7033 
32.00 30o 24.00 
1.7018 1.8479 1.7422 
28,5563 24.8881 21.8981 
0.95298 9.9378. 0.9689 
28.014 28.125. 22.915 
4.7708 17155 1854 
726.90 721.00 710.00 
40,11 30.7803. 
4,274 1.4025: 
2730 27405 






BA 


Communist countries: China US$=Rmb 5.2626. HKG-=-Rmb 0.66995 
Soviet Union US$-Rouble 0.5919 ‘Laos US$eKin 700.00 
Vietnam US$=Dong 7,920.00 Cambodia US$=Riel 600.00 






Other: 


SDAt=US$1.334t4 ECUT=US$1.18995 SE=MBy 55095 
“Official rate {Middle rate Source: Telerate for spot rates, Dao Heng Bank Ltd for officia rates: 


Currency deposit and bond yields l 


Eurocurrency and Pn currency unit = rates (%}t 
3 











42 
20 May ue months ea, months 
us$ 53375 5.9375 €.125 $o 
Sterling 11875 114375 114875 41,0625 
Yen 7.875 7.71875 759375 FAS 
Swiss Fr. 8.0625 8.125 8:125 300 
Dm 8.75 8875 gae 40825 
à$ 10.0625 10.0625 70,00 10.0625 
cs 8.8125 8.875 gg ‘9.4875 
ECU 9.5625 9.375 9.3928 SEIR 5 S t SEE 


Olfered rate. Source: Telerate, Salomon Brothers 


india Indonesia 

4(4) 7 

3.5-4(4} 7 

US$2.34b (Mar) US$8.07b (Mar) 

US$4.11b US$5.24b 

-US$2.34b (Nov-Jan} +US$0.88b(8} (Dée-Feb). 

-US$1.72b +US$1.656 

-US$1.26b +US$1.52b 

US$4.64b yi 54b(8) 

+78 

+10.5 RA 8 

US$6.99b US$6.65b(8) 

415g 38.4 

+27.9 +52.0 

1982-100 Apt 88-Mar 89-100 

m 7 (Nov-dan} 118.1 {Jan van 

+44 

ue 1 +94 

ee 2.61119) (Feb) Fis 85: en Feb) 
Bae ah) 

+165 - 142. 7 


; Economic indicators, selected Asian countries 


Malaysia 


Japan 
58 
a8 


US$72.79b (Mar) 
U8873.54b 
+US$8.656 (Nov-Jan) 
+US$13.63b 
#U8$10.076 


USSTS. 76b 


4986-100 ' 
108.0 (Nov-jani ne 
we, ; 


ee 


¥502 241 (Dec) 5 
es a. 
85 





10 year govt 
bonds yield 


8.09 
1042 
663 0 
8.37 
10,50: 
9.60 
at 





Ga ii « 
88. 


`- US$10.53b (Oct) 


US$7.03.. 


“ susso.oto (Nov. sian) 
860,200. 


#US$0.63b 


US$8.25 


“49908100 
~ 402.8 (Jan-Mar 


+8 
43.7 


uses -900 Dec} 
i 4 


if) Official and other estimates of GDP (GNP in Japan) a Consumer Price Index A-{3} M2 or currency plus bank deposits {4} To March: {5} IMF definition of reserves minus gad except for Singapore (By) fob: Phat. 
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Stockmarkets 





a an New York, Tokyo move leitos a a a Hongkong rises, then dons. coe 
Sino-British talks a a a Manila surges as new firms prepare to list a a a Taipei shrugs 
off news of power rationing to keep rally alive in week ending 21 May aus 
































































Hongkong | Kuala Lumpur .— || Bomba: Manila otsak 
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Average daily turnover 
US$362.8m 





PE. ENPI Caen ees 


Zealand 
1,300 Taray Index, * 


Average daily turnover 
Weighted index, US$2.01b 
350. 6,442.21 ji h 
kee: S ES SR F 


-Market ca Htalisation-weighted index of nine Asian bourses excluding Japan, published by Asian Markets N Monitor, a Review newsletter, 1t Jan. 1990-190 


interest rates (%) : i 


Thailand Prime Interbank Interbank ‘Interbank 
20 May lending ft month} 3 monthst 6 months} 


25 oe | 83 9 54 16 ia i 40: qoag7h 
1525 ES 5B 3:9 #9 7585 Australia 5.00 50 0: A375 10.35038. 
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USS, 30b (Mar US$28.08b.(Jan) US$12.98b (Mar) US$75.84b (Feb} US$14.23b (Mar) ; 
11880,7990. US$21.26b US$13.85b US$73.19b US$11.06b Hongkong 9.50 6.1875 6.437 


Indonesia 26:00 22.50 23.00 














-US§2.24b (Jan-Mar) -US$3.99b (Feb-Apr) 4US$1.41b {Feb-Apr) © -US$2.81b (Jan-Mar) 

-US$2.065 -US$2.54b +US$2.460 -US$2.75b Japan 96 

-US$2.18b -US$1.84b +US$1.25b -US$2.24b l ke 
i "7875 7.9978 7.8125 

US$14.55b Users 476 US$16.25b US$6.43b ! 

68 69 85 40.3 Malaysia 728. 744 749 

$22.4 +106 +15 +21.1 
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SHROFF 


Hope wells eternal a 


pated rights issue of Gordon Wu's 
Hopewell Holdings was unveiled 

on 21 May. At HK$5.5-5.8 billion (US$705- 
0745 million), the one-for-one issue was 
Hongkong’s biggest ever by a single com- 
any. 

P The offer can have caught nobody by 
: | Surprise, since in one form or another it has 
| been loitering around the market for about 
three years: a HK$3.8 billion rights issue 
“was pulled in the wake of the 4 June 1989 
|: Peking massacre, and a HK$5 billion con- 
‘| vertible package fell victim to Iraq's inva- 


S lanked by a full praetorian guard of 
ne I lowe the much-antic- 





| sion of Kuwait in August last year. 


This length of wait has at least this bene- 
fit: the secret was so open that there was no 


: : > quick money to be made by, for example, 
<| playing the warrants prior to the issue. 


After trading resumed on 22 May, the 1991 
warrants were trading at a discount of 
-j about 2%, which is in line with how they 
| have been trading since early this year. 
Despite its size, the issue will doubtless 
get off to a good start, since it arrives in 
- | the forum with a panoply of outriders: 

| Wardley; Peregrine; the Bank of China's 
China Development Finance; Sun Hung 
_ =} Kai International; DKB Asia; and Hakaroy, 
| a personal vehicle for Li Ka-shing. 

--| The pricing looks reasonable. The HK$3 
a share offer is a discount of more than 30% 
against the HK$4.30 at which Hopewell 
was suspended on 20 May. Wardley’s net- 
asset calculations show Hopewell worth 


-| HK$5.31 per share prior to the issue, and 


HK$4.04-4.05 after the issue. 

But if the pricing is acceptable, is there 
really an extra HK$3 of business backing 
each share? The answer is that with some- 
{one as visionary as Hopewell boss Wu, no- 
| body knows. More than half the proceeds 
¿are to go to projects which at present exist 
only on paper. 

About HK$1.8 billion is intended as 
seed-com equity in Hopewell (Thailand), 
which will manage the proposed Bangkok 
elevated road and rail system. A further 
HK$1.6 billion is to go towards power sta- 
tion projects in China and the Philippines 
which have not yet been signed. 

The announcement. says that “due to 
the long-term nature of group projects, the 
allocations of equity and debt funding, and 
therefore the use of the proceeds of the 
rights issue, may be reassessed from time 
to time.” Quite so. 

Both Wu and Li’s Cheung Kong are to 
subscribe to their full allotment. Cheung 
Kong will be spending roughly HK$570 
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million on new Hopewell shares commen- 
surate with its 9.96% stake, a flea-bite com- 
pared with the HK$20 billion cashflow from 
property sales it can expect over the next 
three to four years. 

Wu, by contrast, will have to stump up 
about HK$2.75 billion in order to avoid di- 
luting his 51% shareholding. Since the 
Hopewell boss is not a particularly rich 
man by Hongkong tycoon standards (and 
is certainly not in the same league as Li), 
Shroff must assume that practically the 
entire stake will be mortgaged — probably 
to his ever-loyal backers, the Hongkong 
Bank. 

In circumstances like this, Li’s stake in 
Hopewell is probably of greater comfort to 
the banks than to Wu himself. But though 
this will make Wu uncomfortable for a few 
years, Shroff shares the Hopewell boss’ es- 
timation of the company’s medium-term 


Third time lucky? 





Hang Seng Index 


Hopewell 
Holdings 





rights issue | 
pulled Í 











prospects. Within three or four years, 
the cashflow from the Hongkong-Canton 
superhighway alone could be considerable. 
Shroff finds it hard to believe that the 
underwriters have not been satisfied about 
the status of the projects for which the 
money is earmarked. And with the big 
fund-raiser now out of the way, there is no 
reason why the stock should continue to 

underperform the Hang Seng Index. 
@ Michael Taylor 


The Singapore Government seems to have 
done well in buying a 30% stake in British 
hotels group Mount Charlotte Investments 
for £227.5 million (US$390 million). The 
deal is unusual in that Mount Charlotte is 
no longer a quoted company on the Lon- 
don Stock Exchange. Normally investment 
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agencies like Temasek and the Government 
of Singapore Investment Corp. take stakes 
of 1-5% in quoted companies abroad. The 
shares are easily traded and the govern- 
ment is not, in any sense, in partnership 
with the foreign company. 

The close association of a government 
and a foreign businessman could lead to a 
variety of embarrassing situations and even 
potential conflicts of interest. What if 
Mount Charlotte, wholly owned by New 
Zealand’s Brierley Investments, were to 
need a Singapore Government approval for 
a venture there? Would its rivals feel confi- 
dent that they had an equal chance or 


would they fear the government might | 
show favouritism to the company in which | 


it has an investment? 


The investment is attractive nonethe- 
less. The British hotel industry, as else- | 
where, has suffered from people's reluc- | 


tance to travel during and after the Gulf 
War. Mount Charlotte’s provincial hotels 
may have escaped the worst of this, but 
they cannot have escaped the effects of Bri- 
tain’s severe recession. 

The Singapore agencies paid 85 pence a 
share, 12 pence more than Brierley paid for 
them last year. This is.a reasonable price be- 
cause the extra amount being paid is less, 
as a percentage, than the rise in the British 
stockmarket since then. 

Brierley is a willing seller, because when 
it offered to buy 30% of the hotel group it 
was compelled under British takeover rules 


to launch a full bid. Because the stock-. 


market was depressed at the time there 
was an abundance of takers, forcing Brier- 
ley, in effect, to privatise the company. The 
firm will be able to use the money to cut 
its debt. But what about the agencies? 

Whenever most professional fund man- 
agers take an investment in an unquoted 
company such as Mount Charlotte, they 
want to be able to see a door marked 
“Exit.” One way out would be to have an 
agreement with Brierley that Mount Char- 
lotte will be re-floated on the stockmarket 
within a certain period of time. 

When asked about this possibility by 
Shroff, Brierley became a little coy and said 
that the last details of the contract had not 
yet been finalised. But it is a good bet that 
within about four years, Mount Charlotte 
will be floated off again or else sold in its 
entirety. Either way, the Singapore agen- 
cies will find that any problems with con- 
flicts of interest for their government will 
disappear and at the same time they will 
cash in what might well be a handsome 
profit. m James Bartholomew 
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CLASSIFIED ADVERTISEMENTS 


Property 


PRD SPECIAL PROJECTS / COMMERCIAL DIVISIONS 














Two exceptional investment 
opportunities in the heart of 


Australia’s Gold Coast. 


te A 
[| 4 EACH N 
BE AUCTIONED 


YY A 26 level resort building in 
central Surfers Paradise, comprising 
xury holiday apartments. 

7 * 110 fully furnished strata titled, air 
conditioned holiday apartments (one brm 
units, two brm units, three brm units) 

* basement car spaces 

+ 50 metres from beach 

* guest facilities include swimming pool, 
full size tennis court, restaurant, office, 
barbecue area and landscaped grounds. 


Beachside 
A luxury holiday unit building 


in the tourist heart of Australia’s 


famous Surfers Paradise. 


77 fully furnished strata titled, holiday 
apartments over 17 levels (one brm 
units, two brm units and Penthouses) 


basement car spaces | 
80 metres from beach 


facilities on site include restaurant, 
swimming pool, tennis court and 


barbecue entertaining area. 





For Sale by public auction, Mortgagee exercising power of sale. 


Tuesday June 25, 1991 at llam at the Ramada Hotel, 
Surfers Paradise, Gold Coast Australia. 
DETAILED PROPERTY REPORTS AVAILABLE 


Contact Den Dietz, Director PRD Special Projects Division 
or Jim Keys, Marketing Manager PRD International Division 


62 Appel Street SURFERS PARADISE QUEENSLAND 4217 
Dedicated to Service Ph: (075) 88 0088 Fax: (075) 92 1632 


For QUALITY response... 
advertise in this section 
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Freedom to spend on space 


apan’s large contribution to the US- 

sponsored Freedom space station has 

come as a welcome surprise to those 

who have long complained about Ja- 
panese reluctance to participate in big ex- 
perimental projects. 

The largest international science project 
ever undertaken, Freedom will house a 
US$30 billion laboratory complex, together 
with shuttle docks and solar-energy gen- 
erators. Construction is due to start in 
1996. When it is completed in the next cen- 
tury, the station will be as big as a football 
field. 

Japan’s contribution, at a cost of US$2.3 
billion, will be a laboratory module known 
as JEM, whose construction is being super- 
vised by the semi-governmental National 
Space Development Agency (NASDA). 

A pressurised laboratory will permit ex- 
periments with new materials in microgra- 
vity. It will be complemented by a storage 
module for specimens and materials — 
which will also be capable of transporting 
them back to Earth — and an exposed plat- 
form. The latter, equipped with a remotely 
controlled manipulator arm but also reach- 
able via an air-lock, will allow experiments 
to be carried out in observation, communi- 
cations, and materials processing in the 
vacuum of space. 

Japanese support comes at a crucial 
period for “big science” projects, which are 
becoming so expensive that in- 
ternational participation is es- 
sential. The US superconduct- 
ing supercollider (ssc), for 
example, will cost more than 
US$8 billion. 

Would-be foreign partners 
have often been irritated by the 
slow responses of Japan’s cum- 
bersome bureaucracy, which is 
forever “seeking consensus” 
among Tokyo ministries on 
whether to participate in pro- 
jects such as the ssc. Japanese officials have 
argued that, because of budgetary con- 
straints, the science ministries are too poor 
to pay for new programmes without cut- 
ting existing ones. In addition, research 
funds are dispersed — making big, long- 
term projects dependent on the coopera- 
tion of many decision-makers. 

Tokyo’s commitment to the Freedom 
project, however, seems to be an exception. 
It owes something to the fact that US presi- 
dent Ronald Reagan's appeal for Japanese 
participation in 1984 was not merely a 
call for cash. Reagan also offered the 
prospect of negotiation in determining the 


82 


early design phase of the programme. 

Moreover, the space-station proposal 
gave impetus to the long-range plans of 
NASDA and its government sponsor, the Sci- 
ence and Technology Agency (STA). Free- 
dom would allow them to expand from roc- 
ket and satellite hardware into manned 
space programmes. 

The development of a heavy launch 
vehicle, NASDA’s main focus for the past 
several years, is nearing completion. Once 
its H-2 rocket — capable of lofting 2 tonnes 
into geostationary orbit — gets off the 
ground around 1993, the agency and its 
many private-company participants will 
need new goals. 

They have found them in the Freedom 
project, the development of an unmanned, 
reusable “orbiting plane” and the broader 
potential of manned spaceflight. (So far, 
only one Japanese has been in space — a 















television journalist taken aloft by the 
Soviets; three others are due to fly on US 
shuttle missions.) 

In addition, the Japanese-sponsored 
Freedom modules will be built almost en- 
tirely in Japan. The US will supply specifi- 
cations and some advice and pay for most 
of the infrastructure. While there will be no 
wholesale transfer of US knowhow, the 
project offers Japanese aerospace com- 
panies a cost-effective way of developing 
their own manned-space technology. 

Among the Japanese firms with an ac- 
tive stake in the project are Mitsubishi Elec- 
tric, Kawasaki Heavy Industries and NEC. 
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They see participation as a means of reserv- | 
ing a market share — perhaps eventually 
even propelling them into an arena now 
dominated by US rivals. Indeed, it was cor- 
porate lobbyists’ appreciation of the poten- 
tial benefits of the Freedom project that en- 
couraged Japanese politicians to vote the 
extra funds to support it. 

The companies also share with Japanese 
university scientists an interest in basic 
research into the effects of microgravity. 

In the weightlessness of space, for 
example, it should be possible to grow cry- 
stals free of the distortions produced by 
gravity. This could offer a thousand-fold in- 
crease in strength and reliability, perhaps 
enabling better superconductors, computer 
chips and construction materials to: be in- 
vented. 

Container-less processing could reduce 
the harmful effects of contaminants on de- 
licate chemical reactions. In space, surface 
tension binds liquids into spheres, which 
can be trapped and manipulated in magne- 
tic fields. This could speed. the purification 
of medically useful substances by elec- 
trophoresis. And supercooling of molten 
compounds — hampered on Earth by the 
containers in which they sit — could be- 
come instantaneous. This may allow the 
creation of superior non-silicon glass media 
for lasers and optical fibres. 

Biological experiments will probably also 
figure among JEM’s tasks. These will focus 
on human adaptation to the space environ- 
ment — including, for example, Freedom 
astronauts’ susceptibility to “space sick- 
ness,” a nausea that traditional drugs can- 
not cure because the body digests things 
differently in space. 

JEM should be completed by 1999. Japan 
will spend more than US$130 million on 
the project this fiscal year, rising to US$200- 
300 million the following year. 

The whole Freedom project, however, 
still faces financing problems. Maintenance 
charges could total US$100 billion over its 
30-year lifetime, pushing research costs to 
an unviable US$1 million an hour. This has 
already forced the US to alter the design 
many times, to the annoyance of Japanese 
decision-makers. 

Nevertheless, JEM stands as a rare exam- 
ple of extra-budgetary increases by the Ja- 
panese for an international big science pro- 
ject. But other such projects are unlikely to 
benefit from the unusual conditions of its 
acceptance. Freedoms attraction was that it 
enabled many key people to develop cost- 
effectively technologies that they already 
desired. E Robert Crawford 
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How the legend unfolded 
in Hong Kong, 








MANDARIN ORIENTAL 





HONG KONG 


In the East, hospitality is an art, much 
like the graceful calligraphy which 
the world has long admired. 

And this tradition of perfection was 
Asia’s legacy to Mandarin Oriental 
Hong Kong, when it first opened its 
doors over a quarter century ago. 

It led us to create a hotel with an 
atmosphere of understated splendour, 


SM 


providing superb, unobtrusive service. 
So that your stay at Mandarin Oriental 
Hong Kong will be nothing short 

of perfect. Today Mandarin Oriental 

is a legend, and like its sister, 

The Oriental Bangkok, it is consistently 
voted one of the finest hotels in the 
world. Our story began as a quest 

for perfection. And lives on as a legend. 








MANDARIN ORIENTAL 
THE WORLD'S FINEST HOTELS 








“Unlike me, my Rolex never needs a rest? 


Wherever his travels may take 
him, Placido Domingo takes a 
series of green bound books. Into 
these he writes his engagements 
three years ahead; such are the 
demands of the major Opera 
Houses of the world on the man 
acclaimed as possibly the greatest 
living tenor. 

Placido Domingo has commit- 
ted some eighty different operatic 
roles to memory. He believes this 
daunting repertoire is necessary to 
attract the widest possible audi- 
ence. For this is his ambition: to 
help more people, all over the 
world, enjoy and appreciate the 
music he loves. 

In recent years, Domingo has 
presented a live video perform- 





Me y a 





ance of ‘La Boheme’ to an audi- 
ence outside Covent Garden. He 
provoked a rapturous ovation in 
China (until then, Chinese audi- 
ences seldom even applauded). 
And a legendary curtain call in 
Barcelona lasted one hour and 
fifty minutes. “It would have been 
easier, Placido has said, “to sing 
the opera all over again’. 

Over and above this punish- 
ing schedule, Placido has sung 
many benefits, has been appointed 
President of the European Youth 
Opera, has appeared in films and 
videos, and has renewed his 
interest in conducting. 
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As a student at the Mexico 
City Conservatoire, this was his 
main study. Now Domingo can 
bring all the experience of his 
singing career to bear on his con- 
ducting. “The operatic conductor 
is like a Roman charioteer, he 
says. “He has a hundred horses 
on stage and a hundred horses in 
the pit. And he has to control 
them all.” 

To keep up with these ever- 
increasing demands on his time 
Placido Domingo, the Ambassador 
of ra, relies on his Rolex. “This 
watch is perfect for me,” he says, 


“because, unlike me, it never needs 


a rest. You could say it's 
one of my favourite 
instruments.” 
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ON aw a330 THERE'S AS MUCH 





ROOM FOR HAND LUGGAGE AS SOME 





Airbus aircraft are well known for their 
innovative technology and forward-looking 
design; but only where it counts. When it 
comes to practicality, Airbus also provides the 
simplest solution; like more useful space. 

With the standard super-bins, the interior 
configuration of the A330 provides more 
olume per passenger for carry-on baggage 
han any comparable aircraft. 


This means greater passenger appeal, 


ster turnround and a more comfortable 


ight for both passengers and cabin crew. 


PLANES ALLOW FOR PASSENGER 





Operators will also appreciate the A330’s 
spaciousness in other ways. The optimised 
Airbus wide-body fuselage cross-section 
allows for wide aisles and flexibility of 
seating configuration, from 6-abreast first 
class sleeperettes to a 9-abreast high-density 
layout. 

Remember, an uncomfortable flight is 
something passengers won't take lying down. 


© AIRBUS INDUSTRIE > 
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Differences on Dhaka 

< Your coverage of the recent events in 
_ Bangladesh has led us (and many others 
professionally involved with that country) 
‘to express serious scepticism regarding 
your Dhaka correspondents despatches. 
Over the past six months, as the regimes 
changed in Dhaka and as the latest disaster 
struck the coastal areas of that country, the 
Review has only managed to print the 
myopic viewpoints of your correspondent 
‘in most cases. 

Beginning with the laudatory pieces on 
H. M. Ershad and his regime in the past, 
the REVIEW has now come to extolling the 
present “government's improved organisa- 
tion for disaster relief,” while the reality in 
















Bangladesh then and now as has been re- 
ported elsewhere remains starkly different. 
Remember the small piece lauding Ershad 
for taking steps against communal riots in 
Bangladesh in November, which every- 
body (in Dhaka, at least) knew was set up 
by two of the then government ministers? 
Now, as the inefficiency of the bureaucracy 
and the inability of the economy to manage 
the aftermath of the cyclone is being re- 
ported reliably elsewhere the [REVIEW, 16 
May], has taken on the public relations job 
of window-dressing the Bangladesh Gov- 
ernment. 

Your correspondent’s election coverage 
was embarrassingly subjective as was your 
allowing Enayetullah Khan to write THE 5TH 


COLUMN on democracy in Bangladesh. 
Khan was Ershad’s ambassador to China 
and Burma before he was recalled follow- 





ing a scandal. MANUEL HOOK 

KANAY L. SARKAR 
Washington, D.C. AN WEI 
Long road to peace 


I sympathise with Raoul Jennar’s anxieties 
surrounding the UN initiative to settle the 
conflict in Cambodia through the draft plan 
for a Comprehensive Political Settlement 
[THE 5TH COLUMN, 9 May] However, I find 
that his somewhat gloomy perceptions 
overlook some basic realities. 

No one is supposing that bringing 
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asy. But surely, step by step, it will come 
ver time with suitable vigilance from the 
ternational community. The fact that “the 
ification process proposed in the draft is 
tirely voluntary, and rests on nothing 
nore than the goodwill of the belligerents,” 
_ is not a defect, as Jennar suggests. It is a re- 
- flection of military stalemate in Cambodia. 
When he says that “the draft CPSA pro- 
vides no guarantee of a happy ending to 
this process,” Jennar seems to miss the 
< point of the disengagement process offered 
_. by the UN. The UN is not in a position to 
__ impose peace if the Cambodian parties do 
< not. want it. The UN in this case is a 
mediator, not an enforcer. Its mandate is to 
gain acceptance of its rules of disengage- 
“ment, and to monitor and verify, allowing 
_ the process to build up stage by stage until 
-sucha time that all the Cambodian parties 
_ feel secure enough to progress to elections. 
= An undercurrent throughout Jennar’s 
_ essay seems to be a longing for the inter- 
_ vention of some superior power to prevent 
_ the return of the Khmer Rouge, even to put 
o their leaders on trial for genocide. Short 
of divine intervention, there is no such 
power. 
Yes, following the UN plan for elec- 
- tions, the Khmer Rouge will certainly have 
“members of parliament in Phnom Penh, 
and they will enjoy immunity from pro- 
secution for any previous, alleged crimes — 
just as the other factions will. These rules 
are essential components of Cambodian na- 
tional reconciliation, upon which the dip- 
lomatic community now broadly agrees, 
though many still suffer fear and anxiety 
arising from Cambodia's “recent past.” 
¿Itis not up to. outsiders to try to “fix” an 
election, or to intervene to determine what 
shape a coalition government in Phnom 
Penh should take. Cambodians, more than 
anyone else, are aware of the horrors their 
country has experienced over the past 20 
years. They are capable of making their 
own ‘choice. 


Hua Hin, Thailand JOHN LAIRD 





Boost for Asian satellite link 
‘L read with interest Michael Westlake’s re- 
port Reach for the stars [30 May]. I would 
like to take this opportunity to correct a 
“point of view attributed to Business News 
Network (BNN), and to clarify our use of in- 
‘ternational telecommunications systems. 
Far from “resenting” HutchVision’s ex- 
clusive international broadcasting rights on 
_ AsiaSat, we are encouraged by the com- 
_ pany’s ground-breaking efforts to develop 
the satellite-television market in Asia. To a 
large degree, the success of each regional 
“satellite broadcaster is linked, and vital to 
“the overall development of the industry. 
-» For the first two years of BNN’s operation 
-our business and financial television chan- 
nel is targeted at a select group of countries 


(13 JUNE 1991 


genuine peace to Cambodia is going to be 


that are most appropriately served by other 
regional satellite systems. 

In addition, we have recently entered 
into an agreement to lease a transponder 


on the Unicom satellite system. By 1994 our | 


signal will simultaneously link Asia, Aus- 
tralasia and the West Coast of the US. 


EDWARD MILWARD-OLIVER | 


Hongkong Managing Director, BNN 





_ No connections 


In reference to your article Fireworks fall- 
out [23 May] where I was identified as “one 
of Bright Sparklers’ current directors,” and 
“is believed to be a relative of Daim.” 

I wish to clarify that I am no longer a di- 
rector having resigned before the tragedy, 
and that I am not a relative of Daim Zainud- 
din. Further, if the statement was intended 


to imply that I was Daim’s nominee in the | 


company, I wish to state that I was not. 
Kuala Lumpur ZAHARI ABDUL WAHAB 





Earnings at a price 

Regarding the article Listing heavily [30 
May], it suggests that we take a negative 
view of the issue, but we have actually re- 
commended subscription to the offer of 
Ayala Land, Inc. (ALI). The stock being of- 
fered is pricey, but we think it is worth the 
premium for several reasons. 

The ALI stock is being offered at a 29% 
discount off market net asset value. While 
other property firms yield deeper dis- 
counts. ALI properties are arguably the best 
in the Philippines. 

At P26/share, the stock offers at 58 
times 1991's projected earnings. However, 
the price earnings multiple falls to 35 times 
in 1992 and further into the future, reflect- 
ing strong earnings growth. Subscribers 
would partake of the company’s manage- 
ment excellence, its vast landbank, and 
array of income-generating properties. 

We also share Tiglao’s concern about the 
slew of public offerings that the Philippine 
market now has to handle. However, we 
believe that the stockmarket is strong 
enough to absorb significant, high-quality 
investment grade issues and thus better 
discharge its equity funding function. 

MARIA LIZA C. JOSON 
Sun Hung Kai Securities 
Manila (Philippines) 





Corrections 

The figure cited in Gambling on the future 
[6 June] for average turnover per meeting of the 
Royal Hong Kong Jockey Club should have been 
the average turnover per race in the 1989-90 
season. 


In the article Death in the afternoon [2 May] 
it was reported that there are 200,000-300,000 
mainland Chinese students in Japan. The 

figures in fact should have been 20,000-30,000. 
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a meeting with President Kim Il Sung. He 
reportedly conveyed the message to Kim 
that the time had come for more dialogue 
between North Korea and the US. One 
possible outcome of the meeting is a visit 
scheduled by top US officials to 
Pyongyang in late June, the first since the 
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Indonesia has agreed in principle to 
allow in a correspondent for the 
Australian Broadcasting Commission 
(ABC), 11 years after the last Jakarta-based 
ABC reporter was expelled for “unfriendly” 
reporting on East Timor, the former 
Portuguese colony annexed by Indonesia 
in 1976. The Australian Associated Press 
is currently the only Australian media 
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Indonesian official said the ABC was 
welcome to submit an application for a 
work visa but gave no indication when 
approval would be granted. Diplomatic 
sources said ABC could be readmitted by 
the end of this year. 
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Employees of a semi-official North 
Korean travel agency which opened 

a Macau office in April have begun 
offering South Korean businessmen 

in Hongkong an opportunity to speak 

to their relatives in the North — 

for a price. Officials of the DPR Korea- 
Macau International Tourism Co. offer to 
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North Korea for US$2,000. Subsequent 
connections are cheaper, though an ie 
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time. ; 





AUSTRALIA 


Battle lost, but war yet to be won for leadership 


Hawke lies wounded 








Labor Prime Minister Bob Hawke 
may have to face another chal- 
; lenge within a few months. He 
won only a Pyrrhic victory in staving off the 
3 June bid by his deputy and treasurer of 
eight years Paul Keating. Even if the mar- 
_ gin of the vote among his party MPs was 
~ Substantial, it was not a commanding 
Majority and the battle left the vestiges of 
Hawke's integrity in tatters. 
Of the 110 federal Labor parliamenta- 
tians who decide on the leadership, 66 
voted for Hawke and 44 for Keating. As 
only 11 votes would be required to change 
-the outcome; Hawke’s leadership has been 
destabilised by the struggle and is wide 
‘open to a second Keating attack. 
-c The dramatic events which unfolded in 
Canberra brought to an end the partner- 
















ship between Hawke and Keating which 

i: was the basis of Labor's record run of four 
election successes that started in 1983. 

: Keating resigned as treasurer im- 

-< mediately after the vote was declared and 

“will now sit on the back benches. His mix- 

ture of invective and sarcastic wit in debate 

has made him Labor's most formidable par- 

liamentary performer. 

His position as deputy prime minister 
has been taken by the left-wing Minister for 
Community Services and Health, Brian 
Howe. This is a reward to the Left for stay- 
ing with Hawke. The new treasurer is John 
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Kerin, previously minister for primary in- 
dustries and energy. Kerin is a moderate 
rightwinger in Labor terms. He is well-liked 
but has none of Keating's political acumen. 

Events leading up to the Keating chal- 
lenge dealt a serious blow to Hawke's 
standing in parliament and the nation. Par- 
ticularly damaging was the revelation that 
he misled the Australian electorate over the 
leadership issue in the 1990 election. 

The Liberal-National Party Opposition 
was quick to label the prime minister a liar 
in parliament and it is undoubtedly a label 
which will now stick. It emerged that he 
and Keating had made a secret deal in 1988 
for Keating to take over the prime minister- 
ship some time after the 1990 election 
in time for Keating to establish himself 
before the 1993 election. Despite this com- 
mitment to Keating, Hawke went to the 
Australian people in 1990 and promised — 
no fewer than eight times during the elec- 


tion campaign — that he would remain 
prime minister for the entire parliamentary 
term. 

On the day of the leadership vote, op- 
position leader John Hewson moved a mo- 
tion of no-confidence in the prime minister 
on the grounds of Hawke's “repeated 
lying” to the Australian people. 

The motion was defeated on party lines, 
but the damage Hawke's deceit has in- 
flicted on his already shaky position is 
probably irreparable. 

Hawke's refusal earlier this year to hon- 
our his commitment to Keating provoked 
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the challenge. Keating had concluded that 
Hawke had no intention of honouring his 
promise. He had already displayed his lack 
of trust in Hawke by insisting on the pre- 
sence of witnesses when the deal was 
made at the prime minister's Sydney resi- 
dence, Kirribilli. The two witnesses chosen 
were leading union boss Bill Kelty and mil- 
lionaire business tycoon and Hawke's long 
time friend Sir Peter Abeles. 

There is now some argument over who 
asked whom to be witnesses to the meet- 
ing, but for many of the Labor faithful this 
is simply esoteric. The presence of Abeles 
was enough to anger them. Among his 
numerous interests, Abeles has a half-share 
of Australia’s domestic airline, Ansett, with 
media mogul Rupert Murdoch. Neither 
businessman is universally loved by the 
Australian Labor Party. 

The fact of there having been a deal to 
sew up the prime minister's position has 
not enhanced the stature of Keating or 
Hawke, and the presence of non-elected 
parties has incensed people outside the 
Labor Party as well as party members. Aus- 
tralia prides itself on being a representative 
democracy in which the prime ministership 
is won by an open vote, not handed over in 
secret back-room deals among “mates.” 


awke’s explanation only rein- 
forced the image of deception. “It 
was understood, including. by 
those at the Kirribilli meeting, 
that it would be fatal to go into the election 
saying that I would stand aside because 
. . . the election was already being run in 
terms of ‘a vote for Hawke is a vote for 
Keating’,” Hawke said. 

“It was agreed at the meeting at Kirribilli 
that no reference would be made to this fact 
for that obvious reason.” 

After Hawke retained the. leadership, 
Keating announced he would not challenge 
again. His supporters have indicated they 
will continue to pressure Hawke to step 
down, thus ensuring Keating becomes 
prime minister without the necessity of a 
direct challenge. 

Keating's supporters include the Labor 
Party’s strongest “numbers” men and most 
capable ministers, among them the formid- 
able Sen. Graham Richardson. who orches- 
trated the toppling of former Labor leader 
Bill Hayden, now governor-general, in 
favour of Hawke in 1983. That leadership 
coup was also organised in two stages — a 
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challenge to destabilise Hayden, followed 
by his resignation so that Hawke could step 
in 


Although Keating is unpopular with 
Australians, both because of his style of 
personal invective and because he is seen 
as the architect of the country’s economic 
woes, the odds on Hawke withstanding 
the mounting pressure are slim. 

Keating’s supporters believe that, par- 
ticularly now the former minister has shed 
the treasury burden, he will be able to get 
out into the electorate and prove that the 
ogre image he has developed over recent 
years is a false one. Keating has an attrac- 
tive family, a deep and genuine interest in 
classical and contemporary music (he once 
ran a rock band) and his membership from 
last year of a leading Australian Rules foot- 
ball club in Melbourne showed his deter- 
mination to prove that there are other sides 
to his character than those seen hitherto by 
most Australians. 

Keating no longer faces any competition 
as heir apparent to the Labor Party leader- 
ship. Minister for Transport and Communi- 
cations Kim Beazley, from Western Austra- 
lia, was fleetingly seen as a future leader 
some years ago, but has failed to live up to 
expectations and, given the parlous state of 
Labor in Western Australia, may well lose 
his seat at the next election. 

Another point in Keating's favour is that 
the federal Opposition remains lacklustre. 
Liberal Party leader Hewson has failed to 
make much of an impact on the electorate 
and Opposition policies offer little alterna- 
tive to Labor. Labor is well behind in the 
opinion polls and the continuing exposure 
of financial mismanagement by Australia’s 
Labor-controlled states has seriously under- 
mined the party’s credibility. Nonetheless, 
Labor strategists feel that the inadequacy of 
the Opposition gives them a chance to 
counter this record. 

Hawke is now seen as a captive of the 
Labor Left, whose support enabled him to 
retain the leadership. This will not endear 
him to the Australian business community, 
whose backing he needs to tackle Austra- 
lia’s serious recession. At the best of times 
Australian business has a deep distrust of 
the Labor Party Left. 

Hawke has run into immediate prob- 
lems with another influential group suffer- 
ing from Australia’s worst recession in 60 
years — the farmers. They reacted bitterly 
to his appointment of another former union 
friend, Simon Crean, as Minister for Pri- 
mary Industries to succeed Kerin. Crean 
has never been a friend of the farm lobby. 

Hawke has vowed to heal the rifts 
created by the Keating challenge, but his 
tenuous hold on the leadership will proba- 
bly make that impossible. Current specula- 
tion is that his own supporters will suggest 
to him that he should leave office before the 
end of the year rather than face another 
challenge. a 
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US and Canada show concern over territory's future 


Declaring an 





By Stacy Mosher in Hongkong 

formal visit to Hongkong in May by 

Canadian Prime Minister Brian Mul- 

roney, and an almost simultaneous 
speech on the colony’s human-rights situa- 
tion by a top US official, have underscored 
the way Western leaders have begun trying 
to influence events in Hongkong rather 
than merely echoing British policy. 

Both Canada and the US share a broadly 
defined strategic interest in Hongkong, 
arising partly out of the colony’s role as an 
international city observing a Western- 
based rule of law. But Britain’s apparent in- 
ability to deal with increasing 
Chinese interference is creat- 
ing what some diplomats see 
as a potentially dangerous 
power vacuum. 

The most recent cause for 
alarm are talks concerning plans 
for a new airport and related 
projects, which have reached 
an impasse on the issue of 
whether China should be al- 
lowed to scrutinise Hongkong 
Government projects or polic- 
ies that straddle the reversion 
of the colony to China in 1997. 

Until recently, foreign offi- 
cials restricted their remarks to 
bland avowals of faith and 
support for the 1984 Sino- 
British Joint Declaration, well 
aware of China’s sensitivity to 
any internationalisation of the Hongkong 
issue and any moves towards the develop- 
ment of a multi-China policy. But as Hong- 
kong’s situation has become more appa- 
rently untenable, some Western leaders 
have begun to bite the bullet and speak out 
publicly on local affairs. 

During an April visit to the colony, the 
Australian Minister for Foreign Affairs and 
Trade, Gareth Evans, expressed concern 
over “any developments — economic or 
political — which would undermine . . . 
confidence in the future of Hongkong.” At 
the end of May, US Consul-General 
Richard Williams called for the resolution of 
conflicts between Hongkong and China on 
key issues. At the same time, Mulroney en- 
dorsed democratic reforms and respect for 
fundamental freedoms. These carefully 
bland and generally optimistic speeches are 
the first such detailed pronouncements of 
their respective governments’ policies, and 
their gentle ripples reflect a much stronger 
dissatisfaction boiling below the surface. 
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A spur to stepped-up international in- 
volvement was provided by the violent 
crackdown on pro-democracy activists in 
Peking on 4 June 1989. Diplomats watched 
with dismay as China labelled Hongkong a 
base of subversion and as fissures in Sino- 
British-Hongkong relations became increas- 
ingly evident in the controversies over 
democratic reform, the bill of rights, the 
court of final appeal and the airport project. 

“After 4 June, China began to see Hong- 
kong as a threat, so it may not have the 
same desire to maintain Hongkong’s econ- 
omy without strong state control . . . Our 
concern has grown that the system might 


Mulroney in Hongkong: exerting influence. 


not be left alone, and the letter and spirit of 
the Joint Declaration may not be abided 
by,” one diplomat said. 

“Everyone was giving Britain and China 
the benefit of the doubt for some time after 
4 June, and they seemed to be making pro- 
gress. But now it’s clear that Hongkong has 
not been included in China's gradual 
reopening to the world. The issue of the air- 
port has shown that other countries need to 
do something, though what we can do is 
limited. We may not know for another 10 
years whether putting our concerns on re- 
cord has actually helped,” said another dip- 
lomat. 

China is not given the full measure of 
blame for Hongkong’s current difficulties. 
Recent scandals in Hongkong’s legal sys- 
tem — regarded as an even more important 
bastion of a free society than representative 
government — have raised great alarm. 
The US is understood to see the British and 
Hongkong governments’ handling of the 
airport issue in particular as unnecessarily 
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fraught with tension, and a study in how 
¿not to carry out relations with one’s nearest 
and much more powerful neighbour. 

Canada is more sympathetic to the 
~ Hongkong Government, seeing the airport 

~ issue as revealing genuine divisions which 
cannot be handled by the usual diplomatic 
© face-saving measures. But Ottawa is under- 

¿© stood to have had reservations about the 
slow pace of democratisation and about the 
inadequacy of multilateral safeguards built 
into the 1984 Joint Declaration. 

A briefing paper prepared by the Cana- 
dian Government for Mulroney’s visit said 
the 4 June 1989 massacre “exposed the po- 
tential weakness of the [Joint] Declaration 
«= as a guarantee of Hongkong’s prosperity. It 

also resulted in an accelerated loss of confi- 
dence by the residents of Hongkong re- 
garding post-1997 arrangements.” 

- In an ad-lib remark during his speech, 
Mulroney stated that “any system that tries 
to promote economic growth without fun- 
damental respect for the well-being of the 
individual and the value of human free- 
doms is doomed to mediocrity.” 
In their recent speeches, both Mulroney 
and Williams explicitly supported demo- 

itic reform in Hongkong. One local poli- 
tical leader noted that, as recently as the 
end of last year, US consular officials 
seemed totally uninterested in the subject 
of political development, and merely 
= echoed the British Government's line on 

the need for gradual evolution. 

«He pointed out that democratic reform 

“is the one area where Britain does not wel- 
come foreign support, as it has itself to 

‘blame for the lack of progress in this area. 
The fact that foreign governments have de- 
cided to speak out on democracy is seen as 
a sign that they have decided to ignore Bri- 
tain’s wishes on this point. 

The US Government is also becoming 
more outspoken on what it regards as a 
-general lack of vision and direction for 

_ Hongkong. “There’s a fundamental change 
_ of environment that is not being under- 

_ stood [by expatriate officials],” one dip- 

lomat said. The US sees a need for more 
rapid localisation in the top tiers of govern- 
ment, more transparency and a genuine 
role for elected legislators in the power 
structure, 
Foreign countries frankly admit a strong 
degree of self-interest as motivation for 
_ their stepped-up involvement in local af- 
o fairs. Some analysts see the US eyeing its 
regional strategic stake in Hongkong, while 
Canadian diplomats stress the depth of 
their mutual economic relationship — and 
the presence in Hongkong of more than 
_ 35,000 people who have returned to live in 
-the colony after acquiring Canadian citizen- 
ship. Both Canada and Australia place 
“heavy stress on Hongkong’s open business 
environment and on its role as a regional 
trade and investment base. 

Hongkong migrants are also exerting in- 
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creasing pressure on the 
governments of their 
adopted countries. Ottawa, 
in particular, admits the 
significant influence exerted 
by the many thousands of 
former Hongkong residents 
now settled in Canada. Fur- 
ther, the presence in Canada 
of 15-16,000 Hongkong 
students — and of more 
than 70,000 returned stu- 
dents in Hongkong — is 
an important source of pres- 
sure on Ottawa. 

Aside from govem- 
ments, overseas activists are 
paying greater attention to 
Hongkong issues. An inf- 
luential US think-tank, the 
Heritage Foundation, began to insist some 
18 months ago that the US Government's 
former “hands-off” policy towards Hong- 
kong had become “woefully indequate” 
after Tiananmen. The foundation has been 
pushing for Washington to make Hong- 
kong human rights a key factor in Sino-US 
relations. 

The response of the Hongkong, British 
and Chinese governments to the recent 
diplomatic moves has been low-key. The 
REVIEW has learned that 30 senior Hong- 
kong Government officials were invited to 
the lunch when the US consul-general 





§ spoke on human rights in 
$ Hongkong in May, but only 
? two, Attorney-General 
” -Jeremy Matthews and Direc- 
tor of Industry Haider 
Barma, actually attended. A 
local official, however, said 
that “orchestrated snubs are 
not our style.” Officials who 
failed to attend were simply 
“busy.” 

A source dose to the at- 
torney-general’s chambers 
told the REviEw that the gov- 
ernment had been shown 
an advance copy of speech, 
which had caused “hot de- 
bate” for weeks, and that a 
request had been handed 
down through Matthews for 
the contents to be toned down. The US 
Consulate, however, denied the speech 
had been submitted to the Hongkong Gov- 
ernment. Rather than being toned down, 
the speech was strengthened on instruc- 
tions from Washington. 

On China’s reaction, diplomats are 
equally guarded. “You'd have to ask 
them,” one said. The local pro-Peking press 
reported on Mulroney’s and Williams’ 
speeches, but offered no editorial com- 
ment. “They may not have been pleased,” 
said another diplomat, “but they need to 
understand our interests.” n 






























PHILIPPINES 


Amidst reports that Washington and 
Manila are near final agreement on the 
fate of the US bases in the Philippines 
after September 1991, texts purporting to 
be part of that agreement are circulating 
in the two countries. One indicates the 
US conceding a great deal, though critics 
say the US has given away little of sub- 
stance, particularly on the question of nu- 
clear weapons in Philippine territory. 
The text, entitled Agreement on Installa- 
tions and Military Operating Procedures, will 
constitute the bulk of the bases accord 
that has been agreed to by Washington 
and Manila, according to Walden Bello, 
head of the San Francisco-based Institute 
for Food and Development Policy, who 
obtained a copy. Naturally, the docu- 
ment is missing crucial information on 
the two sticking points — the duration of 
the new bases agreement and the annual 
compensation the US will pay. Washing- 
ton has requested a 10-12-year extension 
while Manila wants a seven-year term. 
US officials refused to comment on re- 
ports from Manila that Washington was 


The Manila papers 


bending on this issue. Manila has de- 
manded an annual compensation of 
US$825 million, while the US started out 
by offering US$360 million. It has since 
moved towards the demanded figure. 

US officials refuse to confirm or deny 
the authenticity of a document under ne- 
gotiation, but judging from the nature 
and size of the previous US-Philippine 
bases agreements, there is a good chance 
Bello’s document is genuine. 

The document, for the first time; iden- 
tifies one of the objectives of the US mili- 
tary presence in the Philippines as “pro- 
jecting or operating US forces . . . under 
conditions of peace or war.” But the 
tenor of the document is that the US will 
be phasing down its presence. It says: 
“There shall be gradual reduction of the 
authorised US force levels . ~ . at the end 
of the fifth year of this agreement, only 
the following [forces] at substantially re- 
duced levels shall be stationed at Clark 
Air Base and Subic Naval Base as follows: 
naval supply depot, naval magazine [am- 
munition store], ship repair facility at 
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CAMBODIA 


Intractable differences cripple latest peace talks 


Death warrant 


By Adam Schwarz in Jakarta 


hree days of often contentious talks 

that ended on 4 June failed to bridge 

fundamental differences between 
rival Cambodian factions on how to bring 
peace to the war-torn country. 

Diplomats said the lack of concrete re- 
sults at the talks would prevent a reconven- 
ing of an international peace conference on 
Cambodia, and probably precipitate a re- 
newal of hostilities between Prime Minister 
Hun Sen’s government and the Khmer 
Rouge-dominated tripartite resistance 
coalition. A fragile ceasefire has been in ef- 
fect in Cambodia for about a month. 

“The was not as much as we 
hoped for,” conceded Indonesian Foreign 
Minister Ali Alatas who, along with French 
Deputy Foreign Minister Alain Vivien, co- 
chaired the Jakarta meeting. 

While Alatas insisted the peace process 
had not ground to a halt, other officials said 
the Cambodian factions would have to 
show much more flexibility on remaining 





Subic Naval Base; military airlift com- 
mand terminal and maintenance centre 

The document also spells out the eco- 
nomic development of Clark. Manila will 
begin using the airbase, at a date it will 
determine, as a civil aviation complex 
jointly with Philippine and US military 
aircraft 


In deference to Filipino nationalism, 
the document provides: “Only the 
Philippine flag shall be flown alone 
within the bases. However, 
with the Philippine flag, which shall at all 
times occupy the place of honour, the US 
flag may be flown in front of the head- 
quarters of the US commander.” 

On command relationship, the docu- 
ment says: “The bases are under the 
command, administration and control of 
the Philippine commander . . .” 

Critics, including Bello, are offended 
by a passage which says that the two 
governments “recognise the desirability 
of planning for a complete phase-out of 
US forces . . . while also retaining the 
flexibility to provide instead for future ac- 
cess for US forces should [Manila] so de- 
sire.” The critics conclude from this that 
the US does not intend to downgrade its 
presence in the Philippines. 

m Susumu Awanohara 
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differences before outside powers and the 
UN could effectively intervene. 

Some hope for progress flickered on the 
first day of the talks when Hun Sen and 
Prince Norodom Sihanouk, titular head of 
the resistance coalition, agreed on a for- 
mula for leading the Supreme National 
Council (SNC), a 12-member body equally 
split between Phnom Penh and the resist- 
ance. Cambodians agree that the nation’s 
sovereignty rests with the SNC. Under that 
agreement, Sihanouk would join the SNC as 
chairman while Hun Sen would be ele- 
vated from an ordinary member to vice- 
chairman. Both men also agreed to extend 
the ceasefire indefinitely. 

But the Khmer Rouge, who are held re- 
sponsible for the deaths of as many as 1 
million Cambodians during their 1975-79 
tule, quickly scuttled the plan. “If we accept 
Hun Sen as the SNC vice-chairman, that 
would allow the world to think that the SNC 
is functioning,” said Khmer Rouge leader 
Khieu Samphan. “The SNC cannot func- 
tion,” he insisted, “because Hun Sen and 
Vietnam have not accepted” the basic 
framework for peace in Cambodia. The 
Khmer Rouge also declined to commit 
themselves to a ceasefire extension for the 
same reason. 

In his opening statement to the talks, 
Alatas said the November 1990 draft agree- 
ment — the basis for peace in Cambodia 
and hammered out by the Permanent Five 
(P-5) members of the UN Security Council 
in August 1990 — could not and was not 
being presented on a “take-it-or-leave-it” 
basis. He warned the factions, however, 
not to allow the “arduously constructed 
draft agreement” to become unravelled. 

The aim of the Jakarta talks had been to 
find common ground between Hun Sen 
and the resistance coalition on the changes 
sought by Hun Sen. They included: gua- 
rantees to prevent the return of past geno- 
cidal practices; a new schedule for de- 
mobilisation; and a modification of the re- 
lationship between the SNC and the UN 
Transitional Authority in Cambodia 
(UNTAC) — a dispute referred to as the 
sovereignty issue. 

UNTAC has the task of monitoring the 
demobilisation of armed forces in Cam- 
bodia, ensuring a halt to foreign arms 
supplies to the factions and investigating 
allegations of human-rights abuses in the 
period leading up to elections. 

Underlying these concerns, some dip- 
lomats say, is Hun Sen’s fear that the UN- 
crafted peace documents allow too much 
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scope for the Khmer Rouge to return to 
power. Hun Sen is not alone. Confidential 
diplomatic cables leaked to the 
suggest that Australia, at least, has taken 
this concern a step further. Last month, 
Canberra offered support for a proposal 
earlier put forward by UN Under-Secretary- 
General Rafeeudin Ahmed that called for 
the Security Council to provide explicit 
guarantees that it would intervene to pre- 
vent the Khmer Rouge regaining power in 
Cambodia. 

Hun Sen introduced several amend- 
ments to the UN draft agreement at the 
Jakarta talks in an apparent effort to allay 
these concerns. His amendments, a copy of 
which was obtained by the REVIEW, include 
the following: explicit language condemn- 
ing “genocidal practices of the past” and a 
demand for a war tribunal to try former 
Khmer Rouge rulers; a postponement of 
demobilisation until after the elections; and 
a weakening of the scope of the UNTAC’s 
mandate. 

As written, diplomats say, these amend- 





Khieu Samphan rejects Sihanouk. 


ments all but scuttle the UN peace plan. 
The Khmer Rouge will not agree to any 
document which explicitly describes their 
former rule as “genocidal,” while a post- 
ponement in demobilisation is viewed as 
impractical by virtually all parties to the 
peace process other than Phnom Penh. 

The next step for Cambodia is unclear. 
Alatas and Vivien offered their own 
amendments to the P-5 draft, which at- 
tempted to find middle ground between 
the original documents and Hun Sen's pro- 
posed changes. They also said they would 
consult the P-5 on what to do next, though 
a second international peace conference in 
Paris is seen as unlikely. 

More likely, diplomats say, is that either 
the SNC members meet again to discuss the 
same issues or the P-5 authors of the UN 
peace documents go back to work on the 
November 1990 draft agreement. And al- 
most certainly, one diplomat admitted, the 
situation on the ground in Cambodia will 
quickly become “as messy as ever.” a 
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REGIONAL AFFAIRS 





Philippine tycoon wins 

court battle on citizenship 

> Ina narrow 8-7 decision, the Philippine 
Supreme Court has declared real estate 
and plastics tycoon William Tiu Gatchalian 
to be a Filipino citizen and barred 
immigration authorities from going ahead 
with deportation proceedings against him. 
Government lawyers have decided not to 
appeal the judgment. Gatchalian had 
been accused of using forgery to obtain 
citizenship 30 years ago. His case had 
caused widespread panic in the large 
Filipino-Chinese business community, 
which feared it would set a precedent for 
harassment for political or financial 
reasons. Gatchalian himself put at 

least one major building project on hold 
until his status had been resolved. The 
court found that Gatchalian had been 
declared a Filipino citizen in 1961 and 
questioned why the case had been revived 
at all. 


Nepalese premier orders 
colleagues to declare assets 

> Nepalese Prime Minister Girija Prasad 
Koirala ordered his cabinet colleagues on 1 
June to declare their assets within the next 
two weeks to check corruption. He is also 
contemplating sweeping changes in the 
civil, judicial, technical and diplomatic 
services to enhance the image of his 
government, which took office after 
general elections on 12 May. 


Indonesian labour leader 
held on eve of rally 


> Saut Aritonong, the leader of Indonesia’s 
recently established Solidarity labour 
union, was detained for over two days 
apparently by the Bais intelligence agency. 
Solidarity, formed in September 1990, has 
not been ised by the government, 
which does not welcome competition 

for the sole government-approved All 
Indonesian Workers Union. Colleagues of 
Aritonong said he was detained by 
plainclothes officials on 2 June, the day 
before a Solidarity-organised 
demonstration in Jakarta. The officials did 
not carry arrest papers and no formal 
charges have been filed. 


Attack backfires on 

radical Seoul students 

> One of the worst incidents of student 
violence in Seoul — when radicals 
punched and kicked South Korean Prime 
Minister Chung Won Shik on 3 June on 
the campus of Hankuk University of 
Foreign Studies — has touched off a 
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nationwide revulsion against the current 
student unrest. Chung, a former education 
minister, had just finished his lecture at the 
university when about 500 students seized 
him and pelted him with eggs before 
pushing him out through the campus 
gates. Chung suffered no serious injury. 
The university student body issued a 
statement expressing regret over the 
attack. 


Hanoi editor sacked 

over Ho Chi Minh report 

> Kim Hanh, editor of Vietnam's most 
daring newspaper, Tuoi Tre, was ousted 
following the publication of an article on 18 
May suggesting that former president Ho 
Chi Minh had a wife. The article, which 
included a copy of a letter written in 
Chinese characters in 1928 and signed 
“Your maladroit husband, They” — Ho's 
pseudonym at the time — challenges the 
communist party view that Ho was a 
celibate who dedicated his life to Vietnam‘s 
revolution. Kim Hanh, whose newspaper 
regularly publishes hard-hitting articles on 
corruption and scandals, nearly lost her job 
two years ago when Pyongyang protested 
over a series of articles she ran on North 
Korea. 


Social indicators 


Variations in a 


Bangladesh military 

chiefs retired 

> The Bangladesh Government 
announced on 4 June that air force chief 
Air Vice-Marshal Montazuddin Ahmed 
and navy chief Vice-Adm. Amir Ahmed 
Mustafa had been retired with immediate 
effect. The statement did not give reasons, 
but it is understood to have followed a 
report by a special commission of inquiry 
into losses of ships and aircraft during the 
29 April cyclone. 
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Peking confirms Mao 
widow’s suicide 
> Jiang Qing, the 
77-year-old widow of 
former chairman 
Mao Zedong, 
committed suicide at 
her Peking villa 
where she had been 
undergoing medical 
treatment for throat 
cancer on 16 May, 
the New China News 
Agency announced on 4 June. No details 
were given, but some reports suggested 
she hanged herself. Jiang, leader of 

the notorious Gang of Four accused of 
trying to seize power after Mao’s death 
in 1976, was tried and convicted for 
crimes during the Cultural Revolution 
and sentenced to death. This was 
commuted to a life sentence in 1983. News 
of her suicide was held back for fear of 
sparking political unrest until early June, 
when a foreign news magazine reported 
her death. 





Jiang. 


Hongkong marchers mark 
crackdown anniversary 

> Hongkong police and protesters clashed 
at a public demonstration commemorating 
the Chinese Government's violent 
crackdown against pro-democracy activists 
on 4 June 1989. About 20,000 people joined 
a rally and protest march to the 
headquarters of the New China News 
Agency (NCNA), Peking’s de facto embassy 
in the colony on 2 June. After some 
scuffling with protesters and three hours of 
negotiations, police allowed the activists to 
place a coffin, representing the death of 
dictatorship, in front of the NCNA. On 4 
June, some 70,000 people attended a 
candle-light ceremony in memory of the 
crackdown. 


Japan thinks again on 

foreign aid policy 

> Foreign Minister Taro Nakayama said 
Japan will drastically review its foreign-aid 
policy and suggested that total aid may 
increase dramatically over the next few 
years. Japan has been the world’s largest 
provider of official development assistance 
(ODA) for the last two years. But the total 
ODA in 1989 — US$8.965 billion — 
represents only 0.32% of Japan’s GNP. 
Nakayama said the government should 
consider raising this ratio to 1% within five 
years, and shifting part of the large share 
of aid channelled through multilateral 
organisations, currently 24.4%, into 
bilateral assistance. 
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CHINA 


Jiang Zemin’s low profile may be his greatest asset 


Channels of support 


early two years after being plucked 

from provincial obscurity to become 

China’s nominal paramount leader, 
Communist Party General Secretary Jiang 
Zemin remains a political enigma. 

Jiang, who often publicly skirts dis- 
cussion of substantive issues by reciting 
poetry and telling jokes, has a weak per- 
sonal power base that has led many obser- 
vers.to dismiss him as a lightweight who 
will not survive the expected upheavals 
when the octogenarian leaders step aside or 
die. But others believe he is quietly forging 
political alliances behind the scenes, in par- 
ticular in his capacity as military command- 
er-in-chief, that could allow him to assume 
a more influential and long-term decision- 
making role. 

Since becoming party chief in July 1989, 
Jiang’s performance has been 
solid if unassuming. But his 
stature increased in May when 
he visited Moscow for talks 
with his Soviet counterpart, 
Mikhail Gorbachov. Although 
the visit was partly ceremonial 
Jiang signed an agreement 
settling a long standing fron- 
tier dispute and may have 
made further progress in pro- 
moting military ties, including 
the supply of Soviet military 
aircraft to China. 

Jiang’s political diffidence 
may reflect his lack of political 
ambition or disinclination to 
become too involved in the rough and tum- 
ble of the political process. Indeed, before 
his dramatic elevation in 1989, he had 
shown little personal desire to participate in 
national politics. He had spent five unre- 
markable years as mayor and party secre- 
tary in Shanghai, while his other past ap- 
pointments were mostly technocratic posts. 
Nevertheless, some analysts believe Jiang’s 
political bashfulness may mask a careful 
‘strategy that aims to avoid attracting too 
miuch attention, and consequently potential 
opposition. 

One of Jiang’s chief sources of strength 
is his lack of opponents — a considerable 
achievement in China’s current polarised 
politics. Although this may not help much 
in his efforts to claim pre-eminence, it does 
provide him the security and opportunity 
to build alliances with other leaders. Jiang’s 
fortunes in this respect distinguish him 
from other leading contenders, including 
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Prime Minister Li Peng, who is widely re- 
viled. 

It was precisely because Jiang appeared 
to be a cautious bureaucrat with few politi- 
cal aspirations that China's leaders pro- 
moted him to party chief. While Jiang offi- 
cially came into the reckoning only when 
his predecessor Zhao Ziyang was dismiss- 
ed following his support for protesting stu- 
dents in May 1989, some analysts believe 
senior leaders had begun discussing Jiang’s 
appointment to replace Zhao as early as the 
beginning of that year. This was because 
Zhao was being increasingly blamed by 
conservatives for the steady deterioration of 
the economy since late 1988. Zhao had also 
apparently offended his patron Deng 
Xiaoping by making his bid for the 
paramount leadership while Deng still oc- 
cupied that position. 

One consequence, analysts say, was 
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Jiang’s immediate transfer from Shanghai 
to Peking following Zhao’s disgrace. Once 
in the capital, Jiang took part in key meet- 
ings among the central leadership that 
eventually ordered the army in to crush 
the protesters. His appointment as party 
chief had previously been considered 
as an attempt by the leadership to bring 
in someone not tainted by the crack- 
down. 

Jiang’s main channel of support comes 
from the party octogenarians, with Li Xian- 
nian considered his chief patron and Deng 
a close ally. In appearance and manner, 
Jiang comes across as an old-style gang- 
boss who appeals to the older genera- 
tion. 

While Jiang’s present position is rela- 
tively secure as long as his ageing patrons 
remain alive, once they die his own posi- 
tion could quickly crumble unless he has 
been able to build up a viable support base. 
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There are some indications he may be 
beginning to do just that. Much of his effc 
appears to be directed within the military 
which he nominally oversees as ch 
man of the Central Military Commission 
(CMO). i 
Since late last year, Jiang has begun to 
take an active role in military policymaking, 
regularly touring installations and taking 
part in CMC and other high-level military 
meetings. With Deng’s backing, Jiang ap- 
pears to be building support among many 
of the moderate and professional officers 
who are unhappy with the political and 


brother, CMC general secretary and head of 
the People’s Liberation Army’s (PLA) Gen- 
eral Political Department (GPD) Yang Bai- 
bing. It is believed Jiang’s supporters in: 
clude chief of the PLA general staff Chi 
Haotian and CMC vice-chairman Liu Hua 


g- 

A major battle appears to be shaping 
up between Jiang’s group and the Yang 
brothers. The moderates contend that 
it is unprecedented and probably also 
dangerous for Yang Baibing to hold the 
GPD and CMC general secretary posts 
simultaneously. With the PLA’s heavy 
politicisation since June 1989; 
the Grp has become in 
creasingly important once: 
again, especially in the promo- 
tion of personnel who have 
to face rigorous “political ; 
checks. 

Although it is unclear how 
the power struggle is develop- 
ing, in recent months there has 
been a noticeable shift from. 
emphasising the PLA’s-need ti 
maintain political reliability: to- 
wards calls for greater profes- 
sionalism and regularisation of 
the armed forces. This coul 
indicate that the Yangs’ influ 
ence is on the wane, and some analysts 
Yang Baibing may be forced to relinquis 
his GPD post at the 14th Party Congres 
slated for next year. Further, Yan 
Shangkun is believed to be under pressure 
to resign from his CMC and presidential 
posts. : 

If these changes take place, Jiang will. 
have gone a considerable distance to mak 
ing himself a major political player, though — 
most analysts believe he has little chance of 
ever becoming China’s paramount leader. 
While some diplomats question the extent 
to which Jiang is accruing real power or 
merely serving as a lightning rod for anti- 
Yang elements, there are few civilian lead- 
ers currently active in Chinese politics wh 
have any constituency within the military 

therefore in any position to- 
ver, , if Jiang fails in his 
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for assassinated Congress Party 
leader Rajiv Gandhi, the prospects of a 
sympathy wave for Congress by the time 
most of the remaining polling takes place 
on 12 and 15 June are being diffused. 
In large part, Congress has only itself to 
-blame for this. Its clumsy approach to Gan- 
= dhi’s widow to take over the party presi- 
dency was one factor. With the protracted 
funeral ceremonies over, Sonia Gandhi and 
her two children have dropped from public 
view and show no sign of lending their pre- 
„sence to the Congress campaign. 
= An outburst of violence by Congress 
-party members soon after Gandhi's murder 
on 21 May is the other factor, and it could 
cost the party dearly. In Tamil Nadu, mem- 
bers of Congress and its local ally, the All- 
India Ann Dravida Munnetra Kazhagam 
(AIADMK); ‘went on a rampage against op- 
“posing parties — particularly the Dravida 
‘Munnetra: Kazhagam (DMK) which Con- 
- gress directly accused of complicity with 
-the Sri Lankan Tamil militants suspected of 
murdering Gandhi. About 10 people were 
+ killed in rioting, and DMK and communist 
newspaper offices were pillaged. 
i Congress and the AIADMK, however, are 
still judged likely to sweep the state’s 39 
parliamentary lower-house seats, largely 








deeply ashamed Gandhi was killed in their 
state and will try to atone for it. But in the 
neighbouring state of Andhra Pradesh, 
where 25 of the 42 lower-house seats re- 
mained to be polled, the sympathy factor 
has been adroitly twisted. 

In rioting on 22 May, Congress mobs 
targeted property identified with N. T. 
Rama Rao, the veteran film star who leads 
the regionally based Telugu Desam party 
and whose seven-year grip on the state was 
broken in 1989 by a sharp swing to Con- 
gress. The mobs set three of his family’s 
cinemas in the state capital Hyderabad on 
fire, as well as a tyre factory. Congress 
members of the state assembly are said to 
have openly taken part in the attacks. 

Rama Rao was quick to exploit the 
dramatic possibilities, demanding a Su- 
preme Court inquiry, full compensation 
and the immediate arrest of implicated 
Congress leaders. The Congress chief 
minister of Andhra Pradesh, N. Janar- 
dhana Reddy, tried to head him off by an- 
nouncing a judicial inquiry and naming a 
panel to assess financial relief for riot vic- 
tims. But on 30 May, Rama Rao went 
ahead with his pledge to “fast unto death” 
unless all his demands were met. 

The actor-politician, clad in his habitual 
orange robe, sat in the open on a flood 
bank in Hyderabad, guarded by 50 Telugu 
Desam workers. A nearby blackboard gave 
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by the fleshy Rama Rao and noted: his 
blood sugar level — he is a diabetic. A 
stream of allies from the National Front- 
Left coalition, to which Telugu Desam be- 
longs, called to express their concern and 
condemn Congress. = 
The chief minister's nerve broke. Early 
in the moming of 2 June, 500 police arrived, 
arrested Rama Rao for attempting suicide 
and carried him off to hospital — where- 
upon he abandoned his fast and resumed 
normal political campaigning. oat 
Rama Rao’s bravura performance may 
confine to Tamil Nadu the damage caused 
to the National Front-Left coalition by the 
assassination. Elsewhere in the south, 
which has 112 of the 305 remaining seats to 
be polled, former prime minister V. P. 
Singh has been drawing good crowds in his 
resumed campaign. His coalition, centred 
on the Janata Dal, appears the least unset- 
tled of the country’s three major political 
forces, and Singh has concentrated his at- 
tack on the Hindu nationalist Bharatiya 
Janata Party (BJP) rather than Congress. 
The BJP has tried to take over the “stabil- 
ity” slogan of Congress, arguing that it 
alone has the leadership and coherent plat- 
form to keep India from disintegrating. But 
Gandhi's killing may strengthen the aura 
of violence that surrounds the BiP, which 
stems largely from its campaign to erase 
symbols of past Muslim invasions, such as 
the mosque built on the alleged birthplace 
of the Hindu deity Ram at Ayodhya. 
While few parties escape guilt from the 
violence that has daimed well over 200 lives 
since the campaign began, provocative 
parades by BP support organisations 
caused two of the worst incidents when 
Hindus and Muslims clashed in the Uttar 
Pradesh towns of Meerut and Kanpur. @ 





KOREA 


The decision by the two Koreas to seek 
separate membership in the UN will 
force both sides to rethink their tradi- 
tional postures of mutual hostility. In 
Seoul it will trigger demands for a review 
of policies targeting the regime of Presi- 
dent Kim Il Sung as an adversary; in 
Pyongyang it raises the need for policy 
adjustments in favour of peaceful coexis- 
tence with the South. 
Initially at least, North Korean officials 
denied they were about to abandon their 
long-held One Korea policy, saying that 
parallel UN membership represented 
only a “temporary” arrangement until 
the peninsula's reunification. 
The day after the announcement of 








Period of adjustment 


the new UN policy on 28 May, Radio 
Pyongyang repeatedly broadcast a 
speech — delivered three weeks earlier to 
the central committee of the ruling Work- 
ers’ Party of Korea (wPK) — by Kim Jong 
Il, the president's son and heir apparent, 
expressing a “firm conviction that our 
way of socialism will triumph.” 

In Seoul, the fact of coexistence ob- 
liges President Roh Tae Woo to consider 
amending substantially the National 
Security Law defining North Korea as 
enemy territory. Its recent revision left 
intact articles defining the Pyongyang 
government as an “anti-state organisa- 
tion.” 

These articles obstruct the expanding 


of official contacts with the North, but 
their removal would deprive the govern- 
ment of major legal tools to prosecute dis- 
sidents and leftist students. 

Kim Il Sung faces a more fundamental 
challenge: Seoul is likely to step up its de- 
mands that the wPK abandon its charter 
to communise the entire peninsula: 
While the charter conflicts with Pyon- 
gyang’s new position on the UN, its revi- 
sion would undermine the party's legiti- 
macy. 

Also, the increasing need for accom- 
modation with the South to arrest the 
worsening economy. threatens to erode 
Kim's awesome personality cult. Kim's 
dilemma is how to.open up the country 
without endangering his leadership. 
Given these urgent questions, the seventh 
party congress that Pyongyang is prepar- 
ing for could prove to be a watershed. in 
the North’s effort to break out of its isola- 
tion. m@ Shim Jae Hoon | 
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Our promise is in our 


performance. 


WestLB expanded its resources 
considerably in 1990. The quick 
and positive start made by 
DIHB Deutsche Industrie- und 
Handelsbank now ensures 
an optimum service to 
customers in eastern Germany. 
With WestLB Europa AG, 

“we have strengthened our 





European presence and are 
now represented in a total of 
15 European countries, two 


of which are in eastern Europe. 


WestLB is thus well equipped 
to meet the challenges of the 
immediate future in Europe. 
While expanding our national 
and international network, 

we have also been broaden- 
ing our range of products, 
especially in corporate 





New products, international presence and 
efficiency: WestLB’s performance in 1990. | 
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Group (DM millions) 
Business 250.899 223.620 
volume 

Tota! 205.205 178.821 
assets 

Own funds 5.500 5.194 
Operating 800 1.000 
result 

Disposable 95 90 
profit 

Staff within 8.250 7.759 
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finance ~ to the advantage of 


both our customers and those 
of our partners, the savings 
banks. Placing power and vol- 
ume continue to be the solid 
basis for WestLB’s diverse 
tasks as the state bank of 
North Rhine-Westphalia, as 
the savings banks’ strong 
partners, and as a universal 
bank serving our customers 


on a worldwide scale. 
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VIETNAM 


Personnel moves mooted for communist congress 


Changing faces 


By M Murray Hiebert i in Hanoi 


i ietnam’ S communist party, meeting 
\ j to prepare for the party's seventh 
congress in late June, has ironed out 

major differences over key political and eco- 
nomic documents to be adopted during the 
~ congress and has begun to debate person- 


“nel changes for approval by the delegates, 
according to party and government offi- 
cials 





The central committee, which met in its 
¿12th plenum from 18-29 May, scheduled 
the congress for 24-27 June and is reported 
to have discussed a proposal to replace six 
“members in the ruling 12-man politburo 
and up to half of the over 170 members of 
_ the central committee during the congress. 
~~ General secretary Nguyen Van Linh, 75, 
_ the leading architect of Vietnam’s five-year- 
-old doi moi — renovation — campaign, is 
reported to have told the plenum that he 
wants to step down. The central committee 
“is said to have discussed possible replace- 
ments, including Prime Minister Do Muoi, 
74, but many party officials say the party 
chief will be re-elected because no other 
candidate could gain the support of the 
party's competing factions and diverse 
geographical groupings. 
_ A tussle continues among these compet- 
ing groups about who will step down and 








FOREIGN 


True to form 








Prime Minister Edith Cresson clearly in- 
tends to live up to her reputation as 
France's “Iron Lady,” judging by her 
promise to put more muscle into her 
country’s economic and industrial poli- 
cies. She also intends to be tougher on 
trade with Asia, and especially Japan. But 
her combative approach is likely to be 
blunted by the caution of the EC Commis- 
sion and the more liberal leanings of the 
newly created French super-ministry led 
by Finance Minister Pierre Beregovoy. 

A protege of President Francois Mitter- 
rand, Cresson, 57, sees as her top priority 
the revitalising of French industry so that, 
as she put it just after taking over from 
Michel Rocard on 16 May, it can “equal 
the performance of Europe’s economic 
giant, Germany.” 


a final decision on personnel 
is not expected until the 
1,176 delegates convene for 
a “pre-congress” meeting 
beginning on 17 June. Al- 
though Vietnamese obser- 
vers warn that the struggle 
during the next few weeks 
could result in “surprises” 
in the fate of individual 
leaders, speculation among 
party members about polit- 
buro members who might 
be replaced includes: 

> Foreign Minister Ngu- 
yen Co Thach, 68, who has 
spearheaded recent efforts 
to improve Vietnam’s rela- 
tions with the non-communist world. 
Thach has been repeatedly criticised by the 
central committee during the past few years 
for promoting too many of his relatives in 
the Foreign Ministry and failing to achieve 
normalisation of relations with the US fol- 
lowing Vietnam's troop withdrawal from 
Cambodia in 1989. 

> Interior Minister Mai Chi Tho, 69, who 
is frequently criticised by party leaders for 
his handling of the country’s internal sec- 
urity and for corruption among his family 
members in Ho Chi Minh City, where Tho 
formerly served as mayor. Tho is the 





Duyet: rising star. 


younger brother of Le Duc Tho, one of the 
most dominant figures in the party. 
> Nguyen Duc Tam, head of the central 
committee's organisation department and a 
Le Duc Tho protege. “If Linh doesn’t re- 
move Tho’s people, he won't be able to 
push ahead with renovation,” said one of- 
ficial, who is convinced Linh will remain 
party chief. 
> Vo Chi Cong, 78, presi- 
dent of the state council, a 
largely ceremonial post. 
> Dao Duy Tung, whose 
prestige has slipped since his 
brother was ousted as head 
of Vietnam Oil and Gas 
Corp: for alleged misman- 
agement of funds. 

Although the list of new 
candidates for the polit- 
buro is still being hammered 
out, some touted ‘as rising 
stars in the party include: 
> Phan Van Khai, 54, the 
Soviet-trained -chairman ` of 
the state- planning com- 
mission and former mayor 
of Ho Chi Minh City. where local resi- 
dents gave him high marks for his perform- 
ance, 
> Pham The Duyet, 55, Hanoi boss 
and former head of the confederation of la- 
bour unions. Although Duyet is often criti- 
cised for less than competent handling of 
his two recent posts, many party members 
expect him to rise because, as a former la- 
bour organiser in the coal mines of the 
northeast, he represents the only. true 
“proletarian” in thé topmost ranks of the 
party. 
> Vice-Premier Nguyen Khanh, 63, whc 


INHAN 








RELATIONS 


Doing battle with the Japanese is defi- 
nitely on Cresson’s agenda. Always one 
to favour an interventionist industrial po- 
licy, she is convinced that in order to sur- 
vive, French industry must be protected 
from its Japanese competitors. She re- 
signed as the European affairs minister in 
October 1990 in protest at the govern- 
ment’s failure to mobilise industry against 
foreign competitors. 

Cresson’s no-holds-barred criticism of 
the Japanese — whom she sees as eco- 
nomic “adversaries” out to “conquer the 
world” — has embarrassed Paris in the 
past. Her rhetoric on taking office ran true 
to form. 

She was quick to denounce Japan for 
running a “hermetically sealed system” 
and criticised the EC Commission for 





being too lax in dealing with Japanese.car 
and electronics imports. She signalled her 
determination to maintain the. “indepen- 
dence” of the European electronics in- 
dustry, saying it was “inadmissible that 
Europe's electronic components industry, 
which is the lifeblood of the industry of to- 
morrow, should be totally dependent on 
Japan.” 

Her views on the European car indus- 
try are equally unflinching. “We must dis- 
cuss with the Japanese with much tough- 
ness,” she warned in reference to difficult 
discussions between Tokyo and the EC on 
setting EC-wide quotas for Japanese cars 
after 1992. “The Japanese have practically 
wiped out the American automobile in- 
dustry. I don't want the European car in- 
dustry to be wiped out.” 

Her first policy speech to France's na- 
tional assembly focused on her determina- 
tion to promote an EC-wide industrial 
policy, particularly in the car and elec- 
tronics sectors. “Europe cannot be just a 
large market,” she warned. “The Euro- 
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„as: chef du cabinet of the central committee 
plays.a key role in party and government 
organisation. Khanh studied in the Soviet 
Union and is viewed as a possible conten- 

der for Thach’s job as foreign minister. 
Another name touted as a possible candi- 

-date to head the Foreign Ministry is Hoang 
Bich Son, director of the central commit- 

‘tee’s. foreign relations department and 
former ambassador to the UN. 

“Most of the new faces will be figures 
without strong political characters,” one 
diplomat predicted. “They will mostly be 
younger technocrats who won't challenge 
the main orientation of the politburo.” 

The central committee also discussed re- 
visions to five draft policy papers — includ- 
ing a political platform, an economic blue- 
print and a political report — for presenta- 
_tion.to the congress, according to a com- 
‘munique released at the end of the 
plenum. The first two documents, which 

“stress continued economic reform while 
‘ruling out rapid political change, are an at- 
tempt by the party to redefine its role and 
ideology in the face of the collapse of com- 
‘munism in Eastern Europe. 

The recent plenum appears to have re- 
solved major ideological differences which 
had emerged within the central committee 
over the past year as it debated these do- 
cuments. “The plenum saw progress on 
many disputed problems, but the unanim- 
ity followed very orthodox [communist] 
principles,” one official said, pointing out 
that the central committee had rejected calls 
for private land ownership and for allowing 
party members to get involved in private 
business now that the party has accepted 
free-market principles. 

“The central committee reached agree- 


ment on the party’s aims, but there are still 
differences on how to reach these aims,” 
the official said, suggesting that new de- 
bates could emerge following the congress. 
“Some members emphasise the private sec- 
tor, while others still emphasise state own- 
ership,” he said. 

The central committee, which circulated 
the key political and economic documents 
for public comment prior to the plenum, in- 
corporated only a few of the thousands of 
suggested revisions it had received, officials 
say. One change noted by Vietnamese who 
have read the redrafted political platform is 
that it no longer declares that socialism will 
ultimately triumph over capitalism. 

Another change is that the name of the 
document was changed from The draft plat- 
form on the construction of socialism in the 
transition period to The draft platform on na- 
tional construction in the transition period to so- 
cialism. Observers interpret these changes 
as an attempt by the central committee to 
accommodate critics who argue that the 
party needs to postpone its goal of march- 
ing the country toward socialism. 

But the central committee rejected calls 
to abandon work on the two theoretical po- 
licy papers by many members who felt the 
leadership was spending too much time on 
ideological issues while neglecting the cur- 
rent economic crisis. “The plenum tackled 
theoretical issues like ‘What is Marxism- 
Leninism? and did not engage in [discus- 
sion of] urgent. economic problems,” one 
official said. Urgent problems include the 
recent poor rice harvest in the northern 
half of the country, continuing high infla- 
tion and the growing balance-of-payments 
problems which followed the sharp cuts in 
Soviet assistance. a 





peans cannot depend on the outside 
world for certain products which are es- 
sential for their technological future and 
defence.” 

‘Officials in Brussels are worried. After 
years of complaining about Japan’s “un- 
fair” trading practices, the EC Commis- 
sion is finally getting ready to concentrate 
on developing closer political ties with 
Tokyo. There are fears that Cresson’s con- 
frontational approach may slow down 
preparations for a “political declaration,” a 
rather grandly phrased statement spe 
sising EC- -Japanese hopes of enlarging 
their economic dialogue to include politi- 
cal, foreign policy and security issues. 

Back from a recent trip to Tokyo, EC 
Commission President Jacques Delors ap- 
peared to be paying at least lip service to 
Cresson’s ideas. While political links with 
Japan were important, he told French 
radio, Brussels-Tokyo ties would be up- 
graded only if Japan agreed to open its 
markets to European products and agreed 
to. apply the same competition rules 


that are in force in EC member states. 

However, EC officials insist that while 
Cresson may be an irritant in EC-Japan re- 
lations, Paris is unlikely to make any dras- 
tic policy changes. French foreign policy is 
decided by Mitterrand rather than Cres- 
son. In any case, Cresson has to prepare 
France for the 1992 EC single market — 
and her Socialist Party for the 1993 na- 
tional elections — and will be obliged to 
leave decisions on trade and industrial po- 
licy to Beregovoy, who is now also re- 
sponsible for industry and foreign trade. 

Beregovoy’s economically liberal in- 
stincts are expected to overshadow Cres- 
son’s more interventionist outlook. His 
powers may be tested very soon. While 
he clearly favours recent moves by the Ja- 
panese electronics group NEC to buy a 
stake in Bull, France’s loss-making com- 
puter firm, Cresson has succeeded in 
slowing down the negotiations. But Be- 
regovoy is expected to insist that without 
Japanese capital, Bull may simply sink 
into oblivion. m Shada Islam 
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PAKISTAN 


Economic ties gwen 
foreign policy priority 


Aid out 
trade in 


By Salamat Aliin Islamabad 








akistan has begun reorienting its fi 
P eign policy to increase emphasis on 


economic relations in an effort to 
offset a reduction in Western financial aid. 
In addition, the new policy is seen as help- 
ing to contain such political issues. as Pakis- 
tan’s role in the Afghan civil war and its 
dispute with the US over nuclear-arms pro- 
liferation. 

Reflecting the new trend, External AL 
fairs Ministry secretary-general Akram Zaki 
told the REVIEW that relations with Asean 
countries, Japan and, indeed, the entire 
Asia-Pacific region are now more important 
to Pakistan than ever before — particularly 
in terms of trade and investment. Asean 
members, especially Indonesia, top the li 
of countries to be courted and he said- 
would soon visit Jakarta and Kuala Lum- 
pur. 

In keeping with this new emphasis, an 


the entire range of foreign economic rela- 
tions. Pakistan’s overseas missions have 
also been told their efficiency is to be mea 

sured in terms of the support they provide, 
to visiting Pakistani traders, the economic. 
opportunities they identify and the boost 
they generally give to bilateral economic 






















The new policy seems to stem from two 
primary factors. First, the fast deteriorating 
foreign-aid climate is threatening to reduce 
the availability of concessional finance t 
Pakistan. The second, related, factor is. 
emphasis placed by Prime Minister Nawaz 
Sharif on gradually phasing out foreign 
loans and grants and replacing them witt 
trade and investments. This was reflected 
in Zaki’s recent visit to Saudi Arabia, when 
he told his hosts that Pakistan was keen to 
attract Saudi investments, as opposed to. 
the previous solicitations for economic-de-’ 
velopment funds and standby loans. 

This emphasis on economic: relations: 
has already affected relations with Teheran, 
which recently signed an agreement toset 
up a refinery near Karachi that will draw its 
crude oil supplies from Iran. Islamabad, 
turn, has agreed to a longstanding proposal _ 
from Teheran that it supply Iran with Pakis- _ 
tani natural gas and provide an outlet 
to Iranian crude at one of its ports. This’ 
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proposal could be combined with 
the construction of an oil pipeline 
from Iran to the planned Karachi re- 
finery. 

In addition, Pakistan’s railway 
authorities restarted the train service 
to the Iranian border town of Zahi- 
dan in April following a two-year in- 
terruption, and are planning to in- 
troduce a freight service over the 
route. In May, Pakistan’s national 
airline started a service linking 
Quetta and Meshad, Iran’s second- 
largest city. 

The stress on economic relations 
has also benefited the Pakistan-Iran- 
Turkey Economic Cooperation Or- 
ganisation (ECO). At an ECO council 
meeting in early May, the three 
countries signed an agreement on 
preferential trade tariffs that reduced 
customs duty on all goods traded between 
them by 10%. In addition, ECO agreed to 
launch an investment bank to promote 
joint ventures. 

The three countries’ central banks are to 
provide capital for the new bank and their 
chairmen would jointly constitute the 
board of governors. The reasoning behind 
the venture is that the ECO members have a 
joint trade turnover of around US$62 bil- 
lion, and if only 10% of this total could be 
retained within the region it would trans- 
form the economies of the entire bloc. 

Further, a special unit has been estab- 
lished in the Foreign Ministry to study 
trade and investment opportunities in 
Soviet Central Asia. The initial view is that, 
given Pakistan's historical and cultural af- 
finity with Central Asia and its geographi- 
cal proximity, opportunities exist for eco- 
nomic cooperation in the post-Afghan civil 
war era. 

This factor is coupled with the realisa- 
tion that the so-called New World Order 
has little patience with lingering political 
conflicts, and has contributed to Islama- 
bad’s quest for a political solution of the 
Afghan problem. During his recent visit 
to Riyadh and Teheran, Zaki conveyed Is- 
lamabad’s interest in a political solution and 
its acceptance of the UN secretary-general’s 
formula for an Afghan settlement. 

Zaki insists that Pakistan does not wish 
to force or persuade the Afghans to agree to 
any specific solution, as they are the best 
judge of their own needs and circum- 
stances, but he is optimistic a solution will 
emerge through a conference of all Af- 
ghans. He believes the Afghan groups that 
are still holding out will eventually partici- 
pate in the conference, or at least in the ul- 
timate agreed solution. 

On the nuclear issue, Islamabad is due 
to send a delegation headed by Senate 
chairman Wasim Sajjad to Washington on 
8 June to explain its case to the US admin- 
istration and Congress. It is likely to argue 
that Pakistan is ready to join any regional 
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Sharif; Sajjad: reoriented foreign policy. 





arrangement patterned on an identical 
agreement in the Latin American and Asia- 
Pacific regions on nuclear non-proliferation. 
But this willingness will contain the now 
usual codicil that it is conditional on India 
also joining any South Asian non-prolifera- 
tion arrangement. 

During his recent visit to India to attend 
Rajiv Gandhi's funeral, Sharif told lead- 
ers of India’s national parties that he was 
looking forward to developing close ties 
through the South Asian Association for 
Regional Cooperation (SAARC) group. He 


g told them the sAarc’s mediation role 
= was being held back by the situation 
; in Kashmir, and argued this issue 
= could be resolved in accordance with 
the UN Security Council resolu- 
tions, the bilateral Simla Accord 
and the spirit of accommodation 
generated at SAARCs Male sum- 
mit — where Indian Prime Minister 

Chandra Shekhar and Sharif are 

said to have established a close rap- 

rt. 
The Indian leaders Sharif met are 
said to have reciprocated his views 
on cooperation, but it is not dear 
how they reacted to his views on 
Kashmir — which India claims as 
an integral part of its territory and 
therefore non-negotiable. 

Neutral observers, however, 
think the main obstade for Pakis- 
tan’s reoriented foreign policy remains its 
perpetual conflict with India, which would 
hold back any serious advance under the 
SAARC. A second problem will be getting 
the personnel in Pakistan's overseas mis- 
sions to follow through on the new eco- 
nomics-based policy guidelines. Foreign 
service personnel would require a drastic 
change in attitude in order to effective- 
ly carry out their new assignment, as 
would the large number of retired senior 
military officers who are appointed ambas- 
sadors. a 





AID 1 


Carrot and stick 


By Shada Islam in Brussels 





hile Asian governments already 

know about the link being forg- 

ed between international aid, 
human rights and democractic freedoms, 
they should now start bracing themselves 
for even tougher questions about “human 
development” and military spending. 

Warnings about helping countries 
which spend more on their soldiers than on 
doctors and teachers are nothing new. But, 
the new Human Development Report 1991 
published late last month by the UN Deve- 
lopment Programme (UNDP) argues that aid 
should be conditional on how aid-recipient 
countries manage their health and educa- 
tion priorities. The study, written by 
Mahbub ul Haq, Pakistan’s former finance 
and planning minister, is likely to be exten- 
sively used by donors seeking ways to up- 
date their aid priorities. Predictably, it has 
angered some regional leaders. 

The report suggests countries which re- 
ceive foreign aid should be judged not only 
on the basis of their income, population 
and poverty, but also on progress made in 
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human development. Haq has designed a 
human development index — which ranks 
countries by life expectancy, adult literacy 
and purchasing power — to help aid agen- 
cies measure their beneficiaries’ socio-eco- 
nomic progress. In addition, the agency has 
launched a “human freedom” index that 
seeks to measure the relationship between 
freedom and development. 

The report says developing countries 
could free as much as US$50 billion a year 
for human development expenditure by 
changing government spending patterns. 
Much of this money could come from freez- 
ing military spending, which absorbs about 
5.5% of GNP in most Third World nations. 
A number of Asian countries receive a high 
score on the military spending scale — not- 
ably Pakistan, China, Malaysia and Thai- 
land. These countries may have to pay 
more attention to the UNDP — the world’s 
principal mutlilateral development agency 
with an annual budget of US$1.3 billion. 

Aid donors share a part of the blame, 
the report says. Human-priority sectors 
have been overlooked by most donors, 
with only the Netherlands and Denmark 
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SOVIET UNION 





Eastern front 


Soviet President Mikhail Gorbachov 
chose the sprawling Central Asian repub- 
lic of Kazakhstan, noted for its liberalising 
“Look East” economic policies and its 
appointment of a Korean-American eco- 
nomic adviser, as the backdrop for his re- 
emergence as a forceful, centrist re- 
former. 

Here, on the frontier of China, Gor- 
. -bachov claimed to have found the style of 

perestroika which he had been hoping to 

ignite in the whole Soviet Union: active 
-economic reform coupled with ethnic 
¿and political calm. 

In a speech to communist party ac- 
tivists in Alma Ata on 31 May, Gor- 
bachov strongly identified himself with 
the republic's ambitious plans for reform 
when he praised Kazakhstan's program- 
- me of land reform and experiments with 
privatisation. 

Gorbachov could count on a warmer 
reception in Kazakhstan than in most 
other republics, including Russia. This is 
largely thanks to the political. skills of 
Nursultan Nazarbayev, the republic's 
parliamentary president, who has up- 


staged local opposition politicians with 
his much-publicised plans for economic 
reform. Nazarbayev, who likes to de- 
scribe himself as a political centrist and an 
economic radical, has become an effective 
advocate of Soviet unity in recent 
months. 

But unlike some of the outspoken 
proponents of a strong union, he is a 
technocrat who is looking to Singapore 
and South Korea as economic models. 
He has already assembled an interna- 
tional team of advisers, including the au- 
thor of the 500 Days Programme, Grigory 
Yavlinsky, and Chan Yong Beng, a Ko- 
rean-American businessman turned 
economist. 

Nazarbayev also appears to have been 
a pivotal figure in reconciling Gorbachov 
and Bons Yeltsin, the Russian leader, 
thus making possible the signing of a 
peace pact between nine of the Soviet 
Union's republics and Moscow in April. 
The. pact promises the republics signific- 
antly greater economic initiative and the 
adoption of a new constitution within six 
months of the signing of a union treaty. 


The visit appears to have healed the | 
rift between Gorbachov and Nazarbayev, 
whose relationship was believed to have 
suffered after the Kazakh’s criticisms 
Moscow’s timid economic reforms. at t 
most recent Congress of Peoples’ De- 
puties. For Gorbachov, Kazakhstan's po~: 
tential as a vibrant and stable component 
of the Soviet Union is the sort of evidence 
he needs to show the Group. of Seven — 
leaders that he is serious about establish- 
ing a market economy. : 

However, Kazakhstan's reform plans p 
remain in their infancy and are still dë- 
pendent on what happens in the rest of 
the country. At present, the 16.5 million- 
strong republic is suffering many of the- 
same economic ills as the rest of the |. 
Soviet Union. Industrial production has -| 
been hit by a lack of raw materials and». |. 
hard currency. 

During his visit, Gorbachov also ad- - 
mitted the gravity of the Soviet Union's 
economic situation. He said that in © 
March and April, when the coal miners’ 
strike seemed likely to spread to. other 
key sectors of the economy, the country. 
had been on the brink of social upheaval. 
But if the Soviet Union refuses to con- 
tinue its transformation, he said, “we 
may find ourselves on the sidelines of the 
development of contemporary civilise 
tion.” a Sophie Quinn-Judge 


















































pledging any substantial share of their offi- 
cial aid allocations to social development. 
The report points out that a cut of 3% in 
defence spending by industrialised coun- 
tries could release US$25 billion a year for 
human development related aid projects. 

East and Southeast Asia do not fare too 
badly under the human development index 
criteria, with both regions managing to se- 
cure important social benefits from their 
countries’ high rates of economic growth. 
The two regions are also praised for their 
rapid reductions in infant mortality and for 
keeping birth rates to an annual average 
of 1.5%. Less encouraging, South Asia re- 
mains mired in poverty with the lowest lit- 
eracy rate in the world and a widening gap 
between rich and poor, male and female, 
regions and ethnic groups. 

There are also some striking anomalies. 
While Japan's overall human development 
rating is the highest in the world, when 
female development is taken into account 
the country’s ranking plummets to 17th 
place, only a few steps ahead of Sri Lanka 
and the Philippines. 

Asia's performance on the human free- 
dom index — based on respect of 40 “key 
freedom indicators’” such as the right to 
travel freely, receive information, form poli- 
tical opposition groups and trade unions — 
is bleaker. Japan is the only Asian iai 
to make it into the top 20. 
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ALD 2 


By Suhaini Aznami in 1 Kuala Lumpur o 


\ Ithough the UN Development Pro- 


gramme’s Human Development Report 
1991 commended Malaysia on sev- 


eral points — notably enhancing life expec- 
tancy, checking population growth and 
maintaining a high level of social expendi- 
ture — it drew fire when it ranked Malaysia 
55th among 88 countries surveyed in terms 
of human freedoms. Lumping Malaysia 
with Zambia and Haiti in the “low freedom 
ranking” category, the report said Malay- 
sians enjoy only nine out of 40 listed free- 
doms. There was no indication as to which 
nine Malaysia met and where it failed. 

“They rub your back and then punch 
you in the nose,” said Prime Minister 
Datuk Sri Mahathir Mohamad. Calling the 
report unfair, Mahathir noted that varied 
levels of discrimination existed in de- 
veloped countries, most of which were 
placed in the high freedom category. 

And if freedom meant allowing 12-year- 
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olds to sleep together, “we'd rather be cut 

into pieces,” added Mahathir, whose 
strong views on maintaining traditional 
Asian values are widely known. An edito- 
rial comment piece in the Business Times 
noted that the index did not assign weight- 
ing to the various freedom indicators, treat». 
ing the freedom of homosexual-relations © 
between consenting adults and the free=. 
dom to organise peaceful political apponi 
tion equally. 


eral laws that constrain political expression 
— arrest without trial does take place under 
the Internal Security Act, newspapers do 
require a licence to publish, there are clearly 
spelt out limitations on speech and ‘public 
assembly — the average citizen may go 
about his daily affairs in an atmosphere of | 
relative freedom. 

Adding insult to injury, Malaysia was 
placed a whole category below Singapore 
and Israel. Generally, Malaysians perceive 
Singaporeans as efficient and clean, but y 
boring in their acquiescence to government 
dictum. Meanwhile, Malaysia, whose offi- 
cial religion is Islam, has long criticised Is- 
rael on the issue of a Palestinian state and 
for its treatment of Palestinians within: its | 
borders. They also note what they see as 
active plural politics and debate in Malaysia 
as a contrast to controlled Singapore. @ 
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THAILAND 


Anand prevails over the generals in telephone row 


Civilian clout 





By Rodney Tasker in Bangkok 


delicate exercise in give and take is 

under way in Thailand's corridors of 

power to hold the unlikely ruling 
structure together. And, perhaps because 
of the ruling military junta's anxieties, civi- 
lian interim Prime Minister Anand Panya- 
rachun has emerged looking stronger 
than expected from intra-cabinet disagree- 
ments that many feared could have led to a 
dangerous squaring off with the generals. 

It has been tempting to view the dis- 
agreement between a civilian minister and 
his army general deputy over a massive 
telephone project as the first crack in a 
possible major rupture between the mili- 
tary’s National Peacekeeping Council (NPC) 
and its appointed interim government. Cer- 
tainly, Deputy Communications Minister 
Gen. Viroj Saengsanit did not mince words 
in his public criticism of his minister, Nukul 
Prachuabmoh, and even threatened to re- 
sign, taking with him Interior Minister 
Gen. Issarapong Noonpakdi and other mi- 
litary figures in the cabinet. 

The standoff taxed the diplomatic skills 
of the well-respected Anand, who said 
he personally would try to smooth govern- 
ment-military relations. After a meeting 
with NPC leaders on 3 June, he took charge 
of negotiations over the telephone project, 
apparently with the full blessing of the gen- 
erals. 

This reflected the NPC leaders’ anxiety 
not to allow any major friction to develop 
with Anand’s government, since that might 
cost them the tenuous domestic and inter- 
national goodwill they have earned for 
moving methodically towards a return to 
civilian democracy after their 23 February 
coup. Anand, therefore, is seen as having 
more trumps in his hand than the generals, 
at least in day-to-day government business. 

Anand, a former senior diplomat and 
business executive, has already indicated 
he is not prepared to be deceived by the mi- 
litary. Asked at a Foreign Correspondents 
Club of Thailand dinner in late April about 
the possibility of the military not keeping 
their promise to hold a general election by 
April 1992 at the latest, Anand responded 
bluntly: “If the pledges that have been 
given are broken, my personal stand is that 
I'm not prepared to get involved once again 
in breaking pledges.” 

Anand saw no need to institutionalise 
the military's powerful political role in a 
constitution being drafted by a committee 
in advance of the election. And in reply to 





a question on how future military coups 
could be prevented, he replied: “If you can 
come up with an effective mechanism to 
check the military [politically], I will be the 
first to support it.” 

That did not sound like a weak stand- 
in a prime minister who, though appointed 
by the NPC, was about to let the generals 
run roughshod over him and his govern- 
ment. 

The Anand government comprises 
mainly former bureaucrats, businessmen 
and technocrats, with an almost obligatory 
quota of military officers in the interior, de- 
fence and communications ministries. Few, 
if any, of the civilian members see them- 
selves remaining in an elected government, 
so that having to quit at any time during 
the current interim period would be a small 
sacrifice for them. On the 
other hand, civilian resigna- 
tions from the cabinet could 
be painful for an NPC lead- 
ership keen to maintain po- 
litical stability. 

The recent civilian-mili- 
tary clash in the govern- 
ment occurred over the 
award of a Baht 100 billion 
(US$3.9 billion) contract to 
CP Telecom to provide 3 
million telephone lines with 
a 25-year concessionary 
period. The Charoen Pok- 
phand Group, an agribusi- 
ness conglomerate which 
is one of Southeast Asia's 
largest companies, was 
awarded the contract to- 
gether with its British Tele- 
com consultants by the former government 
of Chatichai Choonhavan, which was over- 
thrown in the February coup. 

The trouble started when Nukul, a stub- 
born, outspoken former Bank of Thailand 
governor and business executive, decided 
that because of its massive size, the tele- 
phone project should be broken up to pre- 
vent CP Telecom from having a monopoly. 
One of his deputies, Viroj, the powerful 
army chief of staff and a member of the 
NPC, thought this was unfair to the com- 
pany and argued that any new negotiations 
should be on the basis of the original deal. 

When Nukul took his plan to break the 
project into zones to the cabinet on 27 May, 
Viroj complained that the new format was 
illegal. Viroj reportedly walked out of a sub- 
sequent meeting with Nukul, together with 
army assistant commander Gen. Chatchom 
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Anand: stronger hand. 


Kanlong, a member of the project's review 
panel. Viroj then issued his threat to resign. 

Given CP Telecom executives’ suspect- 
ed closeness with NPC leaders, including 
one relationship by marriage, the situation 
smacked of the military's championing of a 
favourite against more pragmatic ministers 
in the civilian government. But the NPC's 
effective strongman, Army Commander 
Gen. Suchinda Kraprayoon, publicly dis- 
tanced himself from the telephone project, 
and it is he who is thought to have agreed 
to Anand’s position on the issue. 

Suchinda and his NPC colleagues have 
also allowed a substantial degree of inde- 
pendence to a special committee drawing 
up the new draft constitution. The military 
are known to have wanted a total separa- 
tion of powers between the future execu- 
tive and legislature but Deputy Prime 
Minister Meechai Ruchupan, who heads 
the committee, told the REVIEW that two 
thirds of the next cabinet would comprise 
elected MPs, even though they would have 
subsequently to give up their parliamentary 
seats. Government servants, including mili- 
tary officers, would not be allowed to hold 
concurrent political positions. 

Suchinda and other mili- 
tary leaders are also highly 
critical of many politicians 
in the old parties, whom 
they accused of moving to- 
wards a parliamentary dic- 
tatorship at the time of the 
coup. But Meechai said his 
committee was trying to 
retain a system in which 
there would be several par- 
ties both in power and in 
the opposition. “This will 
give more checks and ba- 
lances, so we are not push- 
ing for fewer parties,” he 
said. 

Several of the old parties 
have fallen into disarray in 
the aftermath of the coup, 
including Chatichai’s Chart 
Thai and its erstwhile coalition partner, the 
Social Action Party. Many politicians are 
coalescing around former army command- 
er Chaovalit Yongchaiyut’s New Aspiration 
Party, which is thought to enjoy a great 
deal of military support. 

At the same time, a new military- 
oriented party — called Samakkee Tham 
and led by an air force officer — is in the 
making. It is uncertain whether this is a 
moye to block a smooth ride to power by 
Chaovalit in the next election, but Suchinda 
is often mentioned in connection with the 
embryonic party. Although Suchinda — 
currently preoccupied with keeping the rul- 
ing structure and its programme intact — 
insists he has no ambition to enter party 
politics or become prime minister, few ob- 
servers rule out his emergence as a political 
dark horse as election day approaches. @ 
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planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWF International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature —- and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 
s 
a) 
WWE 
World Wide Fund For Nature 

















HONGKONG 


Over-dependence on Guangdong supplies discouraged 


Farm buffer 





By Stacy Mosher in Hongkong 

f you go by quality rather than quantity 

Hongkong leads the world in agricul- 

ture. The average yield of just over 
HK$200,000 (US$25,640) worth of produce 
per hectare achieved by the colony's dwindl- 
ing farm population in 1990 had few rivals 
anywhere, though the figures may have been 
given a boost by the inclusion of horticul- 
ture alongside vegetables and livestock. 

But with numbers — and output — re- 
treating in the face of urbanisation, con- 
cerns are growing about overdependence 
on China for food supplies in general and 
fresh vegetables in particular. 

The Hongkong Government is not 
about to start subsidising the 11,790 tenant 
farmers who supply 30% of the territory’s 
need for green vegetables as well as 40% o 
its chickens and 16% of live 
pigs. Instead it hopes to 
keep farmers on the land by 
encouraging more iali- 
sation. A policy of “live and 
let die” for agriculture is 
being replaced by a series 
of productivity boosting 
schemes that are also de- 
signed to raise output while 
avoiding direct competition 
with farmers over the border 
in the Shenzhen Special Eco- 
nomic Zone (SEZ). 

In the mid-1970s, more 
than 80% of Hongkong’s de- 
mand for vegetables was 
met locally. But with the de- 
velopment of rural areas into 
new towns, and migration to the cities, it 
has become increasingly difficult to find 
young people willing to take over from the 
older generation of farmers. 

The case of Nip Kai-yin is typical. His 
father rented land from the indigenous vil- 
lagers of the New Territories. But Nip did 
not take over from his father, becoming in- 
stead an ivory carver. This gave him a 
much more comfortable living than farming 
until the worldwide ban on ivory two years 
ago sent him back to the fields. 

The greatest threat to local agriculture is 
the huge quantities of cheap produce avail- 
able from the Shenzhen SEZ across the bor- 
der. Since China will resume sovereignty 
over Hongkong in 1997, it would seem 
natural to simply let the local agriculture in- 
dustry wither away. But the Agriculture 
and Fisheries Department sees farming as a 
buffer against unemployment in times of 
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Nip: typical story. 


recession. More seriously, there are doubts 
about the dependability of supplies from 
China. After the political upheaval in China 
in June 1989, an advisory committee con- 
cluded that Hongkong should ensure a 10- 
day supply of vegetables from its own 
sources to meet any emergency. 

Although the Hongkong Government 
seems to be taking the lead in trying to re- 
vive agriculture, the influence of China can 
also be discerned. Peking apparently does 
not want the future Hongkong Special Ad- 
ministrative Region to become totally de- 
pendent for supplies of livestock and fresh 
vegetables on the farmers in Shenzhen, 
where costs are rising fast as urbanisation 
takes hold. 

Communist organisations in the rural 
New Territories also seem interested in 
using tenant farmers, whose interests often 

a conflict with those of non- 
8 farming local landowners, as 
ý { a base for establishing their 

influence in the area. Com- 
munist cadres head many of 
the farmers’ groups which 
have lobbied against en- 
vironmental laws that have 
restricted livestock raising. 
Such groups maintain close 
contacts both with Peking 
and with the Hongkong of- 
fice of the New China News 
Agency, China’s unofficial 
ti ” in the territory. 

Like their colleagues else- 
where, Hongkong farmers 
want more financial aid to 
ensure their survival. But 
the government has baulked at farm- 
ing subsidies or import controls for an 
industry that accounts for only 0.3% of 
Hongkong’s GDP. Instead, the Agriculture 
and Fisheries Department provides low-in- 
terest loans — totalling HK$282 million so 
far — to farmers willing to invest in im- 
proved methods. 

Surpluses earned by the quasi-gov- 
ernmental Vegetable Marketing Organisa- 
tion, totalling HK$14 million in 1990-91, 
have also been used to set up an Agricul- 
tural Development Fund. The fund now to- 
tals HK$30 million, of which HK$4.5 mil- 
lion has been used to restore fallow land to 
agricultural use. Officials hope to take ad- 
vantage of the high yields already attained 
by experimenting with Western vegetables 
that complement rather than compete with 
the traditional Chinese vegetables supplied 
by Guangdong. ® 
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VIETNAM 1 


The military faces crists as budget cuts bite deep 


Defeated by victory 





By Murray Hiebert in Hanoi 


he Soviet Union's abrupt cuts in aid 
and credits to Vietnam’s once for- 
midable military have increased the 
troubles facing Vietnamese generals as they 
seek to adapt to peace and adjust to the 
rapid changes in the world brought about 
by the collapse of communism in Eastern 
Europe. 
Even before the crisis caused by the 
Soviet funding cuts, Vietnam's military — 
which humiliated three of the world’s 
strongest armies in the past four decades — 
had been weakened by the country’s own 
economic difficulties. These have played 
havoc with the army’s plans to overhaul its 
force structure, demobilise half of its troops 
and halt declining morale and standards 
among its ranks. 

Since the beginning of this year, the 
Vietnamese military's budget problems 
have worsened following the near total cut- 
off of aid from the Soviet Union, which had 
underwritten most of Hanoi’s military ex- 
penditure for more than 30 years. Neither 
Hanoi nor Moscow have released figures 
on the value of past Soviet military | 
aid, but Western intelligence agen- =“ 
des estimate that it totalled roughly 
US$1 billion a year at the height of 
Vietnam's occupation of Cambodia 
and during the conflict with China 
in the late 1970s and early 1980s. 

No new military agreement has 
been signed since the previous one 
expired at the end of 1990. Instead, 
military cooperation forms part of a 
larger economic agreement signed in 
January, says Maj.-Gen. Vu Xuan 

Vinh, director of the Ministry of De- 
fence’s external relations depart- 
ment. Under this agreement, Hanoi 
must pay in hard currency for future 
Soviet supplies, which will be 
charged at world market prices. 

Although talks between Soviet 
and Vietnamese officials continue, 
Vinh says Moscow has so far only pledged 
to continue providing Vietnam with 
military aid and credits left unspent 
from 1990. During Vietnam's war with 
the US, Moscow provided Hanoi with most 
of its arms and ammunition. After China 
attacked Vietnam’s northern border in 
early 1979 in retaliation for Hanoi’s inva- 
sion of Cambodia in late 1978, Moscow 
helped expand Vietnam's air force and 
navy and stepped up its training of military 
officers. 
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The Vietnamese military will now be 
hard pressed to service its Soviet tanks, air- 
craft and naval vessels, many of which are 
already ageing and far less sophisticated 
than the hardware possessed by its neigh- 
bours. “In a year or two, the Vietnamese 
could face a serious problem in maintaining 
their equipment and getting spare parts,” 
says a diplomat who monitors the Viet- 
namese mili 

Vinh said the army would now be 
forced to expand its own poorly developed 
defence industry, which currently pro- 
duces only rifles, machine guns, rocket 
launchers and ammunition. 

Officer and specialist training will also 
become more difficult for the armed forces, 
which have borrowed heavily from Soviet 
doctrine since the early 1970s. Vietnamese 


military sources report that Moscow, which 





Returning heroes: budget problems, low morale. 


trained roughly 150 officers each year 
in the early 1980s, has accepted no 
new military students for the past two 
years. 

Vinh insists Moscow is still willing to 
train Vietnamese officers, but adds “we will 
have to spend hard currency for their 
studies.” Military training in most East 
European countries was suspended after 
the collapse of communism there. 

Moscow’s reduced aid, coupled with 
the withdrawal of Soviet air and naval 
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forces from the Vietnamese base at Cam 
Ranh Bay, will force Hanoi to reassess its 
defence strategy which long counted on 
Moscow’s support in the event of an attack 
by China. Although Soviet and Vietnamese 
officials confirm that the Soviet withdrawal 
from Cam Ranh continues, they refuse to 
disclose current force levels. 

In early 1990, US officials said the 
Soviets had 14 Tul6 bombers, 14 MiG23 
fighters, several Tu95/142 anti-submarine 
and reconnaissance aircraft and an average 
of 15-20 warships and support vessels at 
the base. The Soviets have said they plan to 
complete their withdrawal in 1992. 

Vietnamese officials say the change in 
Soviet-Vietnamese military cooperation will 
require the two sides to revise their 30-year 
friendship treaty, signed in 1978 just before 
Vietnam's invasion of Cambodia. “We will 
need to sign a new agreement,” Vinh says. 

Vietnam’s own economic crisis has 
already forced deep cuts in the military 
budget. In December 1989, Defence Minis- 
ter Le Duc Anh complained to the national 
assembly that the military had received 
only two thirds of the budget approved by 
the ruling communist party's politburo. He 
said that more than 70% of the military 
budget was spent on feeding and housing, 
soldiers, leaving less than 30% for main- 
taining and procuring equipment. 

“Owing to the lack of funds for building 
storage facilities and for maintaining and 
repairing weapons and equipment, a lot of 
technical equipment of various types was 
left in disrepair,” Anh told par- 
liament. “Unless the equipment 
is promptly repaired and 
ly serviced, some of it will have 
to be discarded. That would mean 
losing armaments that are worth 
billions of dollars and not easy 
to buy even if money is now availa- 
ble.” 

In recent years, Hanoi’s official 
media has been filled with articles 
complaining about the shortage of 
food, housing, medicine and uni- 
forms for soldiers. In January, Lieut- 
Gen. Dam Van Nguy, military com- 
mander along the border with China 
and a member of the central 
committee, told the army’s Saturday 
magazine that “the living standard 
of our soldiers everywhere in Viet- 
nam is too bad, too terrible, and 
has produced a negative impact on their 
work, study, training and combat pre- 
paredness.” 

Dam said his troops complained they 
did not have enough energy to train all 
morning after eating only one bow! of rice 
for breakfast. Because of low military pay 
many of them had to depend on extra 
money from their families to survive. 

Vietnam's official newspapers regularly 
report that the army's economic difficulties 
have caused a sharp increase in corruption 
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and smuggling by soldiers. In April, for 
example, a Ho Chi Minh City magazine 
said an officer training school had sold 44 
new combat aircraft as scrap metal, a report 
the Defence Ministry has denied. Late last 
year, the party newspaper reported that 
military units at the Long Binh military 
depot, where US equipment captured at 
the end of the war in 1975 is stored, “have 
misappropriated national property worth 
tens of billions of dong over the past 10 
years.” 

Military units along Vietnam’s borders 
with China and Cambodia are also in- 
volved in smuggling. Hanoi Radio, 
reporting on illegal trade in the 
southern Mekong Delta late last 
year, said that “most of the smug- 
gled goods have been transported 
by trucks and other types of vehicles 
with military licence plates or public 
security emblems.” Other press ac- 
counts complain of officers misap- 
propriating their troops’ provisions, 
army units destroying forest pre- 
serves and the theft of private prop- 
erty by soldiers. 

“Vietnam's economic problems 
are hitting the army and demora- 
lising its troops,” one diplomat 
observed. “Before they had a na- 
tional cause to liberate their coun- 
try. Now personal survival is at 
stake.” 

Nevertheless, he warned against 
underestimating the Vietnamese army. 
“It’s still an army to be reckoned with — it’s 
a very war-experienced army. Motivation 
can quickly be brought to the country at a 
time of crisis.” 

Since a decline in tension with China 
and the 1989 withdrawal of Vietnamese 





Soldiers of fortune 


soldiers from Cambodia, Hanoi has de- 
mobilised half the army and deployed 
many units to carry out civilian and infra- 
structure-related work projects. Vinh said 
the number of regular armed forces person- 
nel, including the air force and navy, had 
been cut to 600,000, down from a 1979 high 
of 1.2 million. 

` However, demobilising more than half 
a million troops has proved a difficult task. 
Few of the retiring officers have the skills 
to compete in Vietnam’s labour market, 
which is already suffering from unemploy- 
ment estimated by the Asian Development 





Smugglers on Vietnam-China border: military involvement. 


Bank at around 20%. Some of the de- 
mobilised troops have been organised into 
economic units, while others returned to 
school. Some also left to work overseas be- 
fore the foreign labour market in Eastern 
Europe and the Soviet Union began drying 
up in the late 1980s. 


profit. 
of the first to 


Troop cuts have not yet reduced the mi- 
litary’s expenses, often estimated by foreign 
observers at one third to one half of the na- 
tional budget. “The transition costs a lot of 
money in the first few years, but we hope 
we can save money later when the [former] 
soldiers help increase production,” says re- 
tired general Tran Van Tra, the commander 
who oversaw the surrender of the former 
South Vietnamese government in 1975. 

The army's revam force structure 
will emphasise “a standing force which is 
numerically small but high in quality, com- 
bat efficient and constantly modernised,” 
Gen. Nguyen Quyet, director of the 
army's political department, told 
Hanoi Radio two years ago. 

Officials say the standing army is 
backed by a massive local militia. 
There is also a reserve corps, esti- 
mated at around 3.5 million by the 
London-based International Institute 
for Strategic Studies. 

“If there’s a new war, we'll carry 
out people’s defence,” says Lieut- 
Gen. Hoang Phuong, director of 
Vietnam's Institute of Military His- 
tory, referring to the strategy used 
so effectively against France and the 
US 


Vietnam's military first launched 
its modernisation programme — 
under which weapons were to be 
upgraded and standardised and 
former “political generals” were 
to be replaced with younger, profes- 
sionally trained officers — shortly after 
the defeat of South Vietnam. In the early 
1980s, Hanoi stepped up its efforts to 
train a more professional officer corps 
and abolished the “dual-commander sys- 
tem” which provided for power to be 


permission to set up companies and begin doing business for 


The Truong Son Corps, headed by Do Xuan Dien, was one 
accept the challenge, and in April 1988 turned itself 


The Truong Son Corps, best known for its exploits in building 

the Ho Chi Minh trail along which Hanoi infiltrated troops and 

military equipment from the north to the south during the Viet- 

nam War, has switched from making war to making money. In- 

‘stead of cutting roads through j mountains and 
replacing knocked out by US bombers, the corps is now 

oe laying railway tracks and growing coffee — all 
for profit 

The Vietnamese army has been involved in such activities as 

. building roads and opening up “new economic zones” and 
state farms in remote, unpopulated areas since the defeat of the 
Saigon government in 1975. But during Vietnam’s heady march 
towards socialism in the years that followed, there was little 

concern about cost or efficiency. 

By the mid-1980s, with the economy on the brink of ban- 
kruptcy, the Vietnamese Communist Party was forced to intro- 
duce wide-ranging market-style reforms. No longer able to af- 
ford its huge and unproductive army, Hanoi gave military units 
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into the Truong Son General Department of Construction. It 
now has 19 different enterprises involving projects such as the 
construction of the D'ray H'ling hydroelectric power station in 
the Central Highlands, extracting and exporting marble and 
mining coal in the northwestern province of Ninh. 

Last year, Dien says the company earned a profit of more 
than Dong 5 billion (US$600,000), a healthy sum considering its 
lack of business ce and the troubled state of Vietnam's 
economy. The Ministry of Defence took 30% and Truong’ Son 
reinvested most of the rest to upgrade its equipment. 

Truong Son's 7,000 or so employees earn an average of 
Dong 110,000 a month, nearly twice the salary of most soldiers, 
though Dien insists his workers have not forgotten their roots. 
ee TT e E TENE 
to jump back into the battlefield,” he said. 

The compart ee ee 
using aid funds from the former Soviet bloc, is looking both for 
work abroad and joint ventures with companies inside 


Vietnam. One of Truong Son's enterprises recently signed an 
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shared between officers and political com- 

The reforms meant that more autonomy 
was given to military commanders. But 
Vietnam's economic troubles have made it 
harder for the armed forces to find students 
for its officer-training academies. For the 
past two years, the military’s elite Institute 
for Science and Technology near Hanoi has 
had difficulty finding even half of the qua- 
lified students required to fill the 100 slots 
in its freshman class. 

Further, Hanoi Radio reported last year 
that desertion rates among recruits were 
high due to “poor political know- 
ledge” and “fear of hardships and a 
life of privations.” Another report 
said 50% of those of military age in 
the northern city of Haiphong had 
failed to report for medical exams, 
while 20 high-ranking officials had 
helped their sons evade conscrip- 
tion. 

In December 1990, the national 
assembly reduced the term of mili- 
tary service from three to two years 
— except for air force and naval per- 
sonnel — in an apparent attempt to 
woo young men worried about 
spending too much time away from 
the civilian job market. Vinh said the 
shorter terms of service will also 
allow more young men to get mili- 
tary training. Observers say the mili- 
tary is focusing its recruitment drive 
in the countryside, where people are more 
accustomed to harsh living conditions than 
in urban areas. 

Vietnam's generals say they are still 
trying to assess the country’s geopolitical 
position and ascertain the army’s future 
strategic requirements in light of the with- 


agreement with a Japanese firm to extract and export 20 million 


my of local sand for use in renewing J 


a memorandum of understand- 


drawal from Cambodia, the reduced ten- 
sions with China and the collapse of com- 
munism in Eastern Europe. Phuong says 
Vietnam still sees China as its main poten- 
tial long-term military threat, with the con- 
tested Spratly Islands in the South China 
Sea posing the most dangerous potential 
flashpoint. 

Although the Vietnamese navy has 
quadrupled in size since 1975 and is now 
the largest in Southeast Asia, its equipment 
is still no match for the Chinese, Indone- 
sian or Malaysian fleets, foreign analysts 
say. The navy has attained limited capabi- 





Disabled veteran runs a market stall. 


lity for deep sea operations, but most obser- 
vers doubt that it could recapture the dis- 
puted Paracel Islands, seized by China in 
1974, or hold the Spratlys against a con- 
certed Chinese attack. 

The army, which blames the collapse of 
communism in Eastern Europe on foreign 


beaches. 


of the Defence Ministry’ 
tivities, in 1985 Le Trong Tan, then a senior 
si heigl raised just under 20% of its revenue 


intervention, sees the other potential threat 
to Vietnam as subversion from the capitalist 
West, particularly the US. At the end of the 
armed forces’ communist party congress 
in April, the army newspaper called on 
the military to “defend the party and the 
socialist regime” and declared that “interna- 
tional reactionaries” were trying “to sow 
dissension between the party, the state and 
the people and divert the country from the 
socialist way.” 

Vinh says any internal uprising against 
the party is the responsibility of the Minis- 
try of Interior's security police, and that the 
army would help “only in danger- 
ous cases.” Diplomats report that 
several crack northern military units 
were sent to Ho Chi Minh City 
last year, when the feared 
possible political demonstrations 
around the time of the 15th anniver- 
sary of the communist victory on 30 
April. 

The Vietnamese military, which 
has long viewed the three countries 
of Indochina as a “single strategic 
battlefield,” appears to have down- 
graded its military support for 
neighbouring Cambodia and Laos 
since it withdrew its forces in the late 
1980s. Hanoi still provides arms and 
military training to the regime it in- 
stalled in Phnom Penh, but has re- 
jected recent US charges that 5- 
10,000 Vietnamese soldiers are still 
deployed in Cambodia. 

“Each country now has . . . to decide its 
own fate,” says Maj.-Gen. Hoang Minh 
Thao, director of the Institute of Military 
Strategy. “It’s now the Cambodian Govern- 
ment’s duty to fight Pol Pot’s [Khmer 
Rouge] guerillas, not ours.” a 


s income is generated by these ac- 
said 
internal — 
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tions with a US firm interested in investing 
produce bananas for export. “But because of the US trade em- 
bargo, discussions are proceeding slowly,” he said. 

The Vietnamese military currently has 62,000 soldiers or 
roughly 10% of the standing army, working full-time for about 
60 companies and enterprises set up following a March 1990 
council of ministers’ decree the army to go into busi- 
ness. Local militia units have set up another 160 enterprises, ac- 
_ cording to Lieut-Gen. Phan Thu, di of the Defence 
Ministry's General Administration of Economy and Techno- 
lela lic cal cri ai 
activities. 


The navy has taken up fishing, while the air force is flying 
foreign oil officials to off-shore exploration rigs. Other military 
units are involved in logging, aplite and tin mining, repairing 

and rubber and coffee. Some factories which 


"Soldiers in regular military units are also being encouraged 
to become involved in money-making ventures when not in- 


volved in training. Many units have set up livestock farms and _ 
brick kilns, while others are growing rice to supplement their — 
defence ministry budgets. “They use their to improve 
their food or build new barracks,” Thu says. 

But not all military-cum-business units are doing as well as 
Truong Son. sy aare, GA Tan bog Oae oid 
army's Satu , Col Trinh Dang Quang, 
rector of the 3rd Corps’ Red River General Co., com thal 
he often missed business ities because he lacked deci- 
sion-making power and frequently had to wait up to a year for 
approvals from the ministry. 

Red River Co. has difficulty obtaining investment capital as 
it has to pay an average of 4.6% a month for bank loans, or 
more than twice ee 


says. He also complained that the (y 
herited was “backward,” making it a CME Shin eA 
compete on the market. m Murray Hiebert 
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VIETNAM 2 


The army’s political influence ts slowly eroding 


Confined to barracks 


began arriving at the Vietnamese 

Communist Party headquarters in 
Hanoi calling for the re-election of party 
chief Nguyen Van Linh and Prime Minister 
Do Muoi to their posts when the party is 
scheduled to meet for its Seventh Congress 
later this month. 

Although top party leaders undoubt- 
edly appreciated the letters’ message, they 
ordered a halt to the campaign after they 
discovered it had been orchestrated by a 
group of army veterans. 

Party officials apparently feared that 
some of the country’s 4 million veterans 
— and perhaps some serving soldiers — 
were trying to exert political influence as a 
military bloc. Although the army is one of 
three key Vietnamese political institutions, 
its direct influence ranks far behind that of 
the party and the government apparatus. 

ite this, the armed forces remain 
the most popular institution in Vietnam, 
particularly in the countryside. Many ap- 
preciate the sacrifice of the army during the 
country’s recent wars, and believe the mili- 
tary has managed to maintain closer rela- 
tions with the population than the party or 
government since the return of peace. 

The Vietnamese army has been under 
strong party control ever since Vo Nguyen 
Giap and 33 revolutionaries equipped with 
31 rifles and two revolvers united to form 
an armed propaganda team in December 
1944. The military has remained subordi- 
nate to the party ever since. 

Although some differences emerged be- 
tween between the party and army on such 
questions as the size of troop demobilisa- 
tion after the defeat of the US-backed 
Saigon government in 1975, major conflicts 
have never publically erupted. Carlyle 
Thayer, a Vietnam specialist teaching at the 
Australian Defence Force Academy, attri- 
butes this to the fact that many officers are 
party members who have been indoctri- 
nated to accept that the party has veto 
power over the military command. In a 
1986 study, Thayer estimated 90% of the 
officer corps and more than one third of the 
army’s rank-and-file were party members. 

Linh reminded the military of its role as 
a servant and protector of the party at an 
army conference in Ho Chi Minh City in 
December 1990. “We have concentrated on 
building the army politically, trying to en- 
sure its political steadfastness in the face 
of the complicated situation at home and 
abroad,” he said, alluding to Vietnam’s eco- 
nomic crisis and the collapse of com- 


Ls last year, hundreds of letters 


munism in Eastern Europe. “This is to en- 
able it to perform satisfactorily its duty of 
protecting the party, the socialist state and 
national independence,” he said. 

Most of the political influence exerted by 
Vietnam's officer corps comes through their 
overlapping party and government jobs. 
Two members of the current 12-man ruling 
politburo are serving generals, two are re- 
tired generals and at least three others, in- 
cluding Linh, served as political commis- 
sars in the armed forces during the war 
against the US. 

The army also has “bloc membership” 
on the party’s central committee, though its 
size has been falling in recent years, accord- 
ing to Thayer. He notes that the current 
central committee, elected in 1986, has nine 
active army officers, or 8% of the total, 
against 13% in 1982 and 16% in 1976. 

The army has also long served as a re- 
cruitment base for the party. Although re- 
cent figures are not available, US Vietnam 
expert Douglas Pike estimates that six out 





Linh with veterans: avoiding military blocs. 


of 10 new party members recruited in 1975- 
82 were from the armed forces. Thayer es- 
timates that by 1986 the army accounted for 
14% of the party’s membership, which 
then totalled 1.8 million members. 

But because Vietnamese commanders 
have no local power base, unlike their 
Chinese counterparts, it has been possible 
for the party to dismiss some of the army's 
most prominent war leaders. Giap, ar- 
chitect of the defeat of the French at Dien 
Bien Phu in 1954, was ousted from the 
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politburo in 1982 — apparently for criticis- 
ing Vietnam’s invasion of Cambodia and 
Hanoi's tilt towards Moscow during the 
Sino-Soviet split. Gen. Van Tien Dung, 
who masterminded the offensive which de- 
feated the Saigon regime, lost his politburo 
post in 1986, allegedly for corruption. 

Most Vietnamese and diplomatic obser- 
vers view the army, or at least its senior 
officers, as a conservative force in the coun- 
try’s politics. While a large number of 
younger officers are said to be strong sup- 
porters of the party’s economic and political 
reforms, many high-ranking military offi- 
cials are worried such moves could lead to 
social chaos. Shortly after the party began 
the reforms in 1986, military chief of staff 
Lieut-Gen. Doan Khue warned that too 
much attention to economic development 
could “hurt the thinking and feeling of 
those who have taken up weapons.” 

The Gulf War appears to have prompt- 
ed a new round of anxiety among many 
senior officers. “We should not lay em- 
phasis on national construction alone 
[because] building the country must be 
accompanied by defending the country” 
Lieut-Gen. Doan Chuong told Hanoi Radio 
in March. “Now there is an external 
manoeuvre to eradicate socialism in the 
region. And it is certain that this mano- 
euvre will be accelerated more vigorous- 
ly.” 

Despite these warnings, many Vietnam- 
ese believe the influence of the army in 
politics has gradually declined in recent 
years. “Two things have reduced the role of 
the army — the Cambodia withdrawal [in 
1989], including the decision to demobilise 
a large number of soldiers, and the lessen- 
ing of tension along the Chinese border,” 
one civilian official observed. “Because of 
this, the role of the army at the next con- 
gress will be less than it was in 1986.” 

The army’s fear that the party is reduc- 
ing its emphasis on national security has 
prompted at least some protests from the 
armed forces. In January Hanoi Radio re- 
ported that some local military congresses, 
meeting in preparation for the national 
party congress, complained that the party’s 
new draft platform said little about building 
the army, “thus leaving everyone with the 
impression that the armed forces have been 
downgraded and national defence has 
been deprived of its significance.” 

But even if the role of the army is down- 
graded, its 4 million veterans will continue 
to be a powerful force in Vietnamese 
society. Since 1975, tens of thousands of 
veterans have been given leadership posi- 
tions in many party and government or- 
ganisations and state enterprises as re- 
wards for faithful service. But civilians often 
complain that the promotion of veterans, 
most of whom lack the managerial skills 
needed in the civilian market, is an impor- 
tant cause of the current inefficiencies in 
Vietnam's economy. m Murray Hiebert 
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Traveller’s Tales 


ow far, in today’s Japan, has 

form taken precedence over 

content, have rituals replaced 

creeds? The question arose sev- 
eral times during a recent visit to Japan, 
even when accompanying one of my nieces 
who was taking the second stage in the 
long, involved and expensive business of 
passing the Japanese driving test. 

The first stage is a written exam (fee 
*¥7,500 [US$54]); the second, a drive around 
one of five different routes of a driving test 
ground (fee: ¥2,500), after passing which 
the learner can sport a provisional licence. 
Then comes another written exam (a fur- 
ther 2,500), while the fourth stage is a test 
on the public highways. An actual licence 
costs a paltry ¥1,500. 

The real costs, however, come with the 
lessons, for there is no practical alternative 
to enrolling in a public or private driving 
school. The schools’ fees vary according to 
age and sex: the school my niece attended 
charges a 20-year-old man ¥163,000 for a 
60-hour course; a woman of the same age 
pays 20,000 more (I know, such discrimi- 
nation would be anathema in Europe or the 
US, but that’s how it is in Japan). A man of 
59 pays ¥492,000 and a woman ¥551,000. 
Even a young person must budget 
US$2,000 for a licence. Oh yes, another bit 
of discrimination: if you're below 1.45 m in 
height, the school won't accept you at all. 


The following day, my niece got up at dawn 
to queue for a time slot and a place in the 
six groups of 15 due to be tested. She was 
also allocated a route on the driving test 
ground which she would spend the next 
few hours committing to memory. She 
then went to the allocated car, and checked 
that the front, underneath and rear were 
clear of obstruction, each time calling out 
“Yoshi!” (“OK — Good!”). She carefully 
opened the door, placed her left hand at a 
designated point of the driving wheel, got 
in, closed the door to within 10 cm, looked 
back and called “Yoshi!” once again, closed 
the door and locked it. 
Her examiner who was sitting in the car 
waiting for her was then greeted in the re- 
fashion: “Yoroshiku onegai itashimasu” 
(“Please be kind to me”). She then adjusted 
her seat, realigned the mirrors, fastened her 
seat belt, checked that the gears were in 
neutral, started the engine, depressed the 
root brake, signalled to move out, engaged 
first gear, released the hand brake, checked 
the way was clear to the left (“Yoshi!”), 
wound down the right-hand window, 
stuck her head out and checked that all was 


clear there (“Yoshi!”), engaged the clutch 
and moved out 1 m, put her head out of 
the window to check the rear yet again 
(“Yoshi!”), and thus out onto the road. 

The ritualistic sequence of prescribed ac- 
tions was rigidly insisted on (if she did not 
greet her examiner with the required words, 
or fasten her seat belt before checking the 
mirrors, she failed). Once on the road, she 
had to keep up a running commentary on 
what she was doing and why (“Approach- 
ing junction, preparing to turn right, check- 
ing rear-view mirror, signalling, engaging 
lower gear, all clear to the left, Yoshi! . . .” 
etc.) At the end of the test route she stop- 
ped, put on the hand-brake, cut the engine, 
put the car into reverse gear, thanked her 
examiner, asked him for “one point” of ad- 
vice on her driving, checked that the road 
was all clear (“Yoshi!”), got out and closed 
the door (quietly, of course). 

Which is more important: the demon- 
stration of competent driving or the correct 
performance of a rigid ritual which hap- 
pened to involve driving? And do the high- 
ly structured tests result in better driving? 
Difficult to say. These questions didn’t in- 
terest my niece much anyway. She failed. 





Back at her Shizuoka home, her father rum- 
maged through the belongings of my 
father-in-law whose death at 98 I recorded 
earlier this year (REVIEW, 28 Feb.) and gave 
me a couple of his paintings as souvenirs of 
the old boy. He also turned up an ink brush 
sketch (above) by former prime minister 
Yasuhiro Nakasone, who went to high 
school in Shizuoka and joined in a calli- 
graphy group with father-in-law. It was a 
timely find as Nakasone had just inveigled 
his way back into the ranks of the Liberal 
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Democratic Party, the disgrace of the Re- 
cruit scandal apparently purged. To my 
eye, the brushmanship of Nakasone, as re- 
vealed in his sketch of Mount Fuji in the 
spring, is strong and masculine, perhaps 
self-consciously so — a political weather- 
vane trying to look like a fixed point. 

A small tale hangs on this sketch. Appa- 
rently, after the calligraphy session was 
over, my father-in-law noticed a mistake in 
the text, the top kanji in the second row of 
characters in from the right corner. 
Next day he took the sketch back to 
Nakasone and pointed out the error which 
Yasu tried to correct, but only smeared it. 
One could say that, as with the Recruit af- 
fair, he was willing to admit his mistake, 
but that a blot remains on his character. 


Another ritual in Japan marks the accession 
of every new prime minister: the govern- 
ment information agencies solemnly distri- 
bute to the media colour photographs of 
the new incumbent, squatting in kimono 
on tatami mats, writing philosophical 
thoughts on a scroll of rice paper. I think 
these pictures are designed to reassure the 
Japanese public that their affairs are in the 
hands of a Confucian scholar-gentleman. 
This traditional bit of image-creation was 
duly performed for the present incumbent, 
the ill-starred Toshiki Kaifu. The Korea 
Herald sarcastically chose to publish the 
Kaifu edition of the series at the height of 
the Gulf crisis, on 9 January last: 





Kaifu in tent practicing calligraphy 


This struck Seoul reader Marnix Wells as 
significant: with the robes giving a Law- 
rence-of-Arabia flavour, Kaifu is “intent” on 
his thoughts in the great traditions of Col 
Gaddafi, whose habit of retiring into the 
desert in true nomadic Bedouin style is well 
known, and of Idi Amin, who liked to re- 
ceive visitors to his “crawl-in” grass hut. m 
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It was in 1906 when Siemens 


introduced its first “suction pump” 


to the market, a 150 kg 
heavy-weight contraption, 
designed to take the dust out of 
carpets. Today, 85 years later, 
vacuum cleaners have become 
standard equipment of every 
household. 


Siemens has played a decisive 
and innovative role in this 
development by continuously 
improving the quality and 


efficiency of its vacuum cleaners. 


20 million units produced so far 
bear testimony to this long- 
standing success, which is being 
continued five thousand times 
every day. 
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PHILIPPINES 


After years of recurring crises, Aquino turns the corner 


The final test 


By John McBeth in Manila 


resident Corazon Aquino has now 
entered the final stretch of her 
six-year presidency, buoyed by a 
stabilised political environment, 
fresh capital inflows, lower interest rates 
and an economy that is showing signs of 
resurgence. Indeed, after the hammer 
blows that hit her administration over the 
past two years — blows which left Filipinos 
and outsiders alike shaking their heads in 
dismay — Aquino may be finishing a great 
deal stronger than anyone had predicted. 

D-Day for the Philippines is 11 May 
1992, when the country’s 30 million voters 
go to the polls to elect Aquino’s successor 
and choose a new Senate and House of 
Representatives. The election will be an im- 
portant barometer to the health of Philip- 
pine democracy — whether the encourag- 
ing trends apparent in the 1987-88 congres- 
sional and local elections will continue, or 
whether the country will lurch back to the 
patronage-style politics of old. 

While there will always be the percep- 
tion that the Aquino presidency was one of 
missed opportunities, brought about by a failure to capitalise on 
her early popularity and by the way she allowed Congress to slip 
from her grasp, it has not all been doom and gloom. There have 
been major changes in the form of government. The monolithic 
business elite has fragmented to a degree, populist movements 
have multiplied, bringing with them a heightened sense of political 
consciousness, and there has been a slow but perceptible growth in 
the middle class. 

The creation of the Philippine National Police has finally 
divorced the military from the civilian justice system, and a pend- 
ing Local Autonomy law will go at least part of the way towards 
decentralising, power. Perhaps the most disturbing anomoly, how- 
ever, has been a seeming reluctance to tackle legislation which 
would have fleshed out the skeletal democratic framework that 
Aquino regards as her singularly most important achievement. 

Certainly the institutions may be there — Congress, an inde- 
pendent-minded Supreme Court, and possibly the freest, if not 
always the most responsible, press in Asia. 
But the gap between rich and poor has 
widened if anything and the 3 million 


squatters who now crowd into Manila’s ex- The succession ... 
panding slums — the refugees from the Economy s.s... 
countryside, as one prominent politician Stockmarket ...... 
puts it — bear testimony to the fact that trialisati 
apart from isolated pockets, the rural econ- ae z eas 
omy is showing few signs of revival. c $ 8s 
Although foreign investors may want to sania nen 
take a wait-and-see attitude until after the Military sssr 
elections, the instability which attended Bases ............... 
Environment ..... 


much of Aquino's presidency has large- 
ly disappeared. Faœd with a more en- 
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lightened military leadership and a new 
government strategy of gradual construc- 
tion, the Communist Party of the Philip- 
pines and its military arm, the New 
People’s Army, have been weakened ap- 
preciably and now find themselves under 
increasing pressure in most of their 
strongest base areas. 

Authorities have also been successful in 
rounding up many of the rebel soldiers 
who took part in the abortive 1989 coup at- 
tempt — one of six Aquino has survived 
during her term. Only about 120 renegade 
soldiers, including Reform the Armed 
Forces Movement leader Gregorio Hon- 
asan, remain underground, but as long as 
they do the government worries that the 
threat they represent — however impotent 
it may be — will continue to make potential 
investors wary. 

Still, new aid commitments and the ex- 
pected signing of an agreement extending 
the lease of the US bases have contributed 
to a growing dimate of optimism. Tough 
economic decisions, including increased oil 
prices, a general cutback in spending and a temporary but contro- 
versial 9% import levy, have helped stabilise the economy and 
given officials some hope they will now be able to attract the invest- 
ments that are needed to expand the country’s manufacturing base. 

Aquino herself said in a recent interview that it will take the next 
administration to see a real improvement in the economy, but of- 
ficials around her are convinced they have the building blocks in 
place and that the country has begun to turn the corner. “What we 
have now allows for a transition to a new order that is predictable, 
orderly and stable,” says Executiuve Secretary Oscar Orbos. “I real- 
ly think we have swallowed the bitter pill. All we have to do now 
is maintain the momentum.” 

Low money-market yields and declining interest rates have 
served to inject more money into the stockmarket — a trend 
which is expected to continue in the months ahead. Market 
analysts say many potential investors are waiting to see the 
outcome of the talks over a new US bases treaty, an issue which 
in itself may paradoxically represent some- 
thing of a watershed in Manila’s foreign re- 
lations policy. 


SNOW WIOLS BL 
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Position 
vacant 


nlike Corazon Aquino, the next president of the Philip- 

pines, to be elected next May, will have to do much more 

than just survive, which up until now many see as her 
greatest, and at times unexpected, achievement. 

The Aquino years have been a transitional era, following the 
overthrow of the Marcos dictatorship and the abuses by the oligar- 
chy of “cronies.” The great test now will be whether the country 
can hold a peaceful and fair election and emerge with a stronger 
hold on democracy. 

The argument can be made that Aquino has survived because 
that is what vested interests wanted. Now, after some bitter eco- 
nomic medicine has been swallowed, that theory will be put to the 
test. If a popularly elected president emerges who is clearly not a 
pawn in the political game, it will be a giant step forward. 

Despite the current plethora of presidential hopefuls, the win- 
ner is likely to be the candidate fielded by the ruling Lakas ng De- 
mokratikong Pilipino (LDP), the coalition Aquino perhaps wisely 
never joined but, in the end, almost succeeded in alienating. 

The two leading LDP contenders at this early point are Defence 
Secretary Fidel Ramos, a former general who took part in the orig- 
inal army revolt against Ferdinand Marcos and then stood by 
Aquino through six coup attempts, and bearded House of Repre- 
sentatives Speaker Ramon Mitra, whose humble Palawan child- 
hood belies his reputation as a so-called tradpo, or traditional politi- 
cian. Forty-year-old Oscar Orbos, reputedly an Aquino favourite, 
may not be counted out either. He indicates that once the admin- 
istration has established the necessary momentum, he will feel free 
to consider his options. 

Although the president says she will not publicly endorse a suc- 
cessor until her 25 January birthday, most analysts believe it is a 
mute point. The candidate who emerges victorious from either an 
informal vote during the LDP’s anniversary caucus in September or 
from the subsequent party convention itself in January will in all 
likelihood be Aquino’s choice anyway — no matter how much she 
is seen to be divorced from the party’s decision-making process. 

Sitting congressmen will probably play only a minor role in the 
selection. Much more important will be the governors and the 
mayors among the 3,000 or so voting delegates, many of whom be- 
long to the populist Kabisig movement which Aquino launched 
last August in a bid to circumvent congress and speed up rural pro- 
jects. Kabisig may not mean anything as an organisation, but for 
most local officials membership is a must if they want funds to 
come their way. 

Joined on occasion by LDP chairman Sen. Neptali Gonzalez 
and other politicians, Aquino’s influential younger brother, Con- 
gressman Jose “Peping” Cojuangco, continues to drop hints that 
Aquino may in fact seek a second term. Such a prospect is taken 
seriously by a surprising number of political pundits (REVIEW, 30 
May), but given the way the constitution forbids the incumbent 
from running again, it is doubtful Aquino will want to embroil her- 
self in an unseemly legal wrangle over the letter rather than the 
spirit of that law — technically she has not served a full term since 
the constitution came into effect. 

Those who rule out her candidacy are convinced all the talk 
about a second term is merely a ploy to ensure that Aquino re- 
mains a viable figure in the final months of her term and an impor- 
tant factor in the choice of a successor. Of the contenders, Mitra 
may have the inside track in the early going, largely because of his 
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position in a party where Ramos is ed as an outsider. The 
longer the course, however, the better the defence secretary's 
chances seem to be — provided he can bring key Kabisig players 
such as League of Governors chairman Roberto Pagdanganan on 
to his side. 

There is much that still has to be explained about Ramos. De- 
spite the fact that he comes out near the top in most opinion polls, 
he seems to have brought little with him into the LDP apart from the 
multi-sectoral United People’s Power Movement (UPPM), which has 
yet to attract a widespread following or lure any of the Makati fi- 
nancial establishment's big names into its fold. Ramos does have 
the backing of several farming organisations and also the country’s 
peace-and-order council network, which he heads. But if he has 
other cards, they are still up his sleeve. 

He is equally coy about his campaign team and will only allow 
publicly that his sister, Sen. Leticia Shahani, is his political adviser. 
According to the UPPM, one of his closest confidantes is Economic 
Intelligence and Investigation Bureau (EIB) director Jose Almonte, a 
retired brigadier general and one of the early mentors of the Re- 
form the Armed Forces Movement (RAM). Political sources suggest 
that he is also Ramos’ leading fund-raiser. 

Although Almonte denies having any official role in the cam- 
paign, suspicions clearly remain. Liberal Party Sen. Ernesto Ma- 
ceda has filed a bill in the Senate which calls for the abolition of 
the EIB — a move he justifies by pointing to the administration’s 
continuing efforts to trim the fat from the country’s bloated and in- 
effective bureaucracy. Since 1989, when Congress cut the EIB’s 





The contenders: Mitra and Ramos. 


budget to a symbolic peso, the bureau has survived on money pro- 
vided by the Office of the President's “calamity fund.” 

Almonte is a military academy classmate of another retired gen- 
eral and long-time Ramos associate, Jacinto Galang, who adminis- 
ters the Retirement and Separation Benefits System (RsBS), the mi- 
litary’s multi-billion peso pension scheme. Critics suspect the RSBS 
may also be used to help finance Ramos’ campaign, but UPPM sec- 
retary-general Tony Abaya says his group made a careful study of 
the fund before they decided to back Ramos and came away satis- 
fied it was more transparent than it has ever been and was not a 
potential milking cow. 

Ramos is expected to step down from his post in late July or 
early August to position himself for the LDP nomination. By that 
time, it should also be known whether Orbos will make it a three- 
way contest. “The time hasn’t come to make a decision,” he said. 
“Maybe my work will lead me to it . . . I'm not one to run away 
from an opportunity. An appointment with destiny is something 
you can’t fully control.” 

The former Pangasinan congressman says he does not need to 
be president to protect his interests. But at the same time, he says 
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there is an attraction to being involved in what he is convinced will | 
be a transition from the old political order to one which will present 
opportunities to a new and much more dynamic batch of reformist- 
minded politicians. 

It is still far too early to determine the size of the presidential 
field, though conventional wisdom suggests that any presidential 
nominee who misses out in the nomination race for one of the 
major parties will have an almost impossible task running as an in- 
dependent. Personalities rather than platforms have traditionally 
dominated Philippine elections, but there are other factors which 
must be taken into account in mapping out a campaign strategy. 

About 40% of the 30-million-strong voting population live in 
the so-called Lingayen Gulf-Tayabas Bay corridor, which stretches 
from Pangasinan in north-central Luzon to Quezon in the southern 
Tagalog region south of Manila. About 20% live in the capital itself, 
including an estimated 3 million squatters whose loyalties may de- 
pend to a large extent on where they come from in the Philippines 
and how well the parties go about organising their vote. 

Overall, Luzon accounts for about 60% of the total vote, with 
the Visayas — the central Philippine islands — contributing 25% 
and Mindanao 15%. Although Marcos broke the precedent, most 
past presidents from Luzon have historically looked to the Visayas 
or Mindanao for their running mates. Given the way the vote 
could be badly split on the main island, the 1992 elections may see 
a return to that old format. “Luzon will be the battleground,” says 
University of the Philippines political scientist Alex Magno, “but 
the war could still be won in the Visayas and Mindanao.” 

In the past, it was the provincial power blocs who virtually de- 
cided the outcome of a presidential election — as they do in filling 
congressional seats. But as the influence of the landed oligarchy 
has waned, the national leaders who are emerging are much more 
urbanised — even if some do retain necessary political and eco- 
nomic links to their old rural bases. 


he Omnibus Election Code limits campaign spending to 
P1.50 a voter, or a ceiling of 290 million (US$3.2 million). 
But that is hardly a realistic figure, even if a proposed 
amendment doubles it. According to most estimates, it will take at 
least P1 billion to allow a candidate to run a strong campaign and 
to pay for everything from television advertisements to campaign 
billboards and precinct inspectors in the country’s 40,717 baran- | 
gays. So where is it all going to come from? | 

The main election financiers were once the sugar, rice, tobacce 
and coconut plantation owners, and the timber and mining conces- 
sionaires who depended on government licences. In the past dec- 
ade, many of the large property holdings have been fragmented by | 
intra-family dispersals, and with sons and daughters moving to 
urban centres the land is now increasingly being used as collateral | 
to finance city-based business enterprises. Mining and timber com- | 
panies are also facing tougher times, most notably because of a | 
growing outcry over deforestation and other environmental issues. 

The new moneybags are the Chinese-Filipino businessmen, | 
who use their financial clout as a form of protection against the po- 
litical winds, and the proliferation of smugglers and gambling lords 
who contribute to the country’s burgeoning underground eco- 
nomy. The National Bureau of Investigation’s recent well-publi- 
cised crackdown against alleged gambling lords in central and 
southern Luzon seems to have been less of an exercise in law en- 
forcement and more of a way of conveying an unmistakable mes- 
sage. 

oF e the gamblers, the clout of the smugglers is formidable 
given the fact that many of the syndicates have a particular interest 
in retaining their political influence. 

Analysts looking for significant changes in the electorate believe 
the real revolution lies in the fact that up to 80% of the voting popu- | 
lation is now aged between 18 and 44 — a younger generation | 
much more exposed to radio and television and therefore less sus- | 
ceptible to pressure from the local political boss. The same analysts | 
feel many of those old traditional ties have also been broken in the | 
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general drift from country:to town. According to some estimates, 


70% of voters are now considered to be urbanised, compared with 


- 40% during the 1970s. 
It is far from clear, however, just how correct this perception is. 
- Are sons really that different from their fathers in rural areas, par- 
ticularly when debts are handed down from one generation to 
“ another and economic dependency seems as great as it has ever 
= been? The implications of the urban drift may also be over esti- 
mated. Even Communist Party of the Philippines organisers have 
noted that the social structure of Manila’s sprawling squatter settle- 
ments is simply a microcosm of those that can be found in any 
Philippine barangay or municipality. 

Among the other new forces at play are the 7-8 million contract 
workers who have rotated through the Middle East and elsewhere 
and have now have emerged as a new breed of opinion makers in 
rural areas. The proliferation of non-civic groups and non-govern- 
ment organisations (NGOs) could have an important bearing on 
voter thinking as well. Because she was elected by a coalition of 
parties and therefore felt it prudent to keep her distance from the 
ruling political machine, Aquino came to regard the NGOs as her 
main constituency — even if she did tend to ignore them in the 
middle years of her presidency. 

z Then there is the Catholic Church. Although there is no such 
~ thing as a Catholic vote, the Catholic Bishops Conference of the 
Philippines (CBCP) is in the process of laying down criteria for their 
congregations on what to look for in a candidate. Religion, church 
sources insist, will not be a factor in the formulation, though that 
may depend to some extent on individual bishops. The issue is 
< particularly important to Ramos and Liberal Party leader Jovito 
Salonga, both of whom are Protestants. 

The church is likely to play a significant watchdog role in the 
elections, which Commission on Elections (Comelec) member 
Haydee Yorac fears may bring a return to the old “guns, goons and 
-> gold” syndrome that has dogged Philippine politics for decades. 
_. National Security Council sources say there may be as many as 
800,000 unregistered firearms in the country. Although some are 
held by the communist New People’s Army and the now- 
moribund Moro National Liberation Front, a significant number 
are believed to have been smuggled in since 1986. 

The church is already preparing a pastoral letter which, for the 
first time, will explicitly condemn the use of violence or intimida- 
tion to achieve political ends. “Political hooliganism has survived 
efforts to bring about a change to moral and mature politics,” says 
a draft letter Comelec and the church are jointly working on for the 
elections. “Candidates who follow these practices do not deserve 
the offices they seek.” 

Violence-prone areas are generally identified as Cotabato and 
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the neighbouring Autonomous Region of Muslim Mindanao, Mas- 
bate in southern Luzon, and large parts of northern Luzon, includ- 
ing Nueva Ecija, Ilocos Sur and the Cordillera provinces. The Mus- 
lim areas of western Mindanao have always been a major electoral 
problem, but Nueva Ecija is typical of a province where the death 
of the former patriarch has led to an often bloody power struggle 
between his sons and other local politicians. In other provinces, 
clans who suffered a setback in the 1987-88 congressional and local 
elections are expected to try to mount a comeback now that the 
campaign against political dynasties has lost much of its steam. 
Comelec and the church are particularly concerned about the 
low level of political judgment. In outlining the church’s rationale 
for a voter-education programme, the Diocesan Office for Ecumen- 
ical and Interfaith Affairs says the survival and progressive deve- 
lopment of democracy requires a qualitative improvement in the 
outlook and behaviour of voters. mw John McBeth 





ECONOMY 


Reality is hidden 
underground 


By Rigoberto Tiglao in Manila 


verybody knows it is a stereotype that Filipinos love to de- 
bate anything, and the latest almost bizarre subject is the 
economy: has there been an economic turnaround or not? 

But for once, this is not just a case of the usual argumentative 
nature of the Filipinos. Even professional foreign economists seem 
to have contrasting assessments. World Bank analysts in their Oc- 
tober 1990 country economic memorandum, are definitely optimis- 
tic: “The recent achievements of the Philippines economy are very. 
impressive . . . The recovery, and its consolidation over 1986-88, 
can be attributed to sound economic management and a bold series 
of reforms undertaken by government.” 

But this is in sharp contrast to a report made at the same time 
by Massachusetts Institute of Technology (MIT) economists 
commissioned by the UN Development Programme: “The seem- 
ingly modestly favourable growth performance from 1986 to 1989 is 
misleading. In fact, the Philippine economy as currently consti- 
tuted cannot on a sustained basis generate economic develop- 
ment.” 

The MIT economists also emphasised: “[Philippine policymak- 
ers] must turn the illusion of the late 1980s — the transformation of 
the nation into an outward-oriented, export-led economy — into a 
reality.” 

Their point is well taken by students of the country where the 
gap between illusion and reality seem to have become a theme in 
nearly all facets of society: a technically democratic system clashing 
with the notorious violence and corruption surrounding electoral 
contests; a developed judicial system often grinding to a halt either 
from the mechanism’s overloading or sheer incompetence or cor- 
ruption; seemingly nationalist political leaders actually based on 
the new oligarchy of Chinese-Filipinos; or even the country’s ap- 
parent political volatility since 1986 conflicting with the reality of a 
remarkably stable ruling class. 

Many of the Philippine economic indicators would seem to 
have such phantom features: 
> The Aquino government has been proud of the 1988 census 
data showing that poverty had been reduced sharply from effect- 
ing 59% to 49% of all househelds, meaning a reduction of 6 million 
people below the poverty line. But even Finance Secretary Jesus 
Estanislao told the REvEw that he doubts the significance of the 
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figures, since a sudden rise of copra prices, 
which directly determine the income levels 
of at least 3 million households in the 1986- 
88 years would have been enough for the 
upswing in earnings of the rural poor, and 
could be reversed as easily, while govern- 
ments cannot influence world commodity 
prices. 

> The unemployment rate has dramati- 
cally declined from 11.1% in 1985 to 8.3% in 
1990. But again, the domestic economy can 
hardly take full credit for this. In the first 
place, the number of contract workers tak- 
ing up work overseas increasing by 34% be- 
tween 1985 and 1990. Secondly, rather than 
the manufacturing sector, the bulk of the 
increases were absorbed into service indus- 
tries, whose share to total employment in- 
creased from 28.6% in 1980 to 34.9% in 
1989, while employment in manufacturing 
actually decreased from 10.9% to 10.4%. A 
great part of the category “service indus- 
tries” could be a euphemism for low-pay- 
ing work such as cigarette hawking and 
even bar “entertaining.” 

> The GNP growth rate has averaged a 
modest 5.4% from 1987 to 1990. The GDP, 
however, averaged only 4.8%, explainable 
by the net factor income from abroad item, 
which again represents the impact of over- 
seas workers’ earnings. It has also been a 
construction-led GNP growth, with a re- 
markable 13.9% rate in 1989 — combined 
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with a 12.3% increase in the “net factor 
income from abroad” item — pulling 
the GNP growth figure up to 5.7% that 
year. 

> The Philippines seems to be overcoming 
its foreign-debt crisis, with the percentage 
of its external debt to GNP decreasing from 
80.6% in 1985 to 68.7% by 1989. But again 
there is a catch: a large part of the debt had 
been merely converted into government's 
domestic liabilities, with the share of inter- 
nal debt rising from 13.7% to 18%. Govern- 
ment interest payments of P19 billion 
(US$680 million) last year threatened to de- 
rail the economy in the last three months of 
last year. While it was a positive resource 
transfer from 1974 to 1983, the debt situa- 
tion since 1985 has resulted in a huge nega- 
tive resource transfer that has been pulling 
down the economy, resulting in US$3.2 bil- 
lion on a net basis flowing out of the coun- 
try in 1988-89 alone. 

> The export structure on the surface has 
changed, with the share of manufactured 
exports rising to 69.7% in 1990 from its 1985 
share of 59.7%. The bulk of these manufac- 
tured exports, however, are semiconduc- 
tors (24% in 1990) and garments (21.7%), 
both of which are highly import-dependent 
industries, with their local value-added esti- 
mated from a low of 4% for semiconductors 
to 10% for garments. 


> Board of Investments data claims that 
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"project costs it has registered rose from P3.2 billion in 1986 to 
P108.4 billon in 1990. But a major part of the investments were 
made through the discounted debt-to-equity scheme, amounting 
to 247.6 billion. These were investments which came in less be- 
cause of an improved government infrastructure than because of 
the nearly simultaneous profits — since each US$1 in investments 
through debt notes created roughly US$2 (because of the 50% dis- 
counts) worth of Philippine assets. 

But again, there are Philippine realities which are rosier than de- 
pressing statistical abstraction, which often seem to defy eco- 
nomics. “Just as most people have underrated Cory [President 
Corazon Aquino], our economy has been terribly underrated,” 
says Estanislao. Aquino’s economic tsar even went to the extent of 
saying: “The December 1989 attempted coup actually was a bless- 
ing in disguise, as it cooled down what was a rapidly overheating 


economy.” 


The stockmarket — which refused to be pulled down with the 
spate of adverse incidents from December 1989 through most of 
1990 — is one example. While the argument could be made that it 
is after all a speculative industry, particularly with its notorious 
signs of insider-trading, the Manila market behaviour has always 
been faithful in forecasting economic developments, with the in- 
dices in the terms based on the performance of firms at the com- 
_ manding heights of the Philippine economy. San Miguel Corp., for 
-= example — hit not only by a rise in beer taxes but by a 9% import 
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levy — still managed a 16% increase in sales in the first quarter of 
1991, 

The real estate boom in the country — both for condominiums 
and commercial complexes — has kept Filipinos here continually 
asking the question: where are people getting their money? 

The answer may lie in the fact that the real dualism in the 
Philippines is made up not of agriculture and industry but of the 
formal and the informal — or the underground — economy. A 
clear indication of this, which has emerged as one of the country’s 
major problems, is the fact that the Philippines’ tax-to-Gpr ratio of 
12.9% (in 1987) is the lowest in the entire region (the highest is Sin- 
gapore with 26.3%). Out of a labour force of 19.8 million in 1985, 
only 2.4 million filed tax returns, while only 827,000 presented tax- 
able returns. 

While starving the government of revenue — which contributes 
to the state's inability to intervene in the economy for its long-term 
growth — the unpaid taxes circulate within the system in terms of 
consumption, savings, and for entrepreneurs, even investments. 

As demonstrated in the 1983-86 years, when companies still 
managed to import their materials despite a foreign exchange crisis, 
it seems to be the country’s vast undergound economy which eco- 
nomic statistics have always failed to capture. Behind many of the 
Philippines’ rosy macroeconomic figures, which turn out to be 
largely illusory, may be the real reality of the underground eco- 
nomy. 


_Live-wire money 


Two things regarding the Philippine 
capital market seem remarkable in. re- 
trospect when assessing developments 
during the Aquino administration: de- 
spite seven coup attempts, foreign 
money has electrified the Philippine 
stock exchanges since 1987, and there 
has been a rapid listing of new issues, a 
breakthrough for what has been the sec- 
ond-thinnest market in the region. 

One estimate put foreign investment 
in stocks at US$300 million, with even 
conservative European fund managers 
taking part. . 

The influx of foreign funds has 
forced the Central Bank to streamline re- 
mittance procedures. More than 10 for- 
eign brokers have started operations 
here, and with their emphasis on mar- 
ket research, have prompted the profes- 
sionalisation of what was seen as a club- 
bish, even shadowy, industry. 

The trend towards new listings was 
surprisingly accelerated by the govern- 
ment-owned Philippine National Bank 
(PNB), which on 21 June 1989 listed 30% 
of its shares at P170 (US$6.18) per 
share. PNB’s success — its shares closed 
on 31 May this year at 2432.50, for a 
254% appreciation — aroused public in- 
terest in what previously had been a 
largely esoteric, dangerous market. 

Fifteen new listings were made after 
PNB’s, including firms as varied as prop- 


erty concerns such as Ayala Property 
Ventures and Kuok Philippines, to in- 
dustrial-commercial enterprises such as 
Metro Drug, Inc. and Sanitary Wares 
Manufacturing Corp., and even the 
newspaper company Manila Bulletin 
Publishing Corp. In the last year of the 
Aquino administration, 25 other com- 
panies are planning to list total offerings 
valued at an estimated P.15.6 billion. To- 
gether with an overall interest in stock- 
market investments, the new listings 
have expanded turnover value in the 
two Philippine exchanges — Manila and 
Makati — from 22.1 billion in 1985 to 
P51 billion in 1990. 

Reflecting problems in areas of the 
country, it is the infrastructure for capi- 
tal markets that is lagging behind the 
business developments. Despite the car- 
rot of an Asian Development Bank loan 
of US$200 million to smooth out the 
transition for a unified stock exchange, 
the Securities and Exchange Commis- 
sion — itself an underfunded, decrepit 
government agency — has been unable 
to force the two to merge. Again illus- 
trating the concealed reasons behind 
many of the country’s controversies, the 
problem seems to be about who would 
be king of the one exchange, or even 
what building would be used for a 
Philippine stockmarket. 

u Rigoberto Tiglao 
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What often has confused perceptions of the Aquino administra- 
tion’s economic performance is the glossing over of the fact that the 
Philippines did go through a debt crisis, so severe that from 1984- 
86 it was almost formally cut off from international funds. As the 
World Bank noted, rated against nations which went through a 
debt-crisis, “the Philippine adjustment was remarkable in many as- 
pects . . . [its] overall performance during the 1986-89 period has 
been comparable with that of the most successful HICs [highly in- 
debted countries] during this period.” 

One obvious example would be the Philippine average inflation 
rate (as measured with the GDP deflator) from 1986-88 of 4.5%, 
compared with Chile's 20.5% and Brazil's 345%. 

The factors explaining the Philippines growth since 1986 — 
overseas workers’ remittances, official development assistance and 
foreign investments — may all be impermanent. Nevertheless, 
they did provide an increase in economic activity, enough to pre- 
vent a recession that could have fuelled political upheavals. 
Growth, even if only modest, has also generated a new breed of 
Philippine entrepreneurs with little stake in the old economic 
framework. 

This has occurred at a time when international debates over 
what economic policies are correct are rapidly ending — as the 
Latin American, East Asian, and even the Eastern European ex- 
periences have yielded conclusive lessons over such things as 
tariff protection, openness of the economy and the level of the 
exchange rate. The two contrasting assessments of the state of 
the Philippine economy — the upbeat World Bank report and 
the pessimistic study of the MIT economists — after all have basi- 
cally the same prescriptions: accelerating the economy’s export 
capacity. 

To paraphrase the MIT economists, the task facing Philippine 
policymakers is to turn the ephemeral gains of the 1986-90 eco- 
nomic expansion into a more permanent growth pattern. n 
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INDUS TRIALISATION 


Failure to meet 
need for change 


f the Philippines seems to be, especially with its debt crisis in 
[s more like a Latin American country than a Southeast 

Asian one, it is due to its industrial structure, and the three- 
decade-old protectionist policies that created it: a small tariff-pro- 
tected manufacturing sector that contributes only about one fourth 
of the GDP. The five years of the Aquino administration has hardly 
changed it, and this appears to be — next to its inaction over agra- 
rian reform — its biggest failure. 

While the share of agriculture fell from 29.2% in 1985 to 27% by 
1990, this did not at all mean a push towards industrialisation. The 
share of manufacturing only minimally increased by 0.8 percentage 
points, from 24% in 1985 to 24.8%, with its productivity never 
being more than 20% over the 1970 level in the past two decades. 
The largest increase of 1.5% went to the service sector. 

There were several factors for this: the closure of factories un- 
able to withstand the 1983-85 financial crisis; the fact that from 1986 
to 1987, factories merely had to rev up their machines, under- 
utilised since 1983, rather than renew them; a crippling power 
shortage partly brought about by drought; and in 1990 a rise in in- 
terest rates past 30% levels that moved money away from manu- 
facturing investments towards government treasury bills. 

However, the primary fault, many feel, is the Aquino adminis- 
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_ has not yet even started reconstruction, but 





“tration’s failure to successfully intervene to change industrial 
policies. First of all, in a way similar to the troubled Agrarian Re- 
~~ form Department, the Trade and Industry Department proved to 
“be virtually paralysed, not only by alleged conflict of interest ques- 
= ‘tions, but by bureaucratic inefficiency. Its former head, Jose Con- 
_.cepcion, while probably morally right in insisting on keeping his 
post, had long lost his credibility with the business sector two years 
before his resignation in 1990. 
oe Worse, the department under Concepcion had proved to be 
-nearly the last bastion of protectionist ideology in the Aquino gov- 


ernment. Aides to Finance Secretary Jesus Estanislao even claim 


that it was Concepcion who managed to convince President 
Aquino at the last minute on 1 September 1990 to suspend Execu- 
‘tive Order No. 413 — which would have introduced the most 
sweeping restructuring of the country’s protectionist tariff system 
-ever seen. As a result, there has been practically no change at all in 
<>, terms of nominal tariffs since 1985, which has remained at 27.6 % 
_.-~ a disincentive for increased productivity, while existing indus- 


tries represented insurmountable barriers to new entrants. 


8 One of the basic reasons for Aquino’s failure to make progress 
_ has been the problem of the value of the peso. Exchange rate de- 
. preciation is normally an important component for changing in- 
_. dustry from a domestic orientation towards exports. While the 


_ peso has depreciated in real terms since 1985, the currencies of 


; its competitors, such as Malaysia, Thailand and Indonesia, accord- 


- ing to UN estimates, had depreciated faster. Taking 1970 values as 


a 100, the peso depreciated in real terms to 72.3 by 1989, while the 





ee ringgit was worth 52.9 and the Thai baht 56.4 points. 

Resistance to a depreciation of the peso which could make ex- 
ports more competitive is one of the Philippines’ most convoluted 
problems. Its 95% dependence on oil imports makes changes in the 
exchange rate a source not only for volatility in the economy (as its 
inflationary effects ripple throughout the entire system) but for po- 
litical instability, because since 1970 increases in gasoline prices 
have always met with stiff popular resistance. 

Despite their advocacy of an open economic system, Aquino’s 
past and current finance secretaries and Central Bank governors 
have been against depreciating the peso. For the finance depart- 
ment, it risks a blow-out of the budget deficit, since the peso costs 
for servicing foreign debt would rise. The Central Bank also has to 
worry over the peso costs for servicing its own foreign debt, which . 
has increased since 1983 when it had to assume a major part of the- ` 
liabilities incurred by private corporations. The Central Bank since 
its establishment, has seen its principal role — aside from control- 
ling inflation — as the defense of the peso. 

Theoretically, as countries which have moved to an indus- 
trialised status have demonstrated, the short-term economic and 
political instability resulting from exchange rate depreciations and 
tariff lowering should be surmounted by a well-functoning state 
machine able to implement a tightly coordinated economic pro- 
gramme. 

It is such bureaucracy that the Aquino administration has been 
unable to organise. Industrialisation on a large scale will have to 
wait until such a machine exists. E Rigoberto Tiglao 





INVISIBLE EARNINGS 


Culf strike 


at economy 


Be oming a year after the debilitating impact of the abortive De- 
P cember 1989 coup, the Gulf War was hardly a welcome de- 
F velopment for the Philippine tourist industry or, just as im- 
_ portantly, for a government which depends on overseas contract 
workers for a large chunk of its foreign exchange. Last year, these 
two so-called invisible earnings accounted for about US$2.6 billion. 
While the thousands of Filipino women who work as maids 
abroad, mostly in Asia, were unaffected, it was the construction 
and other workers in the Gulf region who suffered. Although 
January remittances were only US$88 million, compared with a 
monthly average of US$100 million through 1990, the end of hos- 
tilities has predictably seen a sharp upsurge in workers returning to 
< the Middle East. Indeed, in response to ur- 
| gent reconstruction needs there are indica- 
_ tions that the total official labour force may 
eventually exceed the pre-war figure of 
219,000, most of whom were concentrated 
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April and more are following. 

Tourist officials, hoping for an encouraging pick-me-up during 
the October 1990-March 1991 peak season, saw the Gulf War and 
a related, but fatally botched Iraqi terrorist bombing in the Makati 
business district eat into tourism figures just as: they had regained 
much of the ground lost in the waning years of the Ferdinand Mar- 
cos presidency. 

Through the early part of the October-March season hotel occu- 
pancy rates hovered dismally around the 30-40% mark. Although 
there was a post-war surge in April-May, the Department of Tour- 
ism has had to downgrade its 1991 projections from 1.2 million vi- 
sitors to about 1 million. Last year, there were only 1.024 million 
visitors, down from the 1.189 million recorded in 1989, 

Still, for an industry that generated an estimated US$1.4 billion 
last year, it has considerable potential. Private consultants are ex- 
pected to complete work in July on a 20-year master plan, which 
identifies four main tourism clusters — two in Luzon and one each 
in the Visayas (the central islands) and in Mindanao in the south — 
and provides for the development of two major tourist estates in 
Davao and Bohol. i 

With the backing of President Corazon Aquino and Transporta- 
tion Secretary Nicomedes Prado, the government has already 
adopted recommendations aimed at easing the Civil Aeronautics 
Board red tape which, in the interests of 
protecting the ailing national carrier, Philip- 
pine Airlines (PAL), has hampered efforts 
by enterprising tour operators to arrange 
charters flights to the Philippines, particu- 





in Saudi Arabia, the United Arab Emirates, 
‘= Libya, Qatar, Kuwait and Bahrain. 
i Central Bank officials say that despite 
"the war, they still expect remittances to 
reach the US$1 billion level this year, com- 
<. pared with almost US$1.2 billion last year. 
~ About 60,000 Filipinos were displaced from 
Iraq and Kuwait in the aftermath of Sad- 
= dam Hussein's 2 August invasion. No 
.. workers have yet returned to Iraq, which 


nearly 800 workers returned to Kuwait in 
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larly from western Japan and Hongkong. 
Tourist officials say they cannot wait for 
the re-negotiation of bilateral air agree- 
ments, pointing out that with 3 million in- 
bound seats a year, there is now only space 
for an estimated 1.3 million foreign tourists. 
PAL. is expected. to be sold to private in- 
terests in the next three months, but mean- 
while mounting losses and management 
disarray has forced the airline to adopt a 
four-day week for its office staff. 
m John McBeth 
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COMMUNISTS 


Reds down 
but not out 


he Communist Party of the Philippines (CPP) and its military 

| arm, the New People’s Army (NPA), may have been in 

general decline throughout much of President Corazon 

Aquino’s term, but it is clear the Armed Forces of the Philippines 

(AFP) will be unable to break the back of the movement or achieve 

what it calls a “strategic victory” before the president leaves office 
on 30 June 1992. 

Senate Armed Services Committee chairman Ernesto Maceda, 
who often skirmishes with the military over the way he claims it 
massages its figures and glosses over battlefield setbacks, believes 
it will take at least another five years to reach that goal — and only 
with improved leadership, a unified and better-motivated fighting 
force, and a government willing to spend more on rural develop- 
ment in key areas. 

Overall, the AFP claims to have reduced the number of NPA 
fronts, or base areas, from 71 to 57 over the past three years — a fig- 
ure which even the CPP appears to acknowledge. About 20 of those 
which remain have been ear- 
marked for concerted opera- 
tions, including Kalinga-Apa- 
yao, Cagayan and Abra in the 
northern Cordilleras, Quezon 
and Camarines Sur in southern 
Luzon, Samar-Leyte and Negros 
in the Visayas, and Surigao del 
Sur and Davao in eastern Min- 
danao. 

While the generally freer 

atmosphere after Aquino’s rise 
to power allowed the CPP/NPA to 
make substantial initial gains, a 
number of factors have contri- 
buted to the party’s slide in the 
past three years. One in parti- 
cular has been a steady im- 
provement in military coordina- 
tion and intelligence-gathering. 
Another has been the failure of 
the party leadership to keep 
pace with changing political 
conditions at a time when communism itself is under worldwide 
siege. 
Sparked by the suspected presence of government deep pene- 
tration agents, bloody purges of party ranks in Mindanao in 1985- 
87 and again in the Southern Tagalog region in 1988-89 appear to 
have had a long-lasting impact on the movement's efforts to attract 
new members. The cpp has also seen a steady erosion in its former 
recruitment base in the universities, leaving it with a smaller and 
less educated pool of talent and what some analysts feel is a lower 
level of political consciousness. 

More recently, the cpe made what many analysts perceived to 
be a serious tactical blunder in supporting the Chinese Govern- 
ment’s Tiananmen Square crackdown against pro-democracy de- 
monstrators. Eyebrows were also raised over the public backing 
the communist front National Democratic Front (NDF) gave to Iraqi 
leader Saddam Hussein, even though the party claimed it was act- 
ing in solidarity with Filipino contract workers who it said stood to 
become casualties of a US-led invasion of Kuwait. 
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NPA guerilla: back to countryside. 
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With sources of overseas funding drying up and a limited log- 
ging ban cutting into the large amounts of money it was once able 
to extort from timber companies, the CPP’s finances are yet another 
problem. In the northwest Luzon province of Ilocos Sur, the NPA is 
imposing “taxes” on tobacco growers for the first time. In the Bicol 
region of southern Luzon, church sources say efforts by the gueril- 
las to intensify tax collection have met growing resentment. Similar 
resistance is also reported on the Bondoc Peninsula, southeast of 
Manila, where the party was once raking in as much as P3 million 
(US$108,000) a year. 

Gregg Jones, who wrote the book Red Revolution, estimated 
that it cost at least P60,000 a month to keep a guerilla company in 
the field and as much as P100,000 when it was conducting combat 
operations. The government claims that in the past three years it 
has reduced the NPa’s strength from 26,000 to 17,000, about 65-70% 
of whom are armed with modern assault rifles. But given the drop 
in income and the higher costs of waging revolutionary war, the 
drop in numbers may not be such a bad thing for the communists, 
as long they remain an effective destabilising force. 

The NPA has continued to make significant advances in its 
communications with the acquisition of late-model solar-panelled 
radios that in some cases are equipped with elaborate scrambler de- 
vices. Ammunition does not appear to be a critical problem either. 
Because the AFP has been unable to detect any sizeable infusion 
from abroad, analysts can only assume the communists get most of 
their arms from the battlefield itself and from so-called “leakages” 
in the military supply system. There is also evidence that some of 
the weaponary taken by rebel soldiers during the December 1989 
coup attempt has found its way 
into NPA hands. 

Last year’s arrest at Manila 
airport of Antonio Cabardo, the 
head of the Npa’s international 
liaison group, arose from a failed 
NPA attempt to purchase a major 
arms shipment allegedly brok- 
ered by the North Koreans. 
Cabardo was picked up on his 
return from Europe after Swiss 
police seized US$120,000 in 
forged US dollar notes from a 
courier who had travelled to 
Geneva from the Dutch city of 
Utrecht, the site of the NDF's in- 
ternational liaison office. 

The forged money was part 
of a US$1.2 million cash con- 
tribution the NPA apparently re- 
ceived from Middle East sources 
to pay for mortars and a mix 
of other weapons. Informants 
familiar with the case say the arms were to be shipped to the Philip- 
pines from somewhere in the Mediterranean. The incident proved 
to be a serious embarrassment for exiled cpp founder Jose Ma. 
Sison, who has lived in Utrecht since 1987 and remains under 
threat of deportation. 

Cabardo is one of eight central committee members rounded up 
last year in a continuation of the government's long run of succes- 
ses in picking off leading CPP/NPA figures, many of whom had been 
with the movement since the early 1970s. Among the others taken 
into custody were NPA operations chief Alfredo Simbulan, the 
NPa’s leading political commissar, Randal Echaniz, National Or- 
ganisation Commission head Antonio Tujan and National United 
Front Commission chief Edsel Sajor. 

As with several previous arrests, the capture of Simbulan and 
Enchaniz on 3 August 1990 provided intelligence agencies with 
computer discs containing a wealth of material on the party and its 
future planning. Sajor, who also headed the party’s propaganda 
machine, was arrested on 15 May and Tujan fell into government 
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hands only three weeks later, on 5 June. On top of that, govern- 
ment agents also rounded up 42 functional, territorial, regional or 
provincial leaders. 

Documents from the cpp’s national and regional plenums held 
late last year and early this year do not show any significant shift 
in the movement's direction. “They are looking at things to be 
done and on the military side it is only widespread and increased 
operations in the countryside,” said one senior intelligence source. 
“The past adoption of a political-military strategy was supposed to 
stress urban insurrection, but now we seem to be having the re- 
verse.” 

A strong public reaction against the torching of public buses 
during last October's welgang bayan (labour strike) was a setback for 
those in the party who advocate intensified urban struggle. Since 
then, the NPA general command appears to have imposed tighter 
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controls over the Alex Boncayao Brigade (ABB), the 500-strong 
Metro-Manila-based partisan unit held responsible for the violence 
and for a string of assassinations in the capital in the early part of 
1990. It is understood the party has since issued a directive stress- 
ing that military actions in Manila and other urban areas must be 
predicated on substantial mass base support. 

The AFP, for its part, is now in the process of refining its objec- 
tives. “We accept the fact that we can not write off the NPA by 
1992,” acknowledged one key analyst. “What we are defining is a 
strategic victory where the level of the conflict will be reduced to a 
point where development can proceed at a faster pace and where 
we are dealing with more of a simple peace and order problem.” 
He says that definition can only be applied when the NPa’s 
strength drops to less than 10,000 and when the number of infil- 
trated or otherwise affected barangay dips below 3,000 nationwide 
from its current level of 5,000. 

But the progress the military makes in the 
future depends on the budget it has available. 
Army deputy chief of staff for operations, Col 
Cesar Ilano, says the increase in fuel costs has 
already affected the AFp’s mobility. “Tt all de- 
pends on whether we can sustain the type of 
operations we are doing,” he notes. “In fight- 
ing a guerilla war you should be more mobile 
— and that does not mean just on the 
ground.” 

Maceda remains sceptical about the head- 
way the AFP is making and whether Oplan 
Lambat-Bitag, the “clear-consolidate-hold-de- 
velop” plan adopted in the late 1980s, is work- 
ing as successfully as the AFP likes to claim. “I 
can only go on whether the body is breath- 
ing,” he says. “You can’t say you have made 
a major gain if in chasing them [the NPA] out of 
one area, you allow them to establish them- 
selves in another. And you can’t tell me there 
are many provinces where the NPA is not a 
problem.” 

The AFP intends pursuing the strategy, de- 
veloped by then AFP operations chief and now 
AFP Chief of Staff, Lieut-Gen. Lisandro Abadia. 
“What we did before was spread troops all 
over,” said one source. “But we found that we 
were so widely spread, the NPA could assem- 
ble in platoon size and hit us one by one. In- 
stead, we decided to look for centres of gravity, 
then go in there and sit on it. By the time we 
leave, the NPA should not be able to go back.” 

The summer months traditionally see a 
significant upsurge in communist attacks, but 
military planners say that in an effort to 
counter gradual military constriction, main- 
force Mobile Regional Guerilla Units have been 
moving out of their main bases and into adja- 
cent areas. Since the AFP began applying pres- 
sure in the Bondoc Peninsula, for example, 
there has been an increased level of rebel acti- 
vity in Mindoro to the west and also in the 
Bicol provinces of Albay and Sorsogon. 

Given the lack of a substantial army pre- 
sence on the island, Mindoro is likely to be- 
come a real test of the Philippine National Po- 
lice’s (PNP) ability to deal with the insurgency 
head-on. Five companies of combat-trained 
policemen have been sent to Mindoro in an 
effort to stop the NPa’s rapid expansion. 
The police have also been responsible up 
to now for handling security in Albay and 
Sorsogon, but given the deteriorating situation 
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there, those duties are soon likely to be taken over by the army. 
Similar diversionary tactics have been noted in northern Luzon 
where the 5th Division has been conducting a “clear-and-hold” 
~ operation in the Marag Valley, a fertile river valley in northern 
Kalinga-Apayao province, which had served as the headquarters of 
the cpr’s Northern Luzon Territorial Commission since the early 
~ 1970s. In the seven months since that began, main-force guerillas 
- have been reappearing in greater strength in Ilocos and Abra on 
-the western edge of the Cordilleras and also in the Cagayan Valley 
to the east. 

Cagayan has become a renewed attraction for the NPA in any 
event because of a resumption of logging in the northern Sierra 
Madres, the mountain chain that runs along the eastern coast and 
serves as a convenient corridor into central and southern Luzon. 
Timber and mining companies are favoured targets for communist 
tax collectors because the isolated areas in which they work make 
it difficult to provide them with adequate protection. 


island of Negros have led to some NPA elements moving 

to Bohol, an island that up to recently had never been touch- 

“ed by the insurgency, or crossing into established bases in the 
mountains of central Panay — the site of a mine and gun ambush 
last March which wiped out an entire squad of militiamen. Ilano 
believes, however, that all this could also be a deliberate attempt 
at expansion and not simply a ploy to take the pressure off in 

Negros. 

According to the military's figures, the NPA initiated 171 en- 
counters in 44 of the country’s 73 provinces in the first four 
months of this year. But if the 218 AFP-initiated encounters are 
also factored into the equation, then the total number of provinces 
affected by the insurgency rises to 55. In the same time frame — 


È the Visayas, concerted operations on the sugar-growing 































346 killed, compared with 200 deaths on the government side. 
Negros continues to be a major hot spot. Although army com 
manders claim the NPA has sustained a 30-40% loss in its mass 
over the past two years, the island’s four fronts still contain an e 
timated 500 main-force guerillas. Communist documents acknov 
ledge that Operation Thunderbolt in the so-called Chicks area | 
southern Negros Occidental in early 1989 was a major blow to t! 
party structure, but sources who keep track of the situation say t 
insurgents have been trickling back into the Tablas Plateau becau 
of the military's failure to consolidate its gains. 
If the AFP does eventually break the NPa’s hold on Negros, it st 
faces an equally tough task on Samar, the other major commun 
stronghold in the central Philippines which because of its relati 
small population, poor communications and limited econo 
sources has never received the same attention as Negros 
nearly two decades of consolidation, the Crp describes Samar | 
probably its strongest front with more than 1,000 insurgents sq 
ing off against what has now built into nearly a full division of go 
ernment troops. : 
In Mindanao there has been a noticeable upsurge in activi 
the rugged northeastern coastal province of Surigao del Sur sinci 
three-battalion task force and elements of two 4th Division brigad 
launched a clearing operation in the hills along the Agusan del $ 
provincial border. As many as 500 guerillas — perhaps the larges 
force the NPA has assembled in recent years — took part in a three- 
hour attack on a police camp last February and again in a seco: 
clash with government forces in early May. ae 
Although it has been a long-established sanctuary, the NPA 
Northern Mindanao Command has been concentrated in unusu 
numbers in Surigao del Sur since last year when first rebel colon 
Alexander Noble's tribal militiamen and then army units trying tc 
capture Noble forced guerilla elements out of the jungled hinte 
land of neighbouring Agusan del Sur. Army sources say Surigao 








from 1 January to 26 April — the NPA is reported to have lost 
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and Davao del Norte to the south harbour at least three separate 
NPA fronts. 

A greater emphasis on the use of the army and the creation of 
specific task forces in Surigao, Negros and the Cordilleras have 
made an important difference in coordinating combat operations. 
And in a move to sharpen the long-range strike capability of his 
eight divisions, Abadia is reviving the elite 1st Scout Ranger Regi- 
ment, which was disbanded following the 1989 rebellion. 

Given the way the CPP/NPA is trying to adjust to and counter the 
AFP’s constrictive gameplan, Maceda believes it is the consolidate- 
and-hold phase of Lambat-Bitag which is starting to break down 
in many areas. Once the armed forces have cleared out a guerilla 
front, Citizen Armed Forces Geographical Units (CAFGU), each with 
a core of regular soldiers, are used to maintain an armed presence 
and work with the PNP in preventing the guerillas from making a 
comeback. 

Maceda asserts that only about a third of the 74,000-strong 
militia force is effective and says the NPA has been specifically 
targeting the CAFGU in an effort to break their morale and distract 
the army's attention from their main areas of operation. In his 
view, it makes more sense to train new soldiers than to continue 
trying to strengthen the militia forces. The problem with this ap- 
proach, however, is it tends to tie up too many troops in static de- 
fence duties. 

As with the Special Operations Team (sot) concept, which is 
aimed at uprooting the CPP’s political structure, AFP leaders and in- 
dependent experts are adamant the CAFGU must remain as an es- 
sential component of the military’s overall strategy. Indeed, in an 
effort to strengthen the militia, the soldiers who form the leader- 
ship core of each 100-strong company are gradually being replaced 
by 12-man Special Forces teams under a programme that will triple 
the strength of the 1,000-man Special Forces Command. 


lano agrees there is a need to review CAFGU recruitment all the 

same and possibly to dissolve some companies where they are 

not needed. In areas where they are playing an important sec- 
urity role, the army has been refining its strategy. “We can’t leave 
seven CAFGU in one village and seven in another or they would be 
chewed up,” says Ilano. “What we are doing is keeping them fairly 
concentrated.” Usually, one locally raised CAFGU company is re- 
sponsible for a municipality of about 20 barangays. 

If the CAFGU is not always as effective as it might be and has 
been involved in a number of human rights abuses, Western 
sources say it is a marked improvement over the previous Civilian 
Home Defence Force (CHDF), which was disbanded in the mid- 
1980s because of a long record of indiscipline and brutality. “If they 
are employed properly, they are a better trained and equipped 
force than the Philippines has ever had before,” said one experi- 
enced observer. “Judging from captured documents, the CPP is cer- 
tainly afraid of the concept.” 

A more obvious flaw in the counter-insurgency campaign so 
far has been a lack of government follow-up. Clearly, civilian au- 
thorities have to do much more to ensure that development funds 
are available once the military has finished clearing an area. 

The officer notes there is still a widely held belief that the com- 
munist insurgency is purely a military problem that requires a 
purely military solution. “What we're saying is that it is not the re- 
sponsibility of the military alone,” he said. “What we have to do is 
improve coordination and make sure that government assistance 
increases as military operations begin to taper off.” 

In the end, despite the CPP’s gradual and perhaps irreversible 
decline, only a dramatic improvement in the rural economy will re- 
move the seeds of rebellion. The six years under Aquino have 
clearly made an important difference, but if much of central Luzon, 
for example, has now been cleared of insurgents — a far cry from 
the days when they openly paraded in uniform through Bataan 
towns — there is a general feeling that the CPr’s political machinery 
remains in place. As long as it does, the wounds in the countryside 
will continue to fester. m John McBeth 
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The Forces 
be with you 


fter years of division and weak leadership, the Armed Forces 
A of the Philippines (AFP) may finally be turning the corner to- 

wards greater unity and professionalism. But while this may 
effectively bring an end to the succession of coup attempts which 
have wracked the Corazon Aquino government, it does not neces- 
sarily mean that the military will remain a benign force in the 
Philippine power equation. 

Indeed, in the years ahead a morally bankrupt political structure 
headed by a weak and ineffective government could come under 
mounting pressure from a unified AFP which, as in the case of the 
Thai military, ultimately begins to see itself as the self-appointed 
guardian of the state and the final arbiter in times of political and 
even economic crisis. 

Despite initial controversy over Aquino's decision to balance 
merit against the time-honoured 
R tradition of seniority, the April ap- 
; pointments of Lieut-Gen. Lisandro 

Abadia as the new AFP chief of staff 
5 and Maj.-Gen. Arturo Enrile as 
Philippine Army commmander 
were widely welcomed in the 
armed forces. Abadia may have 
been chosen over the heads of more 
senior officers, but after survivin: 
six coup attempts, Aquino’s main 
concern was clearly to address the 
complaints of the younger officers 
who have direct command of com- 
bat units. 

According to military sources, 
one major criticism had been the 
long-standing “escalator” system 
which ignored meritocracy and en- 
sured that senior officers would always remain ahead of their coun- 
terparts from more junior classes. The sources say widespread dis- 
satisfaction with the system first emerged in the 1970s when then 
President Ferdinand Marcos’ picked his senior military aide, Gen. 
Fabian Ver, as chief of staff solely on the strength of seniority. 

Aquino had already shown her inclination for so-called “deep 
selection” by choosing Rear-Adm. Mariano Dumanas, a 1960 
graduate of the Philippine Military Academy (PMA), as Philippine 
Navy commander — a move that jumped him over more senior 
officers from the class of 1959. Then she followed that up by over- 
looking generals from the classes of 1959 and 1960 and appointing 
1961 graduate Maj.-Gen. Cesar Nazareno as the new police chief. 

“The problem has always been with the younger officers,” says 
Senate Armed Services Committee chairman Ernesto Maceda, 
whose cool relations with Aquino did not preclude him from sup- 
porting the two appointments. “They had always been complain- 
ing that the older officers were the last vestiges of the Marcos era 
and were either corrupt or stupid. Phasing them out at this 
juncture is a positive development.” 

Another source of dissatisfaction in the army was the fact 
that the three previous three chiefs of staff — generals Ver, 
Fidel Ramos and Renato de Villa — all came from the Philippine 
Constabulary (PC). Now the PC has been cut out of the military 
chain of command and merged with the Integrated National Police 
(INP) to form the new Philippine National Police (PNP), the 


Abadia: new face... 
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appointment of yet another Pc officer was never on the cards. 

It is for this reason that former AFP deputy chief of staff Pc Maj.- 
Gen. Alexander Aguirre was an inappropriate spokesman for the 
pool of older officers disgruntled over the way they have been 
sidelined by the latest promotions. Although he appeared to be 
going to bat for Vice-Chief of Staff Maj.-Gen. Guillermo Flores, 
many observers believe Aguirre’s much-publicised outburst stem- 
med from his pent-up disappointment at being passed over for the 
top police post a year earlier when Nazareno was brought in over 
the heads of eight more senior officers. 

Charges that Abadia’s appointment was politically motivated 
cut little ice with his supporters. “There is a general feeling that if 
you are close to the civilian leadership, you are seeking political pa- 
tronage,” one high-ranking staff officer told the Review. “But the 
president is trying to bridge the gap between the military and the 
civilians. One person I spoke to said it was the first time he had 
ever met a military man and he was quite surprised I was like any- 
one else.” 

The military leadership is privately critical of the fact that newly 
promoted police and army generals, including those chosen by 
presidential prerogative, have to be confirmed by Congress’ 24- 
man Commission on Appointments. They complain that this al- 
ready constitutes undue political influence on the armed services 
and could tempt some prospective candidates to seek career advan- 
tages from influential politicians involved in the confirmation pro- 
cess. 
As it stands now, the army will come into its own as the domi- 
nant service of the AFP. Given the right commanders — and Enrile 
certainly has the popularity and the credentials — this will no 
doubt lead to a much higher standard of professionalism than has 
been seen in the past. The appointments also bring about the as- 
cendency of the academy class of 1962, which is likely to dominate 
the military hierarchy well into the late 1990s. 





s Abadia and Enrile are close 
$ friends. Both graduated from the 
academy in 1962 and then belonged 
Ż to the same PMA company — and 
even shared a two-tiered bunk. 
And because Abadia was orphaned 
at an early age, Enrile’s parents 
took him under their wing during 
his academy days. By having a 
close friend as army commander 
and his own elder brother, Maj.- 
Gen. Loven Abadia, as air force 
commander, the new AFP chief of 
staff is in a better position than his 
predecessors to unify the armed 
forces. 
Fifty-five of the 72 1962 classmen 
remain in the AFP and the PNP and, 
of those, about 30 have now made 
general rank. Among them are PNP chief of staff Brig.-Gen. 
Gerardo Flores, AFP deputy chiefs of staff Brig.-Gen. Alfredo Filler 
(intelligence), Commodore Armando Madamba (plans) and Brig.- 
Gen. Emilano Templo (civil affairs), three division commanders, 
three brigade commanders and five of the 13 PNP regional chiefs. 

It is widely assumed that Enrile will take over from Abadia as 
chief of staff when the latter reaches retirement age in May 1994. 
But while it remains unclear just how far the 1962 class will solidify 
its control, those who worry about a unified military becoming a 
double-edged sword also have related qualms about one class as- 
suming too much power — as has happened in Thailand, where 
Class 5 of the Chulachomklao Military Academy is now the over- 
riding military and political force. 

Much of this concern stems from Article 3 of the 1987 Philippine 


New generation — Enrile. 




































Constitution, which the rebel Reform the Armed Forces Movement 
(RAM) and the newly-emergent Young Officers Union (vou) have 
used as justification for their intervention in the political process. 
- „Although the article lays down the principle of civilian supremacy, 
it also describes the armed forces for the first time as “the protector 
~ sof the people and the State.” 
As with the rebels, it is a role future AFP leaders could take to 
have a much broader meaning than perhaps the authors antici- 
pated. Past coups have not succeeded because the military has 
_ been divided between the rebels on one side and those who pro- 
__. fess allegiance to the constitution on the other. Many of the so-call- 
„ed constitutionalists, however, were at the forefront of the under- 
- ground movement in the late 1970s which was later to evolve into 
“RAM. 
With its credibility tainted by political linkages, RAM is now ef- 
< fectively a spent force. But YOU is a much more insidious organisa- 
tion whose membership clearly extends far beyond those junior 
officers now awaiting trial for their alleged role in the December 
| 1989 rebellion. YOU sources say the group may have a certain struc- 
ture within various units, but its real strength lies in the fact that 
the ideals it expouses represent a state of mind rather than any- 
thing that could be taken as an overtly interventionist at this point. 
Whether they are clandestine members of YOU or not, many 
of the younger officers serving in today’s military are highly 
nationalistic — more so, perhaps, than any other sector of Philip- 
_ pine society. A surprising number, for example, have been 
_ strongly opposed to the retention of the US bases even if it does 
ean that their closure would have an impact on military spending 
and on the AFP’s modernisation pro; e. 
In Kudeta, a recently published book on the Philippine military, 
historian. Renato Constantino expresses genuine surprise that a 
-nationalist revival has crept into such an unlikely arena. “This is 
__ something that I didn’t expect to happen in my lifetime,” he says. 
- -= “Imagine the situation of military men expousing nationalist ideas 
___ who have the clout of arms.” And he sounded a warning: “While 
their nationalism is welcome, it is hard to reconcile democracy with 
_ their training.” 


and say the judgment they had to make during the 1986 rev- 

olution was probably one of a kind, but they do acknow- 

ledge that future governments may have to contend with a more 

-~ assertive military, particularly if the Philippines fails to resolve its 

-current problems. “The possibility does exist,” said one general, 
“of a unified military saying ‘we're not here to serve the govern- 
ment, we are here to serve the people’.” 

In the years prior to 1970, such talk would have been highly un- 
usual simply because under American tutelage, civilian supremacy 

į was considered. inviolate. Marcos changed all that. By declaring 

_. martial law in 1972, he brought the military into the political pro- 

cess for the first time and created a new generation of officers who 

"are not only politicised, but have strong private thoughts about the 

_ country’s leadership and where it has gone wrong. 

__. Former chief of staff Biazon made the point on more than one 

_ occasion that the only antidote to coups was good government. 

_ Maceda agrees, even if he does take the opportunity to deliver a jab 

at Aquino. “As long as we have a weak and ineffective president, 
it [military intervention] is possible,” he said. “Under our system, 
60% of the responsibility rests with the president. If he or she 
knows what they are doing, then they should be able to control the 

«other 40%.” 

__ A dassmate of Abadia and Enrile says he believes in the long 
run the military will always give way to civilian rule, mainly be- 
cause the population demands it. Still, that could just as easily 

change if Filipinos become increasingly disillusioned over the via- 

-© bility of democratic government. Aquino is widely viewed as a 

_» transitional leader, who rescued the Philippines from dictatorship. 

. Her successor is expected to make things happen — and fast. 

3 m John McBeth 


S enior officers play down the prospect of political intervention 
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BASES 


The centre 
no longer 


arlier this year, Foreign Secretary Raul Manglapus delivered 
E what passed for a policy speech in which he described the 

Philippines as being the strategic centre of the world. In 
making such an assertion, he probably did Filipinos a grave disser- 
vice at a time when many should have begun to realise that if the 
Philippines ever was at the strategic centre, it is far from the case 
today. 

The best illustration of this can be seen in the preparations for 
the US-ead Iraqi campaign Desert Shield, and the fact that the vast 
amount of men and material came from the US east coast and 
Europe and not across the Pacific. Some naval vessels did take on 
supplies at Subic naval base and there was an increase in cargo 
flights through Clark airbase to Diego Garcia and the Middle Fast, 
but when 7,000 US troops were moved from the US west coast, 
they quietly transited through Thailand’s U-tapao airbase, not the 
Philippines. 

Although there are potential flashpoints in the Indian and 
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US carrier at Subic: power vacuum? 


Pacific oceans that would presumably see more use being made of 
the Philippines as a logistics staging post, Manglapus’ statement 
explains why it took the Filipinos such a long time to realise the 
thaw in East-West relations and serious US budgetary constraints 
had weakened Manila's bargaining position in the year-long talks 


_over the future of the two bases. 


Unlike other Asian countries, the Philippines does not have a 
recognisable “think tank” which explores strategic issues — a 
strange anomoly for a country which has hosted two of the re- 
gion’s biggest military facilities for the best part of this century. In- 
deed the initial idea and even the funding for a regional security 
conference in Manila earlier this month came from outside the 
Philippines. On top of that, the Department of Foreign Affairs is 
one of the least effective arms of the government and often has dif- 
ficulty enunciating a position on specific foreign policy issues. 

Perhaps for these reasons, the Philippines has drawn some 
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wrong conclusions about the position of its immediate neighbours. 
Although the Asean states would feel more comfortable having the 
` Americans around, their former fears about a US withdrawal lead- 
ing to a security vacuum in the region are beginning to disappear 
< with the diminished Soviet threat, despite rhetoric to the contrary. 
->o Japan and Taiwan are different. Although they have been care- 
ful to mute their public statements, Japanese officials have grown 
increasingly concerned about the protection of their Middle Eastern 
_ Sealanes. Indeed, Prime Minister Toshiki Kaifu’s visit to Manila in 
_. April appears to have been primarily aimed at impressing on 
-Philippine officials that without a bases treaty, the billion-dollar 
Philippine Aid Programme (PAP) would be at risk. 

In the end, the Philippines seems to have been left with little 
‘choice. To the country’s economic managers, compensation and 
¿cold cash were only part of the issue. More important in their es- 
timation were the other forms of US assistance, including trade 
... concessions and the influence Washington can bring to bear on the 
_ © world’s aid donors. And as the Americans are fond of pointing out, 
_.. perhaps a little too bluntly, it is the security aspect of the relation- 
‘ship that interests the US — and not much else. 

It is a source of bemusement to many outsiders how two bases 
can preoccupy the Philippines to the extent they do. Thailand, 
: which along with the Philippines, committed troops to the anti- 
- Communist war in Vietnam, hosted seven US airbases at that time, 
“while. Marcos, paradoxically, would not allow combat missions to 
flown from the Philippines. Although they were not so well es- 





Fighting 
for life 


-By Marites Danguilan-Vitug in Manila 
: T he Philippines is fighting to save its once-lush, now rapidly 





dwindling tropical forests, but the effects of past abuse are 
still obvious. And even if future governments successfully 
ürsue forest protection policies, a reversal of the present situation 
-Will not be seen for about 25 years. 
= — “Today, Philippine forests are estimated 6-7 million ha, com- 
_ pared with about 17 million ha in the 1930s. Of this area, 800,000 
_ ha are virgin forests, down from last year’s 988,000 ha. 
When President Corazon Aquino bows out of office in June 
1992, she will have left behind the first tentative steps needed to 
-combat the country’s deforestation. 
_ Logging has been banned in more than 40 provinces; export of 
-.-yainforest timber has been made illegal; the drive to curb illegal log- 
_ ging has intensified; and modest gains have been made in refores- 
“tation. 
Starting in January next year, logging will be banned in 
What is left of the virgin forests. Old-growth forests serve 
as a naturalist treasure trove, and a stop to logging in these parts 
will help prevent further loss of plant species. Scientific estimates 
show that the country has already lost about 40% of its endemic 
<< flora. 
< A 25-year master plan for forestry development, funded by the 
Asian Development Bank (ADB) and the Finnish International De- 
_ velopment Agency, guides the Department of Environment and 
_ Natural Resources (DENR). The plan is the first of its kind though a 
__ DENR official describes it as “25 years late.” Completed last year, the 
_ plan recommends the immediate conversion of virgin forests into 
|. protected areas, supports a ban on logging in environmentally crit- 
_ > ical areas. 
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tablished, many of those Thai bases were infinitely bigger than 
Clark. Yet when hostilities ceased, the new civilian administration 
had no compunction about ordering the US to leave — even 
though the Vietnamese were literally breathing down Bangkok's 
neck. oe 

Sadly for the more nationalistic Filipinos, harsh economic 
realities have tended to overwhelm the basic issue: that the un- 
healthy attention given to the bases in the Philippines has probably 
more to do with what they represent — a reassuring umbilical 
cord. The dependency inherent in the Philippine relationship to- 
wards the US seems to be merely an extension of the dependency 
found at the rural barangay level where the villager relies on the 
local patron to tide him over difficult times. 


o a fervent anti-bases senator like Rene Saguisag, it is time to 
l cut the cord, no matter what initial pain it causes. For him, 
the issue has a much higher calling, whose cost should not 
be counted in lost jobs and economic hardship. “Shall we let slip 
away a historic opportunity to chart our own course and spread 
our wings?” Saguisag asks. “Let us have our own emancipation 
proclamation, for that is what it will be in the long sweep of his- 
tory.” Then he adds, almost plaintively: “It simply cannot be true 
that we survive because of Clark and Subic.” 
In almost every public opinion survey, a consistent 70-80% of 
Filipinos polled nationwide disagree with Saguisag. But the fact 
that support for the retention of Clark and Subic only seems to 


But the US Agency for International Development (USAID) 
warned in a December 1990 report: “The ban on all old growth log- 
ging will require strong political support, and will not succeed un- 
less the lobbying power of logging concessionaires.is overcome.” 
USAID, which is giving a US$125 million grant to the Philippine 
Government for a five-year (1990-95) forest protection programme, 
points out that many of the conditions that led to mismanagement 
of the forests still prevail. 

Slowly, the DENR is trying to chip away at the inequitable 
system of granting massive forest concessions to private entre- 
preneurs. Sixty-two logging concessionaires operate in the country 
today, down from 137 in 1987. DENR Secretary Fulgencio Factoran 
says their “fighting target” is to further trim down the number of 
concessionaires to 50, The concessionaires now control 2.3 million 
ha, down from the 5.4 million ha they used to lord it over in 1987. 
Still, these loggers hold long-term timber licence agreements or 
TLAS, many of which expire after the year 2000. The last TLAs will 
remain until 2011. Meanwhile, no new licences have been granted 
since 1987. 

A ban on logging has likewise been imposed in more than 40 
provinces, some of which were declared protected during the years 
of former president Marcos. Notably, a logging moratorium im- 
posed in early 1989 is still in force in Samar, a province ravaged by 
loggers, leaving most of the populace poor. The licences of five log- 
ging companies operating in the province — one of which is co- 
owned by opposition Sen. Juan Ponce Enrile — have been sus- 
pended. 

The effects of indiscriminate tree-felling in Samar reached its 
peak in 1989, when a typhoon triggered floods, washed away vil- 
lages and killed more than a hundred people. “If we are forced to 
lift the ban, because there is no alternative livelihood, we'll go 
for community forestry,” says DENR Undersecretary Victor Ramos. 
Under the DENR community forestry programme, which is a shift 
from large-scale commercial logging, small-scale labour-intensive 
logging by local communities will be allowed. 

Almost inevitably, despite the selective logging ban, the illegal 
felling of trees continues in some areas. In several reported cases, 
members of the Armed Forces of the Philippines, local officials and 
their relatives are often the perpetrators. The DENR is severely 
handicapped in guarding the forests. Its budget allows the employ- 
ment of only one forest guard for every 3,000 ha. 
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grow the further away respondants are from the bases is perhaps 
one indication that the main reason many people take the position 
they do is the comfort they draw from having Uncle Sam around. 

Perhaps because of its physical diversity and the fact that it only 
became a nation when it was under foreign domination — first by 
Spain and then by the US — the Philippines has failed to throw off 
its colonial past. It continues to look east, not west — which is the 
principle reason why Manila has been little more than a sleeping 
partner in Asean and the visa line outside the US Embassy is inva- 
riably larger than any crowd of anti-bases protestors. 

Asked at a recent public gathering to give an outline of his for- 
eign policy if he wins the presidency in 1992, House of Represen- 
tatives Speaker Ramon Mitra’s reply was as predictable as it was 
disturbing to some Filipinos: “We will continue our close 
friendship with the US.” Mitra made no effort to touch on relations 
with other countries and even became a little irritated at sugges- 
tions that perhaps the Philippines should play a more constructive 
role in its own backyard. 

There are signs, however, that at least some of Mitra’s country- 
men are coming to the conclusion they have paid too much atten- 
tion to the US at the expense of bilateral relations with other coun- 
tries. They are also discovering that if the US looms large in Philip- 
pine thinking, the feeling is far from mutual and will become even 
less so when Cory Aquino fades from the scene. Despite their 
country’s super-power status, Americans are notoriously insular at 
the best of times. 


manana, 


The DENR is finalising a US$150 million 
loan with the World Bank tHat will be in- 
vested in a sophisticated monitoring sys- 
tem of logging activities, including aerial 
surveillance. USAID estimates illegal logging 
to “range from one-half to several times the 
legal cut.” The annual cut allowed by the 
DENR is 4.23 million m3, reduced from 8.2 
million m3 in 1987. 

To correct the underpricing of forest re- 
sources, which the DENR points to as a sub- 
stantial cause of wasteful extraction, new 
fees have been imposed on loggers. In ad- 
dition to charges of P30 (US$1) per m? of 
timber and a reimbursable reforestation. de- 
posit of 210,000 per ha, the DENR imposed 
an environmental fee of 2500 per m3 in July 
last year. 

“The most widespread opportunity for 
improving resource management is to treat 
natural resources as truly scarce, not as it 
they were free,” the DENR said in its report, 
“Philippine Strategy for Sustainable Deve- 
lopment.” 

The association of logging conces- 
sionaires, the Philippine Wood Products 
Association (PWPA), protested and im- 
mediately took the DENR to court in a bid to 
invalidate the order, arguing that the additional fee is “excessive 
and arbitrary.” 

Apart from the DENR order, a bill to increase forest charges on 
timber by 40% — a legislative measure which has been given prior- 
ity consideration by the Aquino administration — is pending be- 
fore Congress. The loggers, apparently, lobbied effectively because 
the House of Representatives looks unfavourably at the 40% in- 
crease. A report from the Office of the President says “a lobby 
group was successful in the House because the latter has pegged 
forest charges rate at 20%.” 

Incomes derived from logging are so substantial that logging 
companies are quick to protest over a cut in prospective profits. In 
the 1960s and early 1970s, lumber was one of the country’s princi- 


Loggers’ heritage. 
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The growth of nationalism in the Philippines has been painfully 
slow. As an archapaeligo with an early history of sultanates an 
not much else, it has difficulty identifying with itself or exuding 
confidence in its own future. Many educated Filipinos are firmi 
convinced that their country’s president is only electable if he o 
she has Washington’s full endorsement. Almost mystical powers. 
are ascribed to the CIA in its purported ability to manipulate the po- 
litical system, and those Filipinos who can afford to travel head for 
the US like so many homing pigeons. aS 

While the US must probably share much of the blame for foster- 
ing this sort of debilitating dependence, the Filipino ruling classes 
themselves have hardly sought to break free of it. Some academics. 
point to how the relationship with the US seem to have insulated. 
the Philippine from any real sense of regional competition == com- 
petition that has often been the historic starting point for serious 
nation-building attitudes. 

In a recent paper entitled “The Politics of Patrimonial Plunder,” 
political scientist Paul Hutchcroft notes that for most of this century 
the Filipino oligarchy’s major external concern has been how to en- 
sure continued US sponsorship for its domestic hegemony. “The 
plunder of the Philippine state is not self-sustaining; ultimately, it 
depends on the international dole,” he says. “As US strategic per- 
ceptions change, and the oligarchy finds it increasingly difficult to 
use the military bases to extract critical support from Washington 
patrons, one might begin to see changes as well in the nature of the 
Philippine state.” E John McBeth 


pal exports. Today, even with the ban on 
timber exports, USAID reports that logging 
and wood processing contributes over 
US$700 million annually to GNP and annual 
export earnings vary between US$25 mil- 
lion and US$350 million. 

In reforestation, the government's cant 
paign has resulted in slight gains. In 1990, 
the DENR and the private sector reforested 
191,000 ha, exceeding the previous year’s 
deforestation rate which was 80,000 ha. But 
put within the context of a target to reforest 
6.5 million ha, the planting effort appears 
miniscule. 

Peter Walpole, head of the environmen- 
tal research division of the Manila Obser- 
vatory, argues that the reforestation rate 
cannot make up for the past loss of trees: 
“You put the gains of reforestation against 
the loss of timber,” he says, “and itisnota 
straight equation.” ae 

Yet, for the DENR, “the significant thing 
is it has started,” says Ebert Bautista, DEN 
director of special concerns, whose offi 
monitors progress of reforestation. Draw- 
ing on a US$306 million loan from the ADB 
and Japan’s Overseas Economic Coopera- 
tion Fund, the department has been farm- 
ing out three-year reforestation contracts to families, communities, 
and non-government organisations, paying them P17-20,000 per. 
ha. As of last year, 19,000 contracts were already entered into, 
mostly with families. 

Walpole claims there have been cases where local DENR officials _ 
got a share of the money meant for reforestation. But DENR officials 
insist that corruption has been minimal. S 

Although continuity of policy reforms is a problem as the end ol 
Aquino's term approaches, Factoran points to two reasons Wh 
forest protection will continue even after 1992: the DENR has helped 
built a constituency around the cause of forest protection, and, ino 
contracting foreign loans which go beyond 1992, the DENR locked: 
the next government into pursuing what has been started. a 
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ARTS AND SOCIETY 


ASIAN CARTOONISTS 


After anti-authoritarian struggle, has satire lost its edge? 


A hard act to follow 


First of an occasional series 
about cartoonists throughout the 
region. 





By Shim Jae Hoon in Seoul 


he first thing hundreds of 
| 4 | thousands of readers turn to when 





they open up their morning Cho- 

sun Ilbo here is the continuing saga 
of Kobau (Mr Ko the Sturdy) on the city 
page. They have been tracking him for 41 
years — over 11,000 numbers of the four- 
frame comic strip. 

Kobau fans have remained loyal to the 
strip’s creator, cartoonist Kim Song Hwan, 
throughout his several imprisonments 
under a series of authoritarian govern- 





















LIKE CANDIDATES, LIKE 
VOTERS; DEMOCRACY 
IS FAR 








ments. Kim has 
run afoul of South 
Korea's war-time 
president Syngman 
Rhee, as well as the 
military regimes of 
Park Chung Hee 
and Chun Doo 
Hwan. Kobau mi- 
grated to the Chosun 
after Kim's gov- 
ernment-instigated 
sacking from the 
Doonga Ilbo. The car- 
toonist has been 
trailed by spooks 
and harassed with 
obscene late-night 
phone calls. Censors 
have repeatedly squelched Kobau strips 
that came too near the bone. 

Each time the strip failed to appear, it 
would prompt dozens of phone calls from 
concerned readers. So popular is Kobau 
that the Seoul phone book lists more than 
60 assorted tailor shops, bakeries, laundries 
— even a billiards parlour — all bearing his 
name. 

It all goes to show how respectable Kim 
has become in South Korea's new age of 
liberalisation. For decades, he says, “I al- 
ways walked on the edge of a razor blade.” 
But now, he has managed to flourish and 
even fill out a bit, like the rotund Kobau 
himself (though 
without the cartoon 
figure’s characteris- 
tic single strand of 
hair). 

Nor is Kim as 
lonely in his profes- 
sion as he used to be 
back in his pioneer- 
ing days. At 59, he 
is now dean of a 
corps of 52 political 
cartoonists in the 
daily and weekly 
press. They range in 
ages from 27 to 68, 


Kim Song Hwan's 
character Kobau 
from Chosun libo. 


Joongang libo's and vary signifi- 
Chong Un Kyong cantly in political 
and Auntie Walsun. views. But almost all 


adopt Kim's graphic 

and narrative formula, which in tum re- 
flects earlier Japanese models. 

Instead of the single-frame image favour- 

ed in the West, South Korean cartoonists 
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WILL NOT BE ALLOWED 
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go in for four-frame serials starring the 
same character day after day. Aside from 
Sturdy Mr Ko, the genre includes Auntie 
Walsun, the tart-tongued housemaid in 
Chong Un Kyong’s Joongang Ilbo strip, and 
others. 

These put-upon “Everyman’-type cha- 
racters call to mind the bumbling Dagwood 
from the internationally syndicated Blondie 
comic strip. Except, unlike Dagwood, they 
sink their teeth into more than just giant 
sandwiches and domestic problems. They 
take on the whole gamut of South Korean 
public concerns, from union militancy to 
urban crime to environmental pollution. 

Ironically, though, their treatment of 
these issues often lacks the punch of pre- 
liberalisation days. Back then, a cartoonist 
was like a high-wire dancer: high above the 
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Spruce. Linen. Steel wire. The stuff of which 
companies are launched. Boeing’s first airplane 
carried two passengers and cruised at 
67 mph. Some 700 planes later, an ad 


in the December 1927 issue of Aero 


Boeing Moc 


- Digest magazine stated company policy: To develop 
airplane design and construction for speedy trans- 
portation — inexpensive, dependable, safe! Our air- 

planes have changed dramatically over the years; 


-our operating philosophy remains exactly the same. 


Think We Gan Build A Better Airptlta se” 


Boeing, 





del 1, B&W, 1916 






1914 


The latest design techniques and newest 
manufacturing processes. The most exacting 
development procedures and the : 
most sophisticated materials and 
systems. Simply put, the Boeing 117 
will be the most advanced airliner ever bait: 
And before the first one is delivered, it will 
also be the most thoroughly tested airliner in 

the history of flight. The airlines wouldn’t have it 


any other way. And neither, of course, would we. — 
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mundane fray, the ad- 

miring crowd watching with 
baited breath, his direction 
clear-cut, his glory depen- 
dent wholly upon his dar- 


ing. 

Nowadays, things are 
more complicated. The is- 
sues are more equivocal, 
and the cartoonists are 
answerable to more con- 
stituencies. For one thing, 
there are the big business 
groups that control almost 
all the major publications, 
either by direct ownership 
or through their strangle- 
hold on advertising. 

One can attack big business for specific 
infractions, as most cartoonists recently did 
the Doosan brewery and electronics con- 
glomerate for dumping toxic waste. But it 
would be foolhardy to tackle the chaebol on 
the more fundamental issue of oligopoly. 

Then, too, there are the newly-vested 
special interest groups. One can no longer 
lambast with impunity such once-favourite 
targets as garbage collectors or postmen, 
not to mention policemen or tax officials. 
These days, they all have their lobbies and 
libel lawyers. 

“Koreans do have a sense of humour,” 
Kim insists, “but they are by and large into- 
lerant of cartoons making fun of them in 
public.” 

Chong, whose newspaper belongs to 
the giant Samsung business group, admits 
the recent liberal climate has taken some of 
the excitement out of the trade, now that 
even the president, in his 1987 campaign, 
invited cartoonists to lampoon him. “But 
liberty,” says Chong, “requires good taste 
and resourcefulness.” 

Nearing the end of their careers, estab- 
lishment figures like Chong and Kim are 
becoming more interested in the welfare as- 
pects of their profession. Many of them 
develop psychological or physical ailments 
from the pressure of daily serials. Most are 
unable to take prolonged vacations. But, at 
least, they are well paid, compared to writ- 
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Hankyoreh Shinmun’s 
Park Chai Dong; lean, 
gawky — and trenchant. 


ers and even newspaper 
editors. And several of them 
get to supplement their in- 
come by selling sketches 
and oil paintings as 
sidelines. 

Park Chae Dong, the 
trenchant young cartoonist 
of the upstart Hankyoreh 
Shinmun newspaper, de- 
scribes some of the old-tim- 
ers as very good in technique but “weak in 
the language of satire.” Park, himself, is no 
slouch technically, nor does he pull 
punches in his cartoons. 


Almost alone among South Korean car- 
toonists, he goes in for single frame images 
rather than the four-frame narrative strips. 
This allows him to convey his views in 
bold, visual allegories, rather than oblique 
dialogue. 

It also gives full scope to his 
meticulous draughtsmanship, 
which reflects his training in 

the art department of the elite 

Seoul National University. 

A thin, gawky figure, Park 
still has somewhat the air of a stu- 
dent; a look that fits well with the 

radical identity that the Hankyoreh has 
cultivated over the two and a half years 
it has been in operation (REVIEW, 23 

Aug. '90). 

Compared with Park, says cartoon com- 
mentator Sohn Sang Ik of the Kyungin Daily 
News of Inchon, many of the older estab- 
lishment cartoonists are “tamed and 
domesticated” by the legacy of the au- 
thoritarian past and the many professional 
hazards of the present, more complex so- 
ciety. 

Chong, for his part, ascribes such criti- 
cism to generational change: “Being young, 
they [the critics] tend to be more idealistic if 
somewhat simplistic.” 

Yet, one of the concerns of the older car- 
toonists is the increasingly sophisticated 
sense of humour of younger South Ko- 
reans. Instead of straight, confrontational 
caricature, they now go in for sharper 
ironies. 

“The new generation of newspaper read- 
ers have grown more subtle in their tastes,” 
Kim readily concedes. “But they are still 
very much addicted to political subjects.” = 





MARTYRDOM 


The medium is the message 








By Mark Clifford in Seoul 
Gis: Korea's radicals would like the 





world to believe that they are waging 
a battle between good and evil on the 
streets of Seoul and Kwangju. They claim 
to be untainted freedom fighters battling 
the corrupt forces of an evil power per- 
sonified by the green-garbed riot police- 
men and the feared “White Skull” corps 
who beat a student to death in April. 
These, after all, are the traditional roles 
in South Korea’s passion play, one which 
has been acted out for more than three dec- 
ades. But the drama is unusually confused 
this year because of dwindling support for 
the radicals and a rash of self-immolations, 
at least one of which was allegedly insti- 
gated by a dissident group. South Korea's 
protests are descending from tragedy to 


opera buffo. 
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This year, since Kang Myong Dae was 
beaten to death on 26 April, seven activists 
have committed suicide, a second student 
was seriously beaten by police and a 
woman was apparently crushed to death 
in a demonstration in Seoul. Two other 
people have tried to commit suicide in 
South Korea's deadliest protests since May 
1980. 

After every “martyrdom,” the govern- 
ment and the dissidents vie to dim the le- 
gacy of the dead. The two sides literally tus- 
sle over the corpses in a spectacle that is as 
macabre as it is farcical. 

For instance, when a labour leader who 
had been imprisoned without trial appa- 
rently leapt to his death last month from 
a hospital window, supporters quickly 
seized control of the body, demanding an 
independent autopsy. Authorities would 
have none of it. They sent riot policemen in 
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to seize Park Chang Soo’s corpse. 

In a bizarre tactic, riot police 
punched a hole through the mor- 
tuary wall in a vain attempt to 
seize the body after they were re- 

by a crowd of mourners at 
the front door. After smashing 
through the wall, two riot police- 
men stood on the shrine and 
brandished their shields. Police 
and dissidents have also been 
playing tug-of-war over the body 
of the woman protester who was 
killed on 25 May. 

In a perverse sense, the gov- 
ernment and the dissidents need 
one another. The students must 
have a violent police reaction be- 
cause it invests them with a moral 
authority which they would 
otherwise lack. On the other side, 
the radical protests strengthen hard-liners 
in the government who want to wipe out 
“impure” elements and go slow on demo- 
cratic reforms. 

Even the most ardent supporters of the 
police are puzzled by their stubbornness in 
sticking to antedeluvian crowd-control tac- 
tics, which rely on indiscriminate use of 
tear gas and often brute force. Ruling party 
law-maker Nam Jae Hee complains that the 
police keep switching between offensive 
and defensive tactics. As a result, every 





Come on, baby, light my fire. 


demonstration brings the prospect of more 
violence. 

In a bid to win the moral high ground 
from students, the government charges 
that the suicides are not for “pure” reasons 
but as a result of outside agitation. It has 
charged that a member of the dissident 
Chonminhyon group instigated one suicide 
and wrote a phony suicide note. 

Students have long been regarded as 
the conscience of Korea. They are the elite, 
the budding mandarins in the country’s 





3 Chinese-influenced educational 
system. The tradition of student 
protest stretches back for cen- 
turies. 

Yet it is hard to take them seri- 
ously as an elite, anymore. Nearly 
half of the country’s youth now 
goes on to college, which is re- 
garded as a restful four-year inter- 
lude between the “exam hell” of 
adolescence and the rigours of 
adulthood. 

Still, few people dare criticise 
the students’ daim to moral 
superiority and those who do are 
vilified. Wall posters attacked a 
professor at prestigious Yonsei 
University for daring to suggest 
that Kang was not a martyr. Dissi- 
dent poet Kim Chi Ha, who was 
jailed repeatedly during the Park 

and Chun years, found himself expelled 

from a left-nationalist literary group after 
he called on radicals to “give up your sick- 
ening politics of necrophilia.” 

The radicals are likely to find that they 
will have to do away with their obsession 
with “purity” and grapple with the less glo- 
rious task of politics if they want to win 
support from the South Korean public. If 
purity demands sacrifice, politics may de- 
mand something even harder, the willing- 
ness to compromise. Ë 











Pakistan Telecommunications Corporation 


is a recently established Corporation providing telephones and related services 
throughout Pakistan. The Corporation bas 1.18 million telepbones, 4300 long distance 
PCOs, 5000 Telex connections, two Gateway Exchanges with 1900 circuits and 
substantial shareholding in two manufacturing facilities. 


Privatisation 


OF PAKISTAN TELECOMMUNICATIONS CORPORATION 





The Corporation is wholly-owned by the Government of Pakistan. The Government now intends to privatise 
the Corporation as a whole. The Government may also consider offers for individual services/functions/facilities 


in terms of cities, regions etc. 


The Corporation will extend full assistance in providing information about any aspect of its 
services/functions/facilities to prospective bidders. In addition, a pre-bid meeting will be organized by the 
Corporation, at its Head Office, on 30th June, 1991 to answer any specific query. 

Persons wishing to express an interest in the purchase of a service, the network of a city, region or the entire 
network may indicate their interest by 15th July, 1991. For further details please contact: 
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Mr. Muhammad Sher Khan, 
Additional Secretary. 
Ministry of Communications, 
Prernment ce Taa, 
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Telex No. 5713 


rest: 15 July, 


Block, Pak Secretariat, Islamabad, Pakistan 
Telephone No. 92-51-824059 Fax No. 92-§1.828724 
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BOOKS 


Saw Seaplane, 
I presume? 


True Love and Bartholomew: Rebels on the 
‘Burmese Border by Jonathan Falla. Cambridge 
University Press, Cambridge. £16.95 
(US$37.50). 


Imagine if you needed a witness for a 
signature on a document and the only qual- 
ified person identified himself as “Name: 
Colonel Marvel. Occupation: Insurgent.” 

That almost happened to British health 
worker Jonathan Falla during the year 
(1986-87) he spent in Burma as a volunteer 
in areas controlled by the rebel Karen Na- 

tional Union (KNU) in eastern Tenasserim 
“Division near the Thai border. His closest 








co-workers were two Karens with equally 


unlikely names: True Love 
and Bartholomew, whom 
he addressed with the 
Karen honorific “Saw.” 

In a remote corner of KNU 
territory, Falla met a delight- 
ful, mundane couple, Bis- 
marck and Judith. One may 
add that had he arrived in 
this area a few decades ear- 
lier, he -also would have 

found a local commander 
called Saw Seaplane. Many 
of these names are literal 
translations of traditional 
Karen names. Karen parents 
also choose English names 
for their children based on physical charac- 
teristics or omens observed at the time of 
birth. 

But True Love and Bartholomew is not only 
about quaint and, to Western ears, un- 
usual-sounding Karen names. It is the best 
book about the Karens to appear in many 
years and deserves to be as widely read as 
lan Morrison’s Grandfather Longlegs, the 
classic account of the life of Hugh Seagrim, 
a British army major who stayed behind in 
the Karen Hills when the Japanese overran 
the country during World War II. 

But while Grandfather Longlegs to some 
extent. revels in colonial nostalgia and is 

widely appreciated by the Karens them- 
selves, Falla’s book also addresses the fu- 
- ture in a way that many Karens may find 
hard to take. 
Although Falla stayed with the KNU for 
more than a year, he is not an apologist for 
the Karen: rebels. He is openly critical of 
many KNU policies: their use of foreign mer- 
“cenaries to train their troops and their as- 
sociation with groups and individuals close 
to the cia, their tendency to believe any im- 
postor shrewd enough to take advantage of 
their ignorance of the outside world, and 
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their recruitment of young children to fight 
in the KNU army. Falla appreciates Karen 
complaints that they have been forgotten 
by the British, for whom they fought dur- 
ing World War I, but adds that the Ka- 
rens have done a poor job publicising their 
cause, and that their obscurity and isolation 
are to some extent their own fault. 

But the book is full of sympathy for the 
ordinary people who suffer while govern- 
ment troops fight to regain control of the 
rebel-held border areas. Falla learned one of 
the Karen dialects, which enabled him to 
speak freely with nearly everyone he met. 
Numerous atrocities are related, reminis- 
cent of the well-known 1988 Amnesty In- 
ternational report on the plight of Burma’s 
ethnic minorities. 

The book also contains a wealth of infor- 
mation on Karen history, myths, folklore 
and linguistics, and is pleasantly free of the 
usual stereotypes and hyperbole. The Ran- 
goon government calls the Karens “ban- 
dits” and “destructionists” (sic), while the 
rebels prefer to be seen as 
“crusaders” or, when West- 
ern missionaries are present, 
“the lost tribe of Israel.” 
Many Karen commanders 
also resent being called “re- 
bels” and “insurgents” by 
the international media. 

The author remains polit- 
ically neutral but declares 
that “the Karens cannot win 
their war.” In all fairness to 
the KNU, he also mentions 
“foreign journalists . . . pro- 
nouncing the Karens 
finished: ‘They cannot last 
another [government] offen- 
sive.’ They do last, year by year, losing 
some firefights and winning others, losing 
territory and regaining some of it later.” 

But this situation may not endure, espe- 
cially in view of recently established eco- 
nomic links between the Burmese and the 
Thais: “The end will come either with eco- 
nomic annihilation of Kawthoolei [KNU ter- 
ritory], such that they can no longer buy 
rice and bullets [from the Thai side], or with 
a change in Burmese policy following 
[strongman] Ne Win’s death. Neither op- 
tion is very far in the future.” 

Kawthoolei is not viable as a separate 
political or economic entity, Falla con- 
cludes, shaking his head at the way the 
KNU leadership still speaks of “winning,” of 
independence, and “of a Burmese Yugo- 
slavia, Monaco or Luxembourg.” The future 
of the Karens, after more than forty years of 
civil war, lies either in Burma or Thailand 
(there are Karens on both sides of the bor- 
der), and the Karens can only survive as a 
people if they are properly educated. Seen 
in that context, Falla has done the Karens 
a tremendous service by providing them 
with the first unbiased account of their own 
history and culture: m Bertil Lintner 
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Transfer of Japanese Technology and 
Management to the Asean Countries, edited — 
by Shoichi Yamashita. University of Tokyo Press. 








spawned a vast litter of books, each pur 
porting to unlock its secrets. To connois- 
seurs of the genre, however, few books 
offer fresh insight. The authors, many 
of whom have gotten rich quickly, fall 
roughly into two competing camps:. the. 
Japanologists, and their younger critics, the 
so-called revisionists. 
“Old school” Japanologists usually extol 
some aspect of Japan’s management or in- 
dustrial policies — such as quality-control 
circles, consensus building, or technology 
strategies — as the key to Japan's “smarter” 
capitalism. The Western countries, they be- 
lieve, should emulate Japan. The revisionis 
camp disagrees, arguing that Japan's eco 
nomy is managed by tightly knit, elite 
cartels that dominate a “submissive middle 
dass” and crush foreign rivals. by. their 
sheer size. To them, Japan is an unfair, 
authoritarian democracy, and foreign. gov- 
emments must pressure its feckless’ politi- 
cians to open the country’s markets. 
truth is probably somewhere in between 
and recent books, seeking to illumina 
ever smaller parts of the question, are be- 
ginning to blur the distinctions between the 





to the wall of the traditional Japanologists. 
Almost all of its essays and commentaries 
take for granted the virtues of the “Japan- 
ese management style,” that is, lifetime em- 
ployment, promotion by seniority, group 
harmony and cooperation, and a “logic of: 
human talent” that nurtures individuals to _ 
work to the best of their ability. Western > 
management is variously seen as adversa- 
rial, overly individualistic, and dominated _ 
by a “logic of capital.” The contributors: 
the book, who are economists. from. bo 
Japan and Asean countries, rarely chal- 
lenge these stereotypes. a 

This is nothing new. But the uneasy 
tone of the book adds a useful dimension to 
the debate. The highly touted “Japanese 
management style,” it seems, is unpopular _ 
in the Asean countries. Choosing to forego - 
employment stability and continual train- 
ing, local managers prefer to work in 
American and European companies. Their: 
reasons sound suspiciously like some re- 
visionist critiques: they dislike vaguely de- 
fined jobs, the hazy decision-making pro- | 
cess that denies them contractual rights, 
and abrupt directives from Tokyo bosses; 
they want to compete for promotion by in: 
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dividual effort. In other words, what is as- 
sumed to be a virtue in Japan is revealed to 
be a liability elsewhere. 

The book also analyses the larger con- 
text of Japan’s growing ties with the Asean 
countries. In 1985, changes in the interna- 
tional environment created new incentives 
for Japanese corporations to enter Asean 
countries; their annual investments grew to 
US$65 billion by the end of the decade, 
nearly a seven-fold increase. The Asean 
countries, burdened by debt and costly im- 
port substitution policies, relaxed their re- 
strictions on foreign investments. By shift- 
ing to export-oriented industries, they de- 
cided to compete in the international arena. 
Meanwhile, under the pressure of soaring 
land prices and the rising value of the yen, 
Japanese corporations sought to maintain 
their competitiveness by investing in the 
less expensive environment of the Asean 
countries. 

Detailed case studies of technology 
transfer add to the value of the book, 
though the Philippines is curiously ne- 
glected. Of particular interest is the chapter 
on the electronics industry in Thailand, 
which develops a model of technology 
transfer by Japanese corporations; the Thai 
author argues that they seek to create “self 
contained” industries that are flexible and 
innovative, requiring a deep understanding 
of enabling technologies. In contrast, 
Western corporations offer “fragmentary” 
technologies, their workers merely building 
isolated parts for machines they never see. 
This may help to explain the adaptability 
and skilful redesign of Japanese industrial 
products — ideas can come from the bot- 
tom up. 

Nonetheless, these valuable nuggets of 
information are sparsely scattered through- 
out the book. The academic prose is often 
confusing and leaden, the poor index of lit- 
tle aid. Even worse, many key issues re- 
main neglected or entirely unaddressed. 
Although Japan has become the world’s 
largest donor of economic aid, for example, 
its policies for technology transfer are never 
mentioned. The creation of financial and 
technological dependence, which many re- 
visionists decry as tactics of the powerful 
keiretsu, is hardly examined. 

The book was originally written for the 
Toyota Foundation, which may explain 
some of its glaring weaknesses and omis- 
sions. A less misleading title might have 
been Recent Japanese Investment in the Asean 
Countries. Its final recommendations are, to 
say the least, underwhelming. To enhance 
their performance, Japanese corporations 
are advised that “[people] in Asean coun- 
tries are different from Japanese” and that 

“must try to attain a deep understand- 
ing of the local environment.” If this is new 
to them, they’re in big trouble. 

Dr Yamashita’s book is a timid, though 
useful, first step toward understanding 
Japan’s growing role in the region. It con- 


cludes by suggesting that a “hybrid man- 
agement style” be developed, which im- 
plies that the “Japanese model” may not be 
exportable after all. Perhaps a later book 
will explore the tougher questions. 

m Robert J. Crawford 





Who's hoodwinking who? 


Pakistani 
peccadillos 


My Feudal Lord by Tehmina Durrani. Tehmina 
Durrani, Lahore. Rs 395 (US$19.50). 


Pakistan’s elite has been rocked by the 
publication of a sensational autobiography 
by Tehmina Durrani, the wife of leading 
politician Mustafa Khar. The made-in- 
the-Punjab “Dallas” style soap saga in- 
cludes sex, incest, child abuse, kidnapping, 
sado-masochism, political betrayal and 
treason. 

In a conservative Muslim society like 
Pakistan where adultery is kept under 
wraps and wife beating is the norm, My 
Feudal Lord has become an instant best 
seller. But as no publisher was prepared to 
print it, Durrani published it herself. When 
it appears in an Urdu edition this month, 
sales are expected to break all previous na- 
tional records. 

My Feudal Lord recounts Durrani’s 15 
miserable years of marriage to Khar, a 
“feudal” landlord who in the 1970s was 
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governor and then chief minister of Punjab 
state and the right-hand man of former 
prime minister Zulfiqar Ali Bhutto. 

When Khar married Durrani in 1976, 
she was 22 and he was 44. She was his 
seventh wife. After she divorced him in 
1989, he married again. The book details 
how Khar beat her mercilessly almost every 
day, abused their children and restricted 
her movements. Her main allegation, a 
running feature in Pakistani tabloids, is 
Khar’s affair with Durrani’s younger sister 
Adila — when she was only 13 — 
that took place when they lived in London 
in exile after the 1977 military coup. Khar 
denies the charge. 

While in Europe the Khars jet-setted be- 
tween London and the Spanish resort of 
Marbella, but Durrani was forbidden to buy 
magazines or go out alone. When she left 
Khar once in London, he kidnapped their 
four children and flew them secretly to 
Pakistan. She returned to him only because 
of the children. 

Despite this, when Khar was jailed for 
30 months by the military regime after he 
returned to Pakistan in 1986, Durrani 
worked to set him free. She says that the 
army only released him after he cut a deal: 
to undermine his own former party, the 
Pakistan Peoples’ Party, and its leader Be- 
nazir Bhutto. 

The army mistrusted Khar because of 
his alleged involvement in a failed coup at- 
tempt against President Zia ul Haq in 1984. 
Durrani claims that while in London, Khar 
helped to organise the coup with the Re- 
search and Analysis Wing, the Indian intelli- 
gence agency, and held meetings in ham- 
burger bars with Indian Embassy staff. He 
later met with Indira Gandhi and Rajiv Gan- 
dhi. Durrani names Pakistani generals, 
politicians and businessmen who were al- 
legedly also involved in the coup attempt. 

Since 1984 Khar has frequently denied 
his former wife’s accusations and he 
claims Durrani wrote the book solely to dis- 
credit him. “There have been constant ef- 
forts by this government and earlier gov- 
ernments to malign me,” Khar said in an 
interview. “Now that she is no longer my 
wife, and dependent on the government 
for support, she is saying all these lies,” he 
said. Critics accuse her of political oppor- 
tunism because she has joined the ruling 
Muslim League, but the unravelling of fam- 
ily secrets, with its national political impact, 
has rivetted Pakistanis. 

The main thrust of Durrani’s book is the 
grip that Pakistan’s “feudals” have over 
their women. She defends her exposé by 
saying that women must break their silence 
and tell the truth about the awful lives 
many of them lead. My Feudal Lord is the 
first treatment by a Pakistani woman of 
male domination and political manipula- 
tion by a class of people that many Pakis- 
tanis now find increasingly intolerable. 

m Ahmed Rashid 
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Didn’t you want to make a deal 


in Taipei recently ? 


Global business contacts are merely 
local business contacts spread out over a 
wider area. 

This is particularly true in banking. For 
international activities, it is normal to con- 
sult a bank with international experience. 
And the most important part of inter- 


UBS. The bank of experts. 





national expertise is in-depth familiarity 
with local conditions. 


Are you planning sales, production or 
investment outside your own market? 
Speak to UBS, Switzerland’s leading bank 
and one of only a few AAA banks world- 
wide. 








Union Bank 
of S 


witzerland 


A 


UBS in Asia, Australia and India: Tokyo, Hong Kong, Singapore, Sydney, Taipei, Beijing, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich, 
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“By Doug Tsuruoka in Kuala Lumpur 


he Selangor Turf Club’s former 
racecourse in Kuala Lumpur, 
known as the “green lung” of the 
se Malaysian capital, will become a 
ity-within-a-city in 10-15 years, according 
to details of a plan disclosed by local prop- 
erty analysts. Sources estimate that the 
uturistic development could result in M$7- 
billion (US$2.5-3 billion) worth of office 
and commercial building space being 
added to the real-estate market. 

< A consortium of private- and state- 
owned interests has been working closely 
with Kuala Lumpur City Hall since early 
last year to develop the racecourse and ad- 
joining pockets of land, which at a total of 
39 ha is easily the capital's biggest and most 
lucrative tract of undeveloped land. A so- 
called Golden Crescent of high-rise office 
locks, hotels, parks and other projects is 
visaged, an undertaking so ambitious in 
scale that it: would eclipse the capital's up- 
market Golden Triangle. 

- The racecourse, owned until recently by 
the non-profitmaking Selangor Turf Club, 
has been sold to a leading businessman to 
_ provide the funds to build a M$198 million 
_ Course in Sungei Besi, on the outskirts of 
the capital. Racing activities at the Kuala 
Lumpur site have been gradually phased 
_ out and off-track betting operations have 

been relocated to a temporary site in Sungei 



























PROPERTY 


Besi until permanent facilities are com- 
pleted. The replacement Besi track is ex- 
pected to be operational by mid-1993. 

In 1982, the federal government dis- 
closed a plan to take over the turf dub site, 
and a swathe of land adjoining it, by invok- 
ing its powers under the National Land 
Code, It announced that the site would be 
converted into a public park as a way of 
beautifying the city. 

But the decision was partly rooted in the 
Islamic-influenced government's tougher 
attitude towards legalised gambling ac- 
tivities in peninsular Malaysia. The govern- 
ment also noted that the track’s popularity 
with weekend punters caused major traffic 
jams in the Jalan Ampang area. 

Insiders say the planning for the site is 
being coordinated by a special turf club de- 
velopment company, which includes gov- 
ernment interests such as the state-owned 
oil company Petronas and the investment 
holding company Permodalan Nasional. 

The buyer, T. Ananda Krishnan, a dose 
friend of Prime Minister Datuk Seri Maha- 
thir Mohamad and the head of the gaming 
concern Pan Malaysian Pools, is said to 
hold 30% of the project's development 
rights, after spinning off another 40% to 
other parties in the deal. 

Reputedly one of Malaysia’s most suc- 
cessful Indian entrepreneurs, Ananda 
shuns the limelight and little is known of 
his personal business dealings. But he is be- 





Kuala Lumpur racecourse to be centre of massive redevelopment 


Under starter’s orders 


lieved to have parlayed his close ties with . 
Mahathir into considerable behind-the- 
scenes influence in Malaysia’s business 
community. A director of Bank Negara, the 
central bank, between October 1982 and 
February 1987 and a former director of Pet- 
ronas, Ananda is believed to have been em- 
ployed in a personal capacity by Mahathir 
in various state matters. 

Ananda’s holding company Seri Kuda 
bought the racecourse from the turf dub in 
1989 for M$110 million. In February, he 
applied to the Kuala Lumpur Land Office 
for permission to transfer the title of the 
land to a public trustee, in return for partial 
ownership rights. If granted, as seems 
likely, this would allow the site to be rede- 
signated for commercial and residential de- 
velopment. 

According to press reports, 70% of Seri 
Kuda is owned by Pacific States Invest- 
ments, a British-based. company controlled 
by Ananda. The other 30% in the company 
is held by the turf cub, which paid M$1.5 
million for the stake. 

Ananda’s other partner in the turf dub 
venture, according to well-placed sources, 
is General Lumber (Holdings) chairman 
Wan Azmi Wan Hamzah. There are also 
rumours that rights to develop portions of 
the track will be granted to a host of other 
companies, including Faber Group, the 
hotel and property arm of the ruling party’s . 
chief investment company, Renong. 










‘ulcrum shifts 

Whatever its ultimate look, the turf club project will set the pace 
for urban planning in Kuala Lumpur well into the next century. 
Jver the long term it will relieve the city’s chronic shortage of 
office space. But it could also exacerbate a growing over-supply 
of commercial and residential property. 

The average occupancy rate for offices in Kuala Lumpur rose 
to 94% last year from 87% in 1989, according to the government. 
r many choice office buildings in the city’s prestigious Golden 
riangle area, the rate was 100%. 

‘Christopher Boyd of Knight Frank Baillieu predicts the city 
ould absorb 163,000 m? of new office space annually after 1995, 
assuming that new construction is phased over 15 years and 
Malaysia’s economy is not jolted by external shocks. This would 
also provide more forward momentum to a property market 
_ that is already booming — total transactions jumped 47% in 
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value last year to M$16.6 billion (US$6 billion). 

Some critics warn, however, that Kuala Lumpur could face 
a glut of commercial and residential space within the next dec- 
ade. They point out that the government has already floateda 
M$400 million plan to build a mixed residential and commercial ` 
complex in Kampung Baru — not far from the racetrack. In ad- = 
dition, municipal authorities have approved nearly 40 major of- 
fice and residential projects over the past 19 months. a 

The risk of overbuilding is being fuelled by the decision of — 
city mayor Tan Sri Elyas Omar last November to lift a five-year 
ban on the construction of high-rise offices. The scale of planned 
construction, meanwhile, has stirred concern about the ability ` 
of the city’s roads and transport services to handle the increased 
traffic and other forms of congestion that will be generated. = 

The turf club development will shift the centre of gravity of 
the local property market away from the Golden Triangle — the 
area of top-grade properties bounded by Jalan Raja Chulan, 
Jalan Perak and the block of buildings containing the Shangri-La 
Hotel and UBN Tower off Jalan P. Ramlee, © ooo 


This will mark another critical stage in the city’s develop- : 
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Turf Club land development 


property calculations, this would leave - 
a net saleable area of about 1 million: më. 
The amount of saleable space could be 
even be revised upwards since some 
the projected office buildings could be 
40 storeys or more in height. Kuala Lum- 
pur currently has about 2 million m? of sale- 
able commercial space, according to esti. 
mates. r 

With luxury properties in prime sites te- | 
cently commanding prices as high as: 
M$7,500 per m2, sources believe that office 
and commercial space worth M$7-8 billion 
can eventually be developed at the turf ch 
site. This would make it the most valuab! 
property development in Malaysian his- 
tory. Even the satellite townships as- 
sociated with the building of a Second: 
Causeway between Johor and. Singapore 
will not immediately generate such sizeable i 
returns. . 
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| Although sources close to the project es- 
| timate that most of the work can be 
| finished in 10 years, some outside experts 









| feel that financing and other obstacles will 

make 15 years a more realistic tirnefram: 
Artist's conceptions of the project have 

| been subject to repeated changes. But they. 





Out of the racecourse’s 39 ha, which in- 





Ha currently depict a glittering array of office 


cludes all parcels of land within the club's 
boundaries and adjoining areas, roughly 16 
ha will be allotted for office, commercial 
and residential development. The remain- 
der will comprise a lake and botanical gar- 
den in an effort to maintain an oasis of 
greenery in the urban landscape. 

It is undear, however, if the plan will 
meet with the approval of local environ- 
mentalists who want the area's scenic 
beauty to be preserved. A small band of cri- 
tics has been lobbying since last year to 
have most of the track's grassland con- 
verted into a public park, a necessary 


But given the economic momentum behind 
the project, analysts doubt whether en- 
vironmental objections can seriously im- 
pede the development’s progress. 

In addition, there is talk of constructing 
a new Kuala Lumpur City Hall complex in 
a corner of the site off Jalan Ampang, 
which could eventually replace the present 
city hall situated off Jalan Raja Laut. The in- 
formation is based on unpublished deve- 
lopment plans for the site, property records 
and estimates furnished by real-estate ana- 
lysts. 
4 One property specialist, Ho Chin 
Soon of Ho Chin Soon Research & Consul- 


towers, upscale condominiums, and 500- 
unit luxury hotels, as well as “some” te 













ments around Hyde Park in London and 
Central Park in New York, where blocks o! 
high-rise buildings overlook large areas © 
well-manicured parkland. 

Ultimately, the scheme could becomea 
symbol of Mahathir's recently announced” 
programme to transform Malaysia into an 
advanced nation in 30 years. “The golden 
crescent will be a tangible manifestation o! 
the prime minister's vision of [Malaysia be- 
coming] an industrialised nation by the 


amenity in an overbuilt city, they argue.  tancy, 


ment. It is part of a process which began in the early 1970s, 
when an earlier wave of construction created the Golden 
Triangle. Earlier still, during the period of British administra- 
tion, the commercial life of the city had focused on the area once 
known as Mountbatten Road, now Jalan Tun Perak. 

The new Golden Crescent could blend with other projects 

_ Which have been proposed. In particular, its urban planning as- 
pects could breathe new life into a dormant 235-page “structure 
‘plan” for the city which was issued in 1984. Implementation of 
the plan's proposals slackened after the bottom fell out of the 
property market during Malaysia's 1985-86 recession. 

The plan sets municipal targets for zoning, infrastructure, in- 

; dustrialisation and population growth — all issues which could 
receive new impetus from developments such as that proposed 
for the the turf club. 

The racetrack project could also become the main focus of a 
federal panel set up last month by Prime Minister Datuk Seri 
Mahathir Mohamad to oversee key aspects of the city’s develop- 
ment. Mahathir's move has made it clear that it will be the fed- 
eral government, rather than the municipal authorities, which 
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estimates that, 
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by conventional year 2020,” notes one observer. a 



















will have the final say over urban planning in the capital 
Another possible tie-up is a stalled plan to build a 22-statio 
monorail system in the city. This would carry more than 34,000 
passengers daily into the central business district from the major 
bus and taxi terminals. 
Most of the high-rise offices and. hotels envisaged by th 
Golden Crescent’s planners are expected to be clustered atong 
a site near Jalan Ampang (adjacent to a possible site for 
city hall). The remaining condominiums and a few hotels be 
in the lower arc of the crescent near Jalan Pinang and Jalan Kia 
Peng. 
Although last-minute hitches cannot be ruled out; the pro- 
ject’s list of politically well-connected participants’ is its best 
guarantee of success. Given the gigantic area to. be developed 
and the profits to be made, both the government and the Unit- 
ed Malays National Organisation headed by Mahathir are ex- 
to make every effort to bring the project to fruition. 
“It will happen. The next question is what will happen 
private owners,” says one source close tothe project: 
@ Doug Tsuruoka 









SHIPPING ~ 


Asian ship managers join drive to set standards 

























. ship-management 
companies worldwide. They are among 35 
founder members of the International Ship 

Managers Association (Isma). 

The aim of the new grouping, in the 
words of one of its organisers, is to “drive a 
wedge between poor quality and good 
_ quality shipping.” 
~- Isma’s creation reflects ship manage- 

= ment’s. growth over the past 10-15 years 
into a major industry. What started as oper- 
ation of ships on behalf of third-party own- 
ers has expanded into responsibility for vir- 
tually all aspects of ships’ administration. 

_ For owners, the advantages of contract- 
ing-out the management of vessels include 
access to specialist expertise and economies 
of scale. According to an industry rule-of- 

umb, it is not cost-effective to manage 
one’s own ships unless the fleet is greater 
_ than 5-10 vessels. 
One industry source estimates that 20- 
25% of the world’s bulk-cargo and tanker 
-fleets are now run by ship managers. But 


Isma’s Asian members comprise one 
company in Bombay, four in Hongkong 
and three in Singapore. Other members are 
scattered across Europe and include two 
firms in the US. 

The new association’s code of conduct 
sets out norms for crew standards, finan- 
cial reporting, business ethics and safety. 
Adherence will be monitored by annual au- 
dits performed by one of four major ship- 
classification societies: Det Norske Veritas, 
Germanischer Lloyd, Lloyd’s Register of 
Shipping and Bureau Veritas. 

Isma members will pay fees on a slid- 
ing scale from £1-3,000 (US$1,740-5,200), 
depending on the number of ships man- 
aged. Smaller companies may also have to 
hire extra staff to monitor their compliance. 

However, it is the smaller firms which 
are likely to benefit most from Isma’s foun- 
dation. David Coldwell, managing director 








TOURISM 


Hongkong and Singapore, competitors in 
many spheres, are vying for a dubious 
distinction: which is taking the longest to 
recover from the downturn in what were 
booming tourism industries. 

Visitor arrivals in Hongkong declined 
4% in the first four months of 1991 in a 
_ year-on-year comparison. Singapore re- 
gistered a 6% drop for the same period. 
Official tourism organisations in both 
ʻi qities are predicting modest overall in- 
-© creases for the whole of 1991 — 7% for 
Hongkong and 3-5% for Singapore — but 
such projections may owe more to op- 
timism than to objectivity. 

Both destinations suffered steep de- 
`- dines in arrivals during January and Feb- 
.Tuary as a result of the Gulf War. But con- 
_trary to. predictions, the following two 
< months have not shown a significant 
| turnaround. Hongkong arrivals fell 6% 

< and 3% in March and April against year- 
earlier figures; Singapore’s dropped 9.5% 





of Hongkong-based Coldwell Ship Man- 
agement, an Isma founder-member, says: 
“Most companies conformed anyway, wit- 
tingly or otherwise, But the code standar- 
dises the rules so that owners know what 
they can expect — which is what they have 
a right to expect.” 
Isma grew indirectly from moves in 1989 
by the world’s largest ship managers, 
known as the “Group of Five,” to produce. 
an industry code of practice, Smaller com- 
panies, however, reacted strongly to what 
they saw as an attempt by the Group of 
Five to form an exclusive dub, with a: 
sanctimonious approach to industry-wide 
problems. The Group of Five was eventu- 
ally disbanded and Isma created, though 
based on the former group's code of con- 
duct eS 
Coldwell says the code has already had 
the beneficial effect of forcing founder- 
members to evaluate their operations. 
There. is still some opposition, however. 
Coldwell says one European company has 
refused to join on the grounds that its 
standards are already high and it sees no 
need for anyone to tell it how to operate. 
Isma’s adherents nevertheless hope 
their membership will be a useful market- 
ing tool, though this advantage will di- 
minish as more companies join. As com- 
pliance with the code of conduct spreads — 
Isma is now open to any firm willing to 
submit to audit — the hope is also that 
benefits such as lower insurance rates and 
greater credibility will make self-policing a 
worthwhile investment. a 








Wail of two cities 


and 3% for the same two months. Pre- 
liminary reports on May arrivals are not 
encouraging. 

For Hongkong, the January-April fig- 
ures were especially disappointing, rep- 
resenting the second successive fall-off 
for the period. The precipitous decline in 
the number of Western travellers is not 
being sufficiently balanced by a rising 
number of visitors from Asian countries. 

The outlook is depressing for the terri- 
tory’s hoteliers, with the supply of rooms 
rapidly outpacing demand. Occupancy 
rates are expected to decline swiftly, from 
79% in both 1989 and 1990, to 67% this 
year and 64% in 1992, according to pro- 
jections by Baring Securities in Hong- 
kong. 

Occupancy rates in Singapore are ex- 

to decline from 80% in 1990 to 
about 75% this year. In 1990, the average 
cost of a room rose 48% over the previous 
year, to S$141 (US$80 at current exchange 
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rates), damaging the competitiveness of 
the sector. To make matters worse, the 
Singapore dollar has strengthened by 
some 6% against the Japanese yen sin 
August 1990. 

Both Hongkong and Singapore are ` 
being hurt by the failure of Japanese 
tourists to return in their accustomed 
numbers after the Gulf War. In Hong- 
kong, after years in the No. 1 spot, the Ja- 
panese last year were overtaken by vi- 
sitors from Taiwan, but still accounted for 
22% of total arrivals. 

The Japanese represented the biggest 
single group of visitors to Singapore in 
1990, accounting for 18% of the total 5.3 
million arrivals. But an executive of a 
leading travel agency in the island repub- 
lic said bookings from Japan for the sum- 
mer holiday season were running 30-40% 
lower than last year. 

Continuing security fears are one fac- 
tor in deterring Japanese visitors, but 
another is the declining price differential 
between the cost of luxury ‘branded 
goods..in Japan-and in. Singapore and 
Hongkong. High inflation in Hongkong 
and a strong local currency in Singapore 
have taken their toll. ‘= Carl Goldstein 
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BORROWINGS 


Market for overseas convertibles is maturing 


Euro fatigu 











P panies.in the emerging capital mar- 
CM kets of East Asia are becoming more 
“ational in price and size as investors be- 
-come more selective. Companies in South 
Korea, Taiwan, Indonesia and Malaysia 
have issued US$678 million worth of US 
dollar-denominated bonds this year — 
compared with only US$90 million in 1990 
‘== while at least 10 more are waiting in the 
pipeline. 
~ Gone are the days, however, when un- 
derwriters could successfully place a 15- 
year bond yielding a meagre 1% with a 
200% conversion premium (the cost.of con- 
verting the bond into equity). The two 
most recent Euro-convertibles to hit the 
market, a US$45 million issue by Taiwanese 
computer manufacturer Acer and a US$75 
million issue by Indonesian cement maker 
Indocement, yielded 7.5% and 7%, respec- 
tively, and had conversion premiums of 
14.6% and 15%. 

Equity syndicate desk managers 
in London say that even with more 
favourable terms, both deals have 
been tough to sell. Lead manager 
Nomura International raised the 
yield on the Acer bonds from 45%, 
but it found little support, trading at 
a price 11.5% below par within a 
week of issue. Indocement lead 
manager Goldman Sachs was forced 
to reduce the size of its offering from 











an originally announced US$200 mil- Astra 6.75% 2006 —------- eee | Kaci 15.7 —— 20.0 

lion, but this bond too was soon Tjiwi Kimia 7.25% 2001 —---—— ee i ra — 82 5.7 
* Indorayon 7.0% 2006 ——----—- o 6.8-—-- -H7 
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end of May by South Korea’s | Taiwan o 


Daewoo Telecom, fared better. The 
US$50 million issue, managed by 
Barclays de Zoete Wedd and 
Daewoo Securities, had a 3.5% coupon 
and a conversion premium of 15.8%. 
Traders say the bonds were well receiv- 
--ed, largely because of the attractiveness 
of South Korea’s telecommunications mar- 
ket. 

“There have been too many issues in 
too short a period of time,” says Shaun 
Chen, an associate director of Wardley In- 
vestment Services in Hongkong. “You are 
seeing a bit of convertible fatigue.” 

Nonetheless, Euro-convertible bonds 
: are likely to become a permanent fixture in 
East Asia, analysts say. High domestic in- 
terest rates make the instrument attractive 
for borrowers that are little known interna- 
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on regional markets, to benefit from the 


Kalon 4% 2005 ——--------—- sear s acon 
Trigem 3.5% 2005 
Daewoo Telecom 3 


indonesia 


tionally or are based in countries consi- 
dered risky, like Indonesia. 

“Banks are reluctant to commit to loans 
on a fixed-rate basis for 10-15 years. From 
the perspective of a company in Taiwan or 
Indonesia, a Euro-convertible bond offers 
low-cost, fixed-rate financing,” says Jerry 
Coughlan, a vice-president at Morgan Stan- 
ley in Hongkong. 

A Euro-convertible bond is an interest- 
bearing corporate bond that at some point 
in its life can be converted into equity. Un- 
like domestic convertible bonds, a Euro- 
convertible is denominated in dollars and 
traded on the Euromarket. 

Investment bankers say that Euro-con- 
vertibles are attractive to investors because 
they provide yield protection in often vo- 
latile markets, with the prospect of a good 
gain at the time of conversion. They are 
also touted as a way for institutional inves- 
tors in the US and Europe, who have 
neither the time nor the inclination to focus 
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7.3 —— 10.2 
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Asian equities boom. 

Included among these are European 
and US fixed-income and convertible 
portfolio managers, who view the world in 
terms of credit risk and have little experi- 
ence in analysing the prospects of develop- 
ing Asian companies. “The leap of faith be- 
tween a company like Amgen in Silicon 
Valley and an Indonesian company isn’t 
that great,” says Morgan Stanley's 
Coughlan. “They are both high-growth, 
high-risk companies.” 

Views are mixed on just how successful 
investment bankers have been in enticing 
these conservative investors to take a punt 
on emerging market Euro-convertibles. But 
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one fund manager in Tokyo points out tha 
many of the more adventurous ones wel 
burned last year on Japanese Euro-converti- 
bles, when the Tokyo stockmarket lost: 

of its value in 1990. They will probably 
warier this time around, particularly 
lesser-known Asian markets. 

Indeed, one senior fixed-income man: 
ager in London says that because few not 
Japanese Asian companies are analysed t 
major credit-rating agencies, he is cautiou: 
about investing. “Besides,” he points out, 
“a secondary market does not exist yet 
for many of the issues.” Fund mana; 
complain that many of the Eurocon 
bles, which are managed largely by the 
US and Japanese investment banks. that 
dominate Euromarket distribution, hat 
been badly supported after their initial 
offering. ae 

European fixed-income managers tend 
to focus less on the prospect for an eventual 
gain on the equity conversion than on the 
attractiveness of a bond’s yield to put and 
its yield to maturity. Getting them to un- 
derstand the Asian market “has been 
major educational exercise,” says Jere 
Palmer, head of Salomon Brothers’ equity 
syndication desk in London. 

More fixed-income and convertible-fund 
managers are likely to enter the market in 
the future, particularly now that most new. 

















past, these investors saw Euro-con 
vertibles as a. means. of entry. into 











South Korea and are only gradu 
coming around to the idea. that 
they can be used as. a way of att 
uating volatility in a market like In 
donesia. 


























Euro-convertibles ar, 
save the recent Daewoo Telecoms, 
are trading at a premium, while th 
four issued by Indonesian com 
panies since the beginning of the 
year are available at prices below — 
par. The premiums on South Ko- 
rean issues are expected to eva 
rate as Seoul takes further steps to open 
market to foreign investment. 

Analysts point out, however, that eve 
in open emerging markets, Euro-converti 
bles can do well if timed and priced realis- 
tically for good-quality issues. A US$190 _ 
million sovereign bond convertible into _ 
shares issued by Malaysian Telekom at the - 
time of its partial privatisation in March has 
done “fantastically well,” notes one fund 
manager, as the price of the telephone com- 
pany’s underlying shares rose quickly. ; 
similar exercise is rumoured in conjunctio! 
with the privatisation of Thailand's national 
air carrier, Thai International, later ‘this _ 
year. eE 



















By Nigel Holloway and Mark Clifford in Seoul 


N outh Korea has democracy, dip- 
lomatic relations with Moscow and 
SS the 4-megabit microchip — all im- 
portant ingredients in a model, 
modern nation. But one vital element is 
_ missing. The country’s financial system 
_ is a relic of a bygone era which has proved 
itself impervious to pressures for radical 
change. 
: Policymakers face a quandary. They can 
‘stick with a system, which, however ram- 
shackle, has helped build one of the 
-œ World's most successful economies. Or 
they abandon it and tum to the uncertain- 
ties of the free market. 
-> The appointment of Rhee Yong Man as 
finance minister on 26 May, as part of a 
-major cabinet reshuffle, was seen by some 
observers as a sign that the government is 
_ tilting towards reform. Rhee is the former 

















icad of the Office of Bank Supervision and 
Examination, where he made a number of 
public statements about the need for finan- 
dal liberalisation. But a week after his ap- 
-pointment, he decided to freeze plans 
_. drafted by the Finance Ministry to deregu- 
late interest rates. 

Many of the bureaucrats in his ministry 
are not convinced that reforms are desira- 
~ ble, because South Korea reached where it 
_ is today by forcing the financial markets to 
serve the needs of industry. Japan and 
_ Taiwan have also repressed their financial 
__ institutions to maximise growth. Korean 


FINANCE 


banks were (and still are) mere conduits for 
people’s savings, channelling money to the 
businesses the government considered de- 
sirable. 

The strategy worked superbly well for 
an economy that has grown by 9% a year 
since 1960, among the fastest in the world. 
But the need for financial reform is becom- 
ing increasingly urgent. The strain is show- 
ing in several different ways: 
> It is becoming harder and harder to use 
monetary tools effectively to combat infla- 
tion, currently running at 10.8% year on 
year. Policymakers are having to consider a 
massive rise in interest rates to make a dent 
in inflation. Because the monetary system 
is so primitive, a gradual rise in interest 
rates would probably have little effect on 
the prices of assets, goods and services. 
> South Korea is facing one of its harshest 
credit squeezes, with demand for money 
growing at an annual rate of 23% in the first 
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quarter of 1991 and money supply expand- 
ing by only 18%. One sign: car companies 
such as Daewoo are stepping in to lend to 
buyers, because finance companies are run- 
ning out of cash. The motor firms are lend- 
ing at 14% with funds borrowed at 20%. 

> Despite high interest rates, property 
prices doubled on a national basis in 1988- 
90 and are rising even faster in Seoul. Pre- 
sident Roh Tae Woo admitted in a speech 
on 28 May that property prices could have 
been controlled more efficiently in the late 
1980s “if we had carried out a better mone- 
tary policy.” Mortgages generally do not 


FAR EASTERN ECONOMIC REVIEW 





South Korean financial system proves resistant to calls for overhaul 


reaking conduits 


exist for would-be house buyers. 

> Savings are being wasted by being chan- 
nelled to well-connected companies. The 
banks’ non-performing loans totalled Won 
1.9 trillion (US$2.6 billion) at the end of 
1990, 2.1% of total loans. Business has been 
politicised by the country’s state-directed fi- 
nancial system, says Suh Sang Mok, chief 
policy coordinator of the ruling Democratic 
Liberal Party. Cash-strapped firms ap- 
proach the government, which leans on the 
banks to lend them the money. 

> Commercial lending has been distorted 
by huge amounts of cheap “policy” loans 
made by the banks under the direction of 
the government. These are growing as a 
proportion of total assets and comprised 
48% of the total rise in domestic credit last 
year. 

A rapidly growing economy allowed 
these inefficiencies to be blithely ignored in 
the past. It is still expanding rapidly, but in- 
dustry has to restructure if it is to compete 
internationally in the vital markets of elec- 
tronics, cars and machinery. 

The transition is being hampered by a fi- 
nancial structure which has not altered fun- 
damentally since the 1960s, Reforms have 
been undertaken in the past 20 years, but 
were piecemeal rather than comprehensive 
and were often watered down when the 
government was diverted by other objec- 
tives. The result is a hodgepodge of institu- 
tions, markets and regulations that is be- 
coming increasingly unwieldy. 

The nub of the problem is the reluctance 


of the Finance Ministry to relinquish its 


tight control of both the quantity and the 
price of money. From a narrow administra- 
tive viewpoint, this task is made simpler by 
the country’s chronic shortage of savings, 
which, though high by world standards, 
have not been enough to cope with de- 
mand from investors (except for a brief 
period in the late 1980s when South Korea 
had a current-account surplus). The gov- 
ernment’s response is to ration the supply 
of credit and to keep the price of money ar- 
tificially low for favoured industries. 

The authorities keep an eagle eye on the 
overall supply of money and on where it is 
distributed. Policy loans are the main form 
of directed credit. First handed out in the 
early 1960s, their most important function 
was to help finance capital spending by 
heavy industry. The original purpose of the 
loans has disappeared, discredited by the 
billions of won that went to firms that could 
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‘not pay them back. Undaunted, the gov- 
emment now directs policy loans to pet 
programmes, such as housebuilding and 
agricultural development, as well as to in- 
dustrial research. 

These loans comprise such a large pro- 
portion of available credit that many firms 
are starved of funds, even though their 
ventures may be more profitable than those 
receiving the policy loans. As a further dis- 
tortion, the government ensures that 35% 
of all new loans are channelled to small and 
medium-sized firms by strictly limiting the 
amount of money that large business 
groups, or chaebol, can borrow. 

. Until 1 April, lending to the 50 largest 
chaebol was constrained. Now the policy 
applies only to the top 30 groups, which 
have -been told to select three core opera- 
tions that will be free of the credit controls 

“applied to the rest of the group. This is an 

example of using the wrong tools (credit 
“policy) for the right objective (encouraging 
chaebol to specialise). 

In order to help channel the money in 
the desired direction, the financial system 
is divided into compartments, which are 
breaking down as previous attempts to de- 

regulate have undermined the (unchanged) 

policy of micromanaging industrial policy. 

National commercial (or city) banks provide 

short-term finance, long-term lenders make 

three-year loans and specialised banks lend 
to specific sectors such as small businesses. 

With the exception of banks and sec- 
urities firms, which are prevented from en- 
gaging in overlapping areas of activity, the 
different segments of the industry have 
been gradually encroaching on each other's 
turf. The Korea Development Bank, for in- 
stance, which is meant to specialise in loans 
to small businesses, has been lending hand 
over fist to house builders, even though 
there is a bank whose sole business is to 
lend to this sector. 

The fuzziest line of demarcation is be- 
tween the banks and the non-bank finan- 
cal institutions (so called because techni- 
cally speaking they do not take deposits) 
such as short-term finance companies. The 
latter were set up in 1972 to soak up the 
cash sloshing about in the kerb market. 
They were so successful that they have 
grown partly at the expense of the more 
heavily regulated commercial banks. 

The walls separating one type of institu- 
tion from another have not, however, al- 
lowed money to move freely within the fi- 
nancial markets. This is one of the chief 
weaknesses of the South Korean system in 
the view of Koo Bohn Young, economic 
secretary to President Roh. In theory, a 
firm can borrow from a city bank at 12% 
and deposit the money with a short-term 
finance company at 16%, he points out. In 
reality, the cost of borrowing is higher, 
because customers must place compensat- 
ing balances with the lending institution. 
The result is higher borrowing costs than 
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Same but 
different 


South Korea’s financial structure is mod- 
elled, like the rest of its economy, on 
Japan's. Both have compartmentalised 
and repressed their financial systems in 
the interests of industrial expansion. 
Both are being forced to open their. fi- 
nancial markets to competition from 
outsiders. 

There is, however, one significant 
difference between the two. South 
Korea has an elaborate set of financial 
regulations and policies designed to 
curb big business. Japan does not. 

This difference is partly historical. 
Japan’s economy before World War I 
was dominated by a handful of 
zaibatsu, rather like today’s South Ko- 
rean economy is led by chaebol. In 1945, 
Gen. Douglas MacArthur of the US 
dismantled. the zaibatsu and outlawed 
holding companies to prevent their 
reappearance. Since then, big business 
in Japan has taken the more flexible 
form of keiretsu, distinguished by their 
webs. of cross-shareholdings. 

South Korea has not only outlaw- 
ed holding companies but also cross- 
shareholdings, in an effort to ensure 
that big business does not control even 
more of the stockmarket and the eco- 


if the markets were liberalised. 

The gap between appearance and reality 
is widest when it comes to the deregulation 
of interest rates. Since 1984, the govern- 
ment has gradually liberalised the money 
markets (bonds, treasury bills, bankers’ ac- 
ceptances, commercial bills, repo's, certifi- 
cates of deposit, commercial paper and call 
loans), but in actual fact the rates do not 
move freely. They are subject to “window 
guidance” from the Bank of Korea, the cen- 
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nomy than it already does. Since July 
1987, crossholdings between two com- 
panies have been banned ‘and all share: 
held in this way have to be sold. 
Just to make sure, the authorities. 
have strictly limited a circular type of- 
corporate relationship, too, in which 
company “A” holds shares in “B” which 
holds shares in “C” which holds shares: 
in “A.” By March 1992, the total value of 
these shares must be less than 40% of: 
the net assets of the whole group. 
These restrictions are likely to mean 
that financial deregulation will have dif- 
ferent effects in South Korea than it has 
had in Japan. In the latter, liberalisatio: 
encouraged the dramatic expansio 
the capital market, which grew to 
come the world’s largest in 1987-89. 
South Korea's capital market ma 
well grow bigger, but at nothing like th 
pace of Japan’s. Japanese companies i 
sued huge amounts of shares, mor 
than half of which were taken up by 
members of the keiretsu. These were 
locked away, thus preventing the mas- 
sive increase in the supply of shares 
from dampening their price. o0 
South Korean firms cannot. perform 
the same conjuring trick. When huge 
amounts of shares were issued in 1987- 
89, the stockmarket crashed. By the time 
the same thing happened in Japan, 
manufacturers’ balance sheets were so 
strong they had little need for the stock- 
market. w Nigel Holloway 


tral bank, which is a net lender to the bank 
ing system and thus able to enforce its will. 
The call market, in which financial-in- 
stitutions lend to each other, was liberalised 
in October 1989, when it was made into a 
single over-the-counter market. Despite 
this, the banks collude to lend and borrow. 
among themselves, and the non-bank. fi 
nancial institutions do the same. The for- 
eign banks hardly get a look-in. 
But the biggest distortion is caused by 


when they comprised 30% of the money 
supply. They expanded rapidly because 
they were used, crudely, to soak up the ex- 
cess liquidity caused by the country’s cur- 
rent-account surplus. z 

As interest rates have risen, the coupon _ 
paid on the bonds (Won 2 trillion in 1989; 
10% less in 1990) has helped to swell the 
money supply. Now that South Korea is 
running a current-account deficit again, it 
would make sense to redeem them, bu 
this would inflate the money supply still 
further. If interest rates were fully deregu: 
lated, a secondary market could develop in 
these bonds and the Bank of Korea could 
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engage in open-market operations, in- 
fluencing interest rates by buying and sell- 
ing instruments like bonds. 
Until recently, whenever it was asked 
how soon interest rates would be 
_ liberalised, the Bank of Korea would say 
that reforms would proceed gradually, 
observes assistant governor Choi Yeon 
oo Jong. “Now this kind of stupid answer 
“can’t be used any more, because deregula- 
< tion of interest rates is an urgent issue,” he 
Says. 
=. One reason why the central bank has 
become the advocate of cautious reform is 
because it would help the bank escape from 
under the thumb of the Finance Ministry. 
-| Open-market operations would give the 
_¢ central bank more autonomy in managing 
Interest rates. 
_.. Industry, the supposed beneficiary of 
_ the system, is starting to chafe. When an- 
| nual inflation dropped from more than 30% 
_ in the late 1970s to 2-3% in the mid-1980s, 
_ nominal interest rates stayed high. And 
even when South Korea enjoyed a current- 
account surplus in 1986-89, interest rates 
_ fell only marginally. 


































q he late 1980s would have been the 
ideal time to deregulate interest 
rates, because inflation was low 
- and there was plenty of liquidity. 
But 1 more fundamental political changes 
took precedence at that time. Now South 
-Korea has a current-account deficit and 
high inflation, so full relaxation of controls 
would probably raise interest rates to 25% 
from their current level of just under 20%, 
according to Kang Man Soo, head of the 
inance Ministry's international finance 
bureau. 

But most economists are convinced that 
Yates would fall within less than a year of 
such a move, as savings rose and domestic 
demand softened. One technocrat who 
shares this view is Kim Mahn Je, a former 
{pPeralising) finance minister and now 
_chairman of Samsung Life Insurance: “I’m 
all for it. We've got to move into a period of 
interest-rate liberalisation very rapidly.” 
While the business community and the 
bureaucracy are ambivalent towards finan- 
cial reform, they have foreign governments 
- notably that of the US — breathing 
lown their necks. Washington has applied 
most of the foreign pressure on the Seoul 
poyemment to free up the system. But the 
C is starting to take an interest, too. 

- Technocrats like Kim welcome foreign 
ttempts to prise open South Korea’s finan- 
dal markets, arguing that more competition 
will benefit the economy. They also regard 
_ it as an inevitable consequence of any 
_ agreement to liberalise services trade in the 
| = current Uruguay Round of the Gatt. If the 
US and others need support from within 
_ South. Korea, as they must, they need look 
o. further than the country’s millions. of 
_bavt-pressed savers. n 


















FINANCE 2 


Deregulation would shake up deposit takers most 


Brontosaurus banks 


By! Mark Clifford 


outh Korea's major banks have 

boosted their capital base to prepare 

for expected liberalisation, but they 
have shown few signs of innovation or 
even competence. The five older city banks 
— Hanil, Seoul, Cheil, Commercial and 
Chohung — are being pressed by increas- 
ingly tough domestic competitors and the 
battle for business is likely to enter an im- 
portant new phase when interest rates are 
fully deregulated. 

“Up till now it was enough for bankers 
to conduct simple deposit-and-loan opera- 
tions,” said Rhee Yong Man, the newly 
appointed finance minister. But, he added, 
bankers will not be able to cope with future 
changes if they maintain their traditional 
approach to the job. Rhee’s remarks came 
last September in a policy speech made in 
his previous capacity as superintendent of 
the Office of Bank Supervision and Exami- 
nation. 

For decades, the country’s bankers have 
done little more than funnel low-interest 
deposits to government-approved invest- 
ments. Nationalised by president Park 
Chung Hee in 1961, the banks were nomi- 
nally privatised in the early 1980s. But be- 
cause no single investor was allowed to 
own more than 8% of a bank, the Finance 
Ministry “inevitably” took the role of major 
shareholder, says Kang Man Soo, the 
head of the ministry’ s international finance 
bureau. 

The government has continued to keep 
tight control, guiding the banks’ lending 
and routinely stuffing their management 
ranks with former officials from the Finance 
Ministry and the central bank. Top execu- 
tives have to be approved by the govern- 
ment. 

In return, the banks receive favours 
from the government, which protects them 
against insolvency and bails them out with 
low-interest loans when needed. Their fi- 
nancial statements are often dressed up to 
ensure a modicum of profitability. It is a 
comfortable, dull existence. Excess demand 
for funds has ensured that bankers have 
never had to worry about credit risk. For 
those loans not made on government or- 
ders, banks could demand full collateral i in 
the form of property. 

Banks competed by building more 
branches and hiring more staff. Profits 
hardly mattered. Increased deposits were 
the most important measure of success, yet 
by this standard the established banks 
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are lagging behind newer competitors. 

A decade ago, commercial banks 
scooped up two thirds of deposits. Now 
they take one third of deposits totalling 
Won 184 trillion (US$254 billion). Deposits 
are going instead to higher-yielding ac- 
counts at securities houses, short-term fi- 
nance companies and _ investment-trust 
firms, as well as the lone foreign retail com- 
petitor, Citibank. 

The older city banks are also being un- 
dercut by new banks which are unencum- 
bered with government-ordered policy 
loans. Two banks that were started in the 
early 1980s, Shinhan and Hanmi, have 
both carved out healthy market shares. 

Competition is intensifying. Three na- 
tional banks have opened since 1988 and 
two more banks: will start: business: this 
year. Korea Investment and Finance Corp., 
a short-term finance company, will become 
a bank later this year. Two other short- 
term finance companies, Hanyang and 
Lucky Goldstar, will merge and form a new 
bank. 

At the moment, the only bank to com- 
pete on the basis of price is Citibank, which 
began to expand its retail operations at the 
beginning of 1990 and has seen its deposits 
more than double to US$540 million. The 
US institution is rapidly opening branches 
which are turning a profit in a matter of 
months, rather than years. The bank's 
ninth branch will open in July. 

Banks such as Citibank and Shinhan, 
which recently opened its 100th branch, . 
will force the traditional banks to shape up. 


Manipulated — 
markets 


South Korea's foreign-currency market is is 
little different from the rest of the coun- 
try’s financial markets. Steps have been 
taken to liberalise it, but it remains heavily 
controlled by the government. 

In March 1990, Fhe authorities in Seoul 
introduced a “market average rate” sys- 
tem of dete a price for the won. 
The US dollar-won rate at the beginning 
of each business day is equal to the weight- 
ed average of transactions in the inter- 
bank market on the previous business 
aay Other rates are determined by the 
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In case the local banks are not reading the 
message of the market, regulators are tell- 
ing them to reduce their staff. 

“The government should change its 
¿past and current ideas that domestic enter- 
prises and banks must be protected,” says 
Rhee. Instead, the emphasis should be 
placed on promoting competition, he says. 

Rhee suggests that South Korean banks 
should learn from other countries where 
‘banks have closed unprofitable branches 
and reduced the size of the average branch, 
in terms of office area, by 30% in the past 
decade. The average size of a South Korean 
bank branch is larger today than the Japan- 

ese equivalent a decade ago. 


Financial pigeonholes 


Central Bank 
Bank of Korea aoee ~ 40.4 

Banking institutions 

Commercial banks: 
City banks ————--—-——— — §4.3 
Provincial banks - 
Foreign banks 

Specialised banks: A 
industrial Bank of Korea ———— 8.8 | 
Citizens National Bank 
Korea Housing Bank ———- mm 7.8 
Farm and fishery coop’s mmm — 13.7 


Non-bank financial institutions 
Development institutions: 2 
Korea Development Bank ———————— 77 
Export-Import Bank of Korea : 
Korea Long-Term Credit Bank 
Savings institutions: 
Trust accounts of banks ——— 
Mutua! savings and credit unions 
investment companies: 
Short-term finance companies 
Merchant banks -—--~—- aaaea 
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dollar's value, against major currencies in 
international markets. 
In theory, this should provide a rea- 
sonable approximation to market forces, 
but in fact it does not, because of the 
~ panoply of official controls on the financial 
«> markets and on capital flows. 
"Banks authorised to deal in foreign ex- 
: change can only carry out a transaction for 
a customer involved’ in overseas trade 
after first examining the original paper- 
work of any deal. The ‘intention is to 
- hamper currency speculation, but it also 
makes it almost impossible to conduct 
- foreign-exchange business on the tele- 
phone. ` aS 
In addition, the: government restricts 
lio investment abroad by South Ko- 
reans as well as foreign borrowing and di- 
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The few stirrings of independence 
shown by the banks have not been wel- 
comed by regulators, however. 

Earlier this year, the commercial banks 
staged a protest against Finance Ministry 
plans to force them to use a designated ar- 
moured-car company to transport cash. 
The firm was founded and staffed by re- 
tired officials from the presidential Blue 
House. 

Banks which have tried to challenge the 
government's guidance on interest rates 
have been scrutinised by the authorities. 
Banking regulators blocked Chohung 
Bank’s attempt in May to raise rates for 
short-term overdrafts by 50 basis points. 
The Bank of Korea has also thwarted recent 


; moves by Kwangju Bank and Kyongnam 


Bank to raise lending rates. 
The city banks are not alone in feeling 


the pinch. Two specialised banks, the Korea 


Exchange Bank (KEB) and the Korea Long- 
Term Credit Bank (KLB), are likely to be par- 
ticularly hard pressed. KEB was set up in 
1967 as a window for borrowing abroad. 
South Korea does not need to borrow 
much overseas now, so the government 
reckoned it could privatise KEB and make it 
another commercial bank. But the move 
has been stalled for two years because of 
the weak stockmarket. 

KLB is one of only two banks able to bor- 
row and lend long term. When other banks 
are eventually allowed into this market, KLB 
is likely to find itself caught without a broad 
deposit base. 

As South Korea edges toward universal 
banking (in which banks will eventually be 
able to engage in securities business and 
brokers will be able to carry out banking), 
other specialised banks will also have diffi- 
culty carving out a profitable market niche. 
At the moment, government barriers be- 
tween types of institutions stifle competi- 
tion. That seems almost certain to alter in 
the next few years. n 


rect investment overseas. Inbound capital 
flows are just as tightly controlled, though 
restrictions on direct portfolio investment 
in the Seoul stockmarket will be partially 
lifted next year. 

Does all this mean that the won is 
manipulated? In a report to the US Con- 
gress released in May, the US Treasury 
Department said the pervasive financial 
controls put the authorities in a position to 
manipulate the exchange rate indirectly, 
but concluded that they had not done so 
since the new exchange-rate system was 
introduced. The Bank of Korea did not ac- 
tively participate in the foreign-currency 
market and government-owned banks ac- 
counted for only a small share of inter- 
bank activity, the report said. 

Since the system was introduced, the 
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FINANCE 3 


Seoul’s young bourse 
suffers growing pains 


Spoilt 
child 


C orporate South Korea's main: finan: 



















cial problem is a lack of cash and th 
steep cost of credit, rather than hi 
gearing (the average debt-equity ratio 
3.2:1, down from 5:1 in 1986). Interest pay 
ments are the equivalent of half manufa 
turers’ ballooning wage bill. The best alter 
native to bank debt is equity finance, whi 
is far cheaper. But this requires a health’ 
stockmarket. ' 
The Korea Stock Exchange (KSE) is. 
gangling adolescent. Market capitalisation 
grew from Won 11.9 trillion (US$13.8 bil 
lion) in 1986 to Won 95.5 trillion in 1989 an 
it became the third largest in Asia (after 
Tokyo and Osaka and level pegging with 
Taiwan). But this growth was not soundly 
based. The stockmarket was swollen by ex- 
cess liquidity created by a current-account 
surplus that evaporated as quickly as it ap- 
ared : 





Bloated on massive share issues, the 
market collapsed in 1989 and has remained 
in the doldrums ever since. It will eventu- 
ally recover when interest rates decline. In 
an economy growing so rapidly and with _ 
so many world-class companies, the _ 
equities market may eventually reflect _ 
South Korea’s industrial strength. E. 

This is partly a question of immaturity., 
The Seoul bourse is only 35 years old and. 
the number of listed firms has doubled 
686 in the past four years. Such rapid ex- 

























won has depreciated 4.3%. in. nominal 
terms against the US dollar and up to 13% 
against other major currencies. It has fall- 
en 8.3% against the dollar since its peak 
of Won 665 in April 1989, But after taking _ 
into account relative ‘inflation rates, th 
won has stayed roughly the same agai 
the US dollar and other major currencies 
If the economy begins to rün a current: 
account surplus from the second half of — 
this year, the management of the won will 
come under even closer scrutiny from the 
US and the EC. In the first two months of © 
this year, imports from the EC rose t 
US$1.7 billion, up a third on the same — 
period last year, but exports jumped by 
45% to US$1.5 billion. South Korea could — 
soon be running a trade surplus with the — 
EC again. s Nigel Holloway _ 
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-pansion takes a while to digest.. 
The formal structure of the exchange 
and the regulations that govern it are now 
_ reasonably sound. But if the share market is 
7 to avoid another feast-to-famine cycle, a 
-change of approach is required on the part 
-of issuers, investors and, most of all, the 
- government. 
|== The country’s capital market is afflicted 
‘by the same malady that blights the rest of 
-South Korean finance: excessive govem- 
“ment meddling. Officials tried too hard to 
nurture a thriving stockmarket during its 
formative years in the late 1980s. As share 
prices climbed in 1986-87, the public was 
encouraged to buy equities and firms were 
purred to issue more shares. The value of 
_ stock offerings rose to Won 14.7 trillion in 
1989 (equivalent to 10% of GNP) from Won 
-1.9 trillion two years before. When the bub- 
ble burst, the authorities quickly reversed 
_ themselves. Share offerings were restricted, 
atisations postponed and the listing 
eria were severely tightened. 
The government launched a number of 
upport measures and established a Won 4 
trillion stabilisation fund in an attempt to 
prop up the market. The fund helped boost 
share prices in September-October 1990, 
but the market quickly slipped back and the 
composite index is now almost 40% below 
ts peak of 1,008 on April 1989. The govern- 
ment had to bail out three investment-trust 
_companies to the tune of Won 2.3 trillion. 
< Individual investors dominate the stock- 
arket and it is their attitudes towards 
equities that count most. They held 60% of 
uistanding shares in 1989. Margin trad- 
conducted almost exclusively by 
individuals, accounted for more than one 
fifth of the 3.2 billion shares traded last 
year. 
Their attitude towards the stockmar- 

ket is necessarily speculative. With the di- 
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vidend yield averaging a miserly 2.4%, 
there is no point in holding shares for any- 
thing other than capital gain. 

Individuals who have chosen to buy 
shares indirectly through the country’s 
three investment-trust companies have a 
different attitude. They regard their hold- 
ings rather like bank deposits, offering a 
low but stable rate of return. Trust com- 
panies are regarded by the public as the 
creature of government, with the primary 
purpose of channelling savings to industry. 

Such views among individual investors 
are not particularly healthy for the long- 
term development of the stockmarket. But 
this is unlikely to change until listed firms 
adopt a less disdainful attitude towards 
outside shareholders, for instance by lifting 
their dividends or providing more informa- 
tion to the public about their activities. 

Corporate bonds are one way of raising 
long-term finance without the inconveni- 
ence of having to listen to outside share- 
holders. Firms raised Won 11.1 trillion 


through bond. sales. last year, 59% more 
than in 1989 (and nearly four times more 
than the value of equity issues in 1990). The 
trouble is that the market is suffering from 
a glut of bonds as firms try to raise cash by 
issuing fixed-income securities. 

This oversupply pushed up corporate- 
bond yields to 20% last February, five per- 
centage points more than a year earlier. 
And even then underwriters have been re- 
turning to the issuers large portions of new 
bonds that they could not sell. 

Many are hoping that the prospect of di- 
rect participation in the stockmarket by for- 
eign investors, promised for 1992 (11 years 
after the government first proposed the 
idea), will give a lift to share prices. 

Any boost to share prices will depend 
on several factors, not least the relative at- 
traction of South Korean stocks, as com- 
pared with those of other markets. This 
year, the weighted average price-earnings 
(p/e) ratio of all South Korean stocks, on a 
prospective basis, is expected to be around 
15, reckons stockbroker W. I. Carr (Over- 
seas). This is a far cry from a pie of 25 two 
years ago and a lot cheaper than many 
Asian markets. 

From the start of this year, foreigners 
can convert their South Korean bond hold- 
ings which were issued overseas and sell 
the underlying stock. The money must 
either be reinvested or placed in an account 
with an approved bank. Nobody yet 
knows in what stocks they will be allowed 
to reinvest the proceeds (an announcement 
is due in the next few weeks) nor the 
maximum proportion of any individual 
stock that will be permitted to be held by 
foreigners. The government-backed Korean 
Development Institute has suggested 10% 
as a maximum level, with certain strategic 
industries declared off-limits. 

a Nigel Holloway 











billion), North America (A$6.2 billion) 
and the Asean countries (A$5 billion). 


“This does not mean that we are sud- 


Heading north 


= The Australian Trade Commission (Aus- 
trade) estimates that by the end of 1994 
Asia will be by far the biggest growth 
market for Australian exports. As a re- 
sult, the commission announced on 30 
May that it is reducing its presence in the 
US and Canada and bolstering its role in 
Japan, South Korea and Taiwan -- and to 
a lesser extent in China, Hongkong and 
the countries of Southeast Asia. 
Austrade chairman Bill Ferris tells 
Australian business people that they are 
living in the “Age of Asia,” with sales to 
Asia and investment in selected Asian 
economies being the key to the country’s 
future prosperity. He estimates that Asia 








will provide 75% of Australia’s export 
growth over the next five years. 

By end-1994, predicts the commis- 
sion, Australia’s annual exports to North- 
east Asia (Japan, South Korea, Taiwan, 
China and Hongkong) will have in- 
creased by A$10.4 billion (US$7.9 billion) 
at 1989 prices. By the same measure, its 
sales to Asean will have risen by A$2.7 
billion. This would compare with pro- 
jected increases in sales of A$1.6 billion to 
North America and A$2.6 billion to West- 
ern Europe. 

In the financial year to 30 June 1990, 
Australia’s principal markets were North- 
east Asia (A$19.8 billion), the EC (A$6.9 


denly going to drop all business and 
abandon contacts patiently and pru- 
dently built up over the years in other 
big markets such as Europe and the 
Americas,” says Ferris. “However, ‘to 
capture the North Asia boom, business 
people should be as close to the action as 
they can get.” 

The Austrade reorganisation will in- 
volve an increase in its funding for over- 
seas operations from the current level of 
A$64 million a year to A$72. million 
within the next. two years. Most of the 
new money will go on participation by 
Austrade in trade shows, trade missions 
and promotions in Asia. The commission 
is also considering opening. offices. in 
Hanoi, Guam, Surabaya, Cebu and Can- 
ton. n Glenda Korporaal 
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Primary benefits 


he post-1992 single European mar- 
ket will have far-reaching effects 
on world trading patterns. But 
though estimates suggest that Sin- 
gapore can expect a 4% drop in the value of 
its exports and Indonesia a gain of 6%, the 
impact on most East Asian exporters will be 
comparatively small. A more competitive, 
and hence more prosperous, Europe is 


«likely to offer its greatest benefits to export- 
_ ers of primary goods among other develop- 
ing countries, including those of South 





By removing barriers to the movement 
of goods, capital and labour, the EC intends 
to achieve a quantum leap in productivity 
so it can compete more effectively with the 
US, Japan, the NICs of Asia and the new 

rters of manufactures. In principle, 
streamlined EC industries will restructure 
and relocate to supply the community as a 
whole rather than individual member 
states. 

The major problem in assessing the ef- 
fects of 1992 on non-EC countries is the dif- 
ficulty in predicting the extent to which the 
industries of member states will exploit the 
new opportunities. In addition, it is not 
clear how far EC governments will give 
way to internal demands for protection 
from “unfair competition from abroad: 
that is, to what extent will the bugbear of 
Fortress Europe materialise. 

The EC has estimated that the aggregate 
GDP of member states will in time benefit by 
an additional 4.5-7% as a result of the single 
market, and that up to 5 million jobs will be 
created within 5-6 years. It has also stressed 
that outside countries should benefit, 
mainly through increased EC imports in re- 
sponse to higher incomes and output (trade 
creation). 

But there will also be negative effects on 
EC imports from the rest of the world. The 
improvement in the competitiveness of EC- 
produced goods will mean that demand for 
goods from outside will be redirected to 
suppliers within the EC (trade diversion). 

Exporters of tropical products and most 
minerals and agricultural raw materials will 
benefit from trade creation since these 
goods are not produced within the EC. In 
the case of manufactures, trade creation 
will be largely offset by trade diversion. Di- 
version will be greatest where EC industry 


| lags behind and opportunities for rationali- 


sation are greatest, including sectors such 
as consumer electronics, vehicles, clothing 
and footwear. 

The effects on manufactured exports 
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STH COLUMN 


By Michael Davenport 


from East Asia are negative on balance as 
diversion more than offsets creation. The 
positive impact of trade creation in primary 
goods is minimal, though somewhat great- 
er for the Asean countries. 

There will also be terms-of-trade effects. 
While increased demand by the EC will 
raise prices of primary products, the num- 
bers are small. For example, the average 
price of agricultural raw materials is esti- 
mated to rise by just over 1%. More impor- 
tant will be the reductions in the prices of 
imports of manufactures from within the 
EC, the positive aspect of the increased 
competitiveness of EC goods. 

EC trade with the countries of East Asia 
is largely “managed.” Rather than being 
determined by market principles, it is con- 
trolled by a network of country quotas and 


Estimated impact of single EC market _ 


since each exporting country could exploit 
its EC quotas more intensively. Hongkong, 
would gain most from this change. =. 
Under proposed EC legislation on inc 
rect taxes, excise duties will be limited to < 
coholic drinks, petroleum products and i 
bacco. This means the high duties imposed 
on coffee, tea and cocoa by certain coun- 
tries, in particular Germany and Denmar 
will have to be abolished. Consumptioi 
tropical beverages would be stimul 
and this would benefit suppliers such: a 
Malaysia and Indonesia. fone 
The net quantifiable impact of the gen- 
eral trade effects, changes in the: MFA. 
fiscal harmonisation for the Asian 
other than Hongkong is negative: For 
Asean countries of Thailand, Malaysia, 
donesia and the Philippines, the impact is. 
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other special arrangements to protect EC 
industry. Trade in textiles and clothing is 
controlled through the Multifibre Arrange- 
ment (MFA), which covers the imports of up 
to 93 products from each of 17 developing 
countries and five centrally planned 
economies. 

The future of the MFA is closely bound 
up with the Uruguay Round of Gatt trade 
negotiations. Whatever the outcome of the 
discussions, the process of reintegration of 
the textile and clothing sectors into the Gatt 
will take some years. Meanwhile, the 1992 
programme will have its own, if limited, 
impact. EC quotas are likely to be retained 
while member-state shares (or subquotas) 
are abolished or, at least, rendered largely 
ineffective. 

In the short run, abolishing member- 
state subquotas without adjustment to the 
EC quotas, and with no new safeguard pro- 
cedures, would mean some liberalisation, 
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positive but small, except in the case of 
Indonesia. 
Beyond these quantifiable effects, the — 
development of EC trade policy will be crit 
ical for East Asia. Some existing bilateral 
restraints may be replaced by EC-wide 
quotas. The EC commission has recently 
undertaken a “safeguards” investi 
into the growth in footwear imports fro 
Taiwan and South Korea, which have been: 
rising rapidly, and overall restraints have _ 
been imposed. The footwear industry in- 
Europe is arguing that quotas must be ex 
tended to all Asian suppliers, since Taiwan 
and South Korea have established plants 
Thailand, China and elsewhere in order t 
circumvent existing restrictions. 
EC quotas are also possible on co 
sumer electronics. In other sectors, suc 
umbrellas, hand tools, sewing: machine 
imitation jewellery, electric motors 
transformers, batteries and toys, the com- 








munity may forgo formal quantitative re 


i 
i 


_ Strictions after member-state quotas are | 


eliminated. This does not mean that open | 


== access to the EC market would be guaran 
teed. Under pressure from EC industries, 
the community could quickly resort to 
"forms of administrative protection such as 
anti-dumping actions, whose use against 


ms East Asian countries has been expand- | 


_ suppliers of a particular clothing product. It 





_ safeguard actions under Gatt. 
Even without a softening of Gatt rules, 


(= there will be considerable pressure to in- | 


crease the use of administrative protection 








_ sures — in the EC. 


__ nificantly more competitive than externally 
supplied services. 
_ > This has negative implications for finan- 
=» dal companies in the Asian NICs who are 
trying to establish in Europe or to compete 
“with EC firms elsewhere. In the case of fi- 
nancial services, the NICs may also be hit by 
EC insistence on reciprocity of market ac- 
cess. 
Where 1992 is likely to be beneficial is in 


7 the export of tourism to the EC. The Asean | 





| 


. The community is pressing for changes | 
_ in the Gatt anti-dumping code which will | 
make possible actions against not only indi- | 

vidual firms but, say, all the Hongkong | 


__ also wants an easing of the restrictions on — 


_ as the 1992 process leads to “adjustment | 
_ problems” — a euphemism for factory clo- 


In services where trade between EC | 
_ Members has been highly restricted — 
» Most obviously transport, banking, insur- 
ance and other financial services — 1992 | 
will further the development of large, Euro- 
- pean-scale companies which will be sig- 


: . countries have successfully developed their _ 
<; tourist sectors. But while the income effects | 





-far-flung vacations, Asian countries’ tourist 









“merchandise exports. 


receipts will remain small relative to their | 


of 1992 may induce more Europeans to take | 


In addition, imports constitute a large | 
_. input into tourist services, while much of | 
_. the infrastructure is owned by foreign com- | 










=" Most of the implications of 1992 for in- 
_-vestment in East Asia appear to be nega- 
tive. While the region continues to benefit 
strongly from direct foreign investment, 
< largely from Japan, the extent to which the 
_- recent EC investment boom has or might 
divert investment from East Asia cannot be 
quantified. International investment deci- 
sions are made by a relatively small number 


: panies. The net benefits to the balance of | 
‘payments therefore are much smaller than | 
the figures for tourist expenditures would | 


. Of companies on the basis of individually | 
_ «perceived opportunities. a 


`- Michael Davenport is the author, with Sheila 
Page, of Europe 1992 and the Developing 


ae World, published by the Overseas Development | 


Institute, London. 
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Aid to Asia’s poorest 


If Japan is to continue to enjoy surging export growth, it needs to: maintain the 15% 
annual increase in sales to Asian markets it achieved in the 1980s, argues. the World 
Bank. That could be the best hope yet for the neglected economies of the region. 

Attila Karaosmanoglu, the World Bank's vice-president for Asia, recently travel- 
led to Tokyo to try to persuade the Japanese of the virtues of enlightened ‘self-in-. 
terest. The Tokyo government and the country’s businessmen, he argued, should 
divert more of Japan's aid and investment to Asia's poorest countries. 

Karaésmanoglu spoke of “disturbing developments” in the region with political 
tensions rising and “ominous” interactions between poverty, population growth 
and the environment. aa 
> While economies in Asia and the Pacific as a whole grew by an annual average 
of 5.2% during the 1980s, there were much more modest gains, and declines: in 
some cases, in Bangladesh, Laos, the Philippines, Burma, Nepal, Papua New ©. 
Guinea, Vietnam and the Pacific Islands. PR, ae 
> Two thirds of people in the developing world live in Asia and one third of Asian. 
people are of an age where they are about to enter the fertile period, pointing to in- 
tense population pressures in future. 
> In the world as a whole, an average of 70 people have access to each square 
kilometre of fertile land. In the Middle East the number is 116; in Asia it is 354. In 

India no fewer- than 450 people compete for 

_the same. square. kilometre. of agricultural 
land, and in Bangladesh 1,000. a 
> Asia as a whole. “presents the greatest 
single threat to the world’s environmental 
balance in atmospheric pollution.” China's 
sulphur-dioxide emissions: are 18 times as 
high as Japan’s while -India’s.are seven 
times. China and India could double their 
carbon-dioxide emissions in the next 20 
years. es 

Money from overseas donors will help to 
cure some of the problems: for instance, by 
financing part of the cost of reducing environ- 
mental pollution while still allowing for eco- 
nomic growth. Japanese money in particular 
needs to flow more freely to the more disad: 
S Pailippines, f am vantaged parts of Asia. Less than US$9%00. 
Soun Asia Sale, Nea Sia million a year of Japanese official develop- 
Suce None" ment assistance goes to South Asia, against 

US$1 billion for Indonesia alone. Japan 
pumped US$5 billion into Asia as a whole in 1989. 

But much more is needed than money alone. The World Bank wants to pool 
ideas with Japan on “aid philosophy and development experience.” This includes 
persuading the Japanese to share their formidable experience on physical project de- `- 
velopment, and getting them to produce a development manual explaining the 
country’s remarkable post-war transition. pean 

The World Bank is surely right when it argues that Japan has been more success- 
ful than others — notably the US and Britain — in promoting a “partnership rather 
than [an] adversarial relationship” between its public and private sectors. 

Japan's education system is also regarded by the World Bank as a model that 
should be studied in other parts of Asia. According to Karaosmanoglu, Japan 
should join the World Bank in an effort to erase illiteracy from Asia in a generation. 

Among other suggestions by the World Bank: the forging of “twinning arrange- 
ments” between Japan’s business houses and those of South Asia; some sort of mar-. 
riage in the less-developed economies between Overseas Chinese capital and Japan- 
ese business expertise; and the opening of Japan’s import markets to the region and _ 
its financial markets to South Asia’s more creditworthy borrowers. oo 00o 0S 

oe “os. i Anthony Rowley - 


East Asia 
=i South Asia 


1,844 1.968 4,330 


IE E l 
NiCs — FastAsia South Asia _ 
gkong, South Korea, Singapore, Tawan = 
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BANKING 


Hongkong blue-chip seeks large-scale financing 


Sign of the times 





By Michael Taylor in Hongkong 
T= HKM billion (US$500 million) 





centrepiece of an expansion pro- 

gramme by one of Hongkong’s top 
firms has proved surprisingly awkward to 
finance, throwing into sharp relief a new 
caution about lending to companies in the 
territory. 

The project, by Sir Y. K. Pao’s Wharf 
(Holdings), transforms a tram depot in 
the shopping district of Causeway Bay on 
‘Hongkong Island into 186,000 m? of retail 
and office space. The project, called Times 
Square, is the largest of four developments 
which will increase the company’s Hong- 
kong investment-property portfolio from its 
current level of 465,000 m? to 950,000 m? by 
1994. John Hung, Wharf’s executive direc- 
tor, estimates that as a result the company’s 
rental turnover will grow from its current 
level of around HK$1 billion a year to 
nearly HK$3.5 billion a year in 1995. 

The Times Square project comprises 
83,700 m? of retail space, topped with two 
towers containing a total of 102,300 m? of 
office space. Even if Wharf were to charge 
rock-bottom monthly rents of HK$100 a m2, 
the complex would generate nearly HK$500 
million a year when it is fully let. It will cost 
HK$2 billion to build, while the land is ef- 
fectively free. It has been owned by Wharf 
for so long that it is written down to zero on 
its balance sheet. 

Financing the project, details of which 
will be announced shortly, should have 
posed no problem, particularly since Wharf s 
balance sheet is one of the strongest in 
Hongkong. Wharf has.a market capitalisa- 
tion of HK$19.2 billion, at least HK$25 bil- 
lion in assets and a net-cash position of 
HK$1.5 billion. Hung says: “We're not in a 
rush. Even if we didn’t get any money for 
Times Square we can still build it.” 

Wharf’s financial strength has been pre- 
served by employing off-balance-sheet pro- 
ject financing for as much of its expansion 
as possible. Non-recourse debt of this kind 
has not proved too expensive in the past. 
Last September, Mitsubishi Bank assem- 
bled a syndicate for an eight-year HK$850 
million non-recourse financing for one of 
Wharf’s Hongkong property projects. The 
pricing of the deal was kept secret but is 
believed to have been tight: only five- 

-eighths of 1% over Libor. 

-> Similarly, it would not be difficult to take 
the project off the balance sheet. One way 
‘of doing so would be to spread its owner- 
ship around the major companies within 
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the World-Wharf group in such a way that 
it would be an associate of many, but sub- 
sidiary of none. 

Wharf’s initial aim with Times Square 
was to set up a special vehicle to raise about 
HK$4.5 billion in long-term project finance 
without requiring guarantees from Wharf 
— far more than the complex would cost to 
build. Hung says the firm wanted to raise 
as much finance as possible against the 
value of the project, which he estimates to 
be worth at least HK$9 billion. 

There are two main advantages for 
Wharf in loading the project with debt. 


` First, the special vehicle can use the money 


to buy the tram depot site from Wharf for, 
say, HK$2 billion. Since the value of the site 
has been written down to zero in Wharf’s 
books, this would add HK$2 billion to the 
firm’s already strong balance sheet, pro- 
vided the project's debt was non-recourse. 

Second, loading the project with debt 
is a way of minimising the amount that 


would have to be paid in taxes on what 
expected to be a highly profitable ` 
since interest payments are tax deduc 
In Hongkong, company accounts are n 
consolidated for tax p , so the spe- 
cial vehicle which builds and eventual 
holds the project is taxed separately fror 
the rest of the group. Interest payments ön- 
a HK$4 billion loan might total as much as- 
HK$400 million a year. Over an eight-year 
period, this tallies with market estimates. 
the total rent from the project. 


have ea troublesome. Lending HKM 
billion to the Times Square project withou 


pect to lending HK$2 billion to Wharf itsel 
Bankers started to look carefully at the pro- 
ject and began to see “an awful lot of retail 
space in a not very attractive part of town, 
as one banker put it. Bids for the financing 
were pitched accordingly. 

Added to nervousness. about the size 
and economics of the debt-burdened pro- 
ject was a change in banking conditions. 
The reasons for this include heightened 
nervousness among international banke 
about the risk of lending to Hongkong 
firms as 1997 approaches, and the difficul- 
ties Japanese banks face in staying ae 


capital-adequacy requirements. 





FINANCE 


Japanese on 


a US leash? 


Foreign banks in the US are upset with 
a provision contained in sweeping legis- 
lation to deregulate the US financial ser- 
vices industry which would impose 
strict and costly conditions on foreign 
banks engaging in securities, insurance 
and other new financial activities. Japan- 
ese banks are particularly angry, as they 
suspect they are being singled out by 
the US Treasury Department, which au- 
thored the bill. 

The new legislation would give US 
and foreign commercial banks the right 
to engage in securities and insurance 
underwriti through separately 
capitalised affiliates, allow them near- 
unfettered authority to open new offices 
across state lines and allow commercial 
firms to own banks. But the reforms 
come with a price: if foreign or US banks 
want to engage in these new activities, 
they will have to set up well-capitalised 
financial-services holding companies, 
convert existing banking operations into 
subsidiaries; and place any non-com- 
mercial bank activities in separate af- 
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filiates under the holding company. 

If a foreign bank decides to enter 
new financial arenas in the US, its sub- 
sidiary US holding company as well as 
the US-incorporated bank under the 
holding company will require fresh cap- 
ital, without the capital of the parent 
bank calculated into the equation, as is 
currently the case. 

These regulatory changes will force 
foreign banks to bring in billions of dol- 
lars of fresh capital to take advantage of 
the reforms. But the US Treasury argues 
that the legislation simply establishes a 
“level playing field” for US and foreign 
banks, as US banks too will be 
to be well-capitalised before establishing 
non-bank financial affiliates. 

Privately, though, Treasury officials 
admit they are hitting Japanese banks in - 
the US, which have grown too powerful 
for their liking. Japanese banks have the ` 
largest presence of any national group 
of foreign banks in the US, with 55% of 
the US$734 billion worth of foreign-con- 
trolled banking assets in the US and 
11% of total US banking assets as of 31 
June 1990. Japanese banks will have the 
hardest time raising this new capital, ex- 
perts believe, as they are already having 
difficulty meeting. the capital-adequacy 
requirements set by the Bank of Interna- 
tional Settlements. 

a Susumu Awanohara 




















THE LANDMARK 


HOTEL: AND- PLAZA 


has the key 
to keeping 
its guests 
well 
informed. 


As one of Asia’s leading hotels, 
The Landmark — Bangkok 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 
That’s why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
Far Eastern Economic Review. 


Fhrkastern Economie 

















POLICIES 






Doubts raised over infrastructure plans 


Phones out of order 








decision by the Thai cabinet to reject 
A the terms under which a private 


company was to be allowed a US$4 
billion telephone concession has raised 


doubts about the prospects for at least one 
other major development project. The con- 
tract under which Charoen Pokphand Tele- 


coms (CPT) was to install 3 million tele- 
phone lines within five years was described 
by one insider as “the most 
one-sided I have ever 
seen.” 

The tough line taken by 
technocrats in the govern- 
ment does not augur well 
for a US$3 billion mass 
transit system planned for 
Bangkok, the concession 
for which was won by 
Hopewell Holdings of 
Hongkong. Analysts feel 
that the telephone and 
mass-transit deals, if they 
materialise in their present 
forms, would short-change 
the government and leave ; 


state enterprises seriously Nukul: battle of words. 


Satellites fly 
faster 


On 4 June, the Thai cabinet formally ap- 








proved Shinawatra Computer's bid to in- 
stall and operate a telecommunications 
satellite: Although the decision-making 
process suffered several hiccups, it was a 
model of corporate and administrative ef- 
ficiency compared with the confusion 
and controversy surrounding the tele- 
phone contract. 

‘When the government invited tenders 
for a satellite service on 15 October, the 
terms of reference were so scanty they 
barely filled two pages. Little emphasis 
was placed on the returns the govern- 
ment expected, nor on how the public in- 
terest had to be satisfied. 

Two months later, and in conditions 
just as opaque as those of the telephone 


contract, Shinawatra was named as. the. 


official choice for the concession to oper- 
ate a 30-year satellite service. The ostensi- 
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weakened. 

Both deals were announced during the 
latter part of the administration of prime 
minister Chatichai Choonhavan, whic 
had entered into several big concessionary 
arrangements with private firms to: hely 
overcome Thailand's mounting infrastruc 
ture bottlenecks. It was accusations of mas 
sive corruption in those deals that contri: 
buted to Chatichai’s overthrow by the mili 
tary on 23 February. 

Upon being appointec 

i prime minister by the junta, 
é Prime Minister Anand 
& Panyarachun had stressed 
on several occasions that 
his government would up- 
hold commitments made 
by his predecessor. Bul 

a review committee ap 

pointed after the coup 

to examine details of the 
telephone contract con- 
cluded that it would leave 

CPT, a subsidiary of the ag- 

ribusiness giant, with an 

impregnable monopoly and 
would bankrupt the state- 
owned Telephone Organi- 





ble reason was that the company offered 
the most generous royalty package to the 
government. But the more likely reason 
why Shinawatra clinched the decision: 
over its main rival, Hwa Kay Thai, the 
Thai-Hongkong property developer, was 
that its political and military connections. 
were slightly stronger, =U 
Predictably, Hwa Kay Thai stalled’ 
confirmation of the contract with charges 
that corruption had played a part in the 
granting of the concession. ‘That left the 
decision a target for re-examination after 
the 23 February coup. o 
-The review was made less controver- 
sial because the concession did not en- 
croach on the “rights” of any government 
body to control satellite services. More- 
over, because of the limited market for 
the service, there was no argument over 
the establishment of a monopoly, just the 
length of it 
_ As a result of the review, the govern- 
- ment insisted in May that Shinawatra in- 
crease its annual royalty fee to the gov- 


_emment and accept that its exclusivity 


agreement be restricted to only eight 
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sation of Thailand (Tor). 

CPT would have exclusive control of the 
million lines over the 25-year period. TOT 
would have to ask permission to use or 
even. connect with them, slowing the in- 
crease of its new telephone lines. Theoreti- 
cally, it would replace that income source 
with royalties from CPT. But those royalties 
would be calculated as a percentage of CPT’s 

“net returns, and the committee believed the 
‘private operator had vastly exaggerated in- 
vestment and operating costs to keep net 
returns low. 

CPT insisted that TOT provide land, 
buildings and the use of equipment at no 
cost, and compensate CPT if the conces- 
sionaire had to supply its own. CPT essen- 
tially demanded control over telephone 

“rates and full protection from any shifts in 
the operating environment. The firm re- 

“quired full compensation for lost income in 
‘the case of a strike, new taxes, and sus- 
tained increases. in interest rates. 

Anand was forced to take control of the 
telephone project on 1 June after a battle of 
words between Transport and Communi- 
cations Minister Nukul Prachuabmoh and 
his deputy, Gen. Viroj Saengsanit, army 
chief of staff and a leading member of the 
junta’s National Peacekeeeping Council. 

After the review committee had re- 
ported to the cabinet in late May, Nukul in- 
formed crr that the government would 
sharply reduce its private monopoly so that 
other companies could provide competing 
services. Viroj, who threatened to resign 
from the government over the issue, said 
any aes to change the terms of the con- 


years. ‘The company responded quickly 
and positively. Under a revised agree- 
ment, Shinawatra will pay the govern- 
ment a total royalty of Baht 1.4 billion 
(US$55 million) or 15.3% of total revenue, 
whichever is larger, during the truncated 
life of the monopoly. 

. The project will require Shinawatra to 
put up two mini-satellites, one a backup, 
made by a subsidiary of Hughes Aircraft 
of the US. The company ‘says it can 
launch them in two years, at a cost of 
US$180 million. Shinawatra also plans to 
p rke! * 







Burma. At present, Thailand uses for- 
eh mtrolied ‘services, such as In- 
donesia’s 's Palapa satellite. 

. - Rates to be charged to consumers will 
be governed by the Ministry of Transport 
and Communications, which will com- 
pare them with charges elsewhere in the 
region. Industry specialists predict that 
the current shortage of regional satellite 
capacity will turn into an oversupply 
during the period of Shinawatra’s 
monopoly, possibly resulting in a pricing 
war. = Paul Handiey 
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cession would be illegal and would tarnish 
Thailand’s reputation among foreign in- 
vestors. 

When confronted with the committee's 
conclusions, Anand felt he had no choice 
but to reject the original terms of the 25- 
year concession. However, in a new round 
of talks that began on 4 June between the 
company, Anand, Nukul, Viroj, and Viroj's 
aide, Gen. Chatchom Kanlong, Charoen 
Pokphand apparently shunned the govern- 
ment’s compromise solution of geographi- 
cal concessions. 

CPT project head Chaleo Souvanakitti 
said the original package was necessary to 
keep costs low and provide top-notch 
technology. He insisted that the deal would 
not create a CPT monopoly. Analysts be- 
lieve CPT’s unyielding negotiating stance is 
based on its close relations with the military 
and its confidence that Anand will not risk 
a public backlash by blocking a much- 
needed improvement to a ramshackle ser- 
vice. 

The review of the cpt deal broached an 
issue never considered by the Chatichai 
government: the future role of TOT itself. 
Committee members generally concluded, 
with Nukul in apparent agreement, that 
the most attractive option was to divide the 
country into concessions, with numerous 
operators, and leave TOT as a monopoly 
trunk line operator. 

Mapping that out would require a total 
overhaul of the law which established TOT's 
monopoly, a difficult task politically and 
bureaucratically. Anand’s compromise so- 
lution appears headed in that direction. 
Some analysts feel CPr’s rejection of the 
compromise could clear the air for a privati- 
sation of TOT. 

But the idea to offer numerous conces- 
sions raises another issue. Except for British 
Telecom, CPT's erstwhile partner in the orig- 
inal bid, all foreign bidders for the tele- 
phone contract were equipment suppliers, 
as opposed to system operators. It is doubt- 
ful whether experienced foreign operators 
would be interested in just a slice of the 
Thai market when telephone density is so 
low, compared with developed countries. 

The controversy over the telephone pro- 
ject, and the pressure on Anand to improve 
the country’s inadequate infrastructure, 
could have spin-off consequences, espe- 
cially for Hopewell’s mass transit scheme. 
Unlike the cpr deal, though, Hopewell 
signed a final contract. If Anand’s govern- 
ment tries to repudiate the deal, it could 
face a lawsuit. 

But some technocrats have already iden- 
tified a tactical approach to the matter. 
Hopewell has yet to raise the cash for the 
project or to be granted a favourable ruling 
by the Thai Board of Investment on tax 
holidays and duties on imported equip- 
ment. If Hopewell does not start work on 
the project by the November deadline, the 
company can be forced to renegotiate. & 
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TRADE 


Indonesia unveils 
tariff reforms 


Lowering the 
barricades 


By Adam Schwarz in Jakarta 
pes s latest trade-reform ‘package, 








which cuts tariffs on over 500 items and 

removes many non-tariff and foreign. 
investment barriers, is as significant as its 
timing — only eight days before the na 
tion’s donor group meets to discuss the fu- 
ture level of official aid. Economists at the 
World Bank have criticised Jakarta for con- 
centrating on financial deregulation at the 
expense of trade reform. 

The reforms, released on 3 June, are the 
latest stage in a five-year campaign to lower 
trade barriers. Tariffs have been reduced on 
562 commodities, or about 6% of all im- 
ported items. About one third of com- 
modities with tariffs of 40% or above have 
been reduced to 30% or less. 

In May 1990, Indonesia reduced almost 
all tariffs to 40% or below, pushing the im- 
port-weighted average tariff down to 10% 
from 22% in 1985. Categories with tariffs 
previously above 40% included cars, motor- 
cycles, footwear and meat products. Most 
products with tariffs of around 30% are 
finished goods, while raw materials carry 
lower tariffs of about 15%, 

The long-awaited package will “boost: 

rts and increase efficiency in all sectors 
of production,” says Radius Prawiro, the 
coordinating minister for the economy. But 
due to the new programme's lack of detail, 
many questions remain unanswered, say © 
local economists. a 

Sources say that the package was hur- 
riedly released to coincide with the 11-12. __ 
June meeting of the Inter-Governmental 
Group on Indonesia, which provides bil- 
lions of dollars in aid annually to Indonesia 
and which has been critical of the nation’s 
import barriers. 

Indonesia is also eliminating import sur- 
charges on a quarter of 542 products, while 
reducing the charges on 90% of the remain- 
ing items. Similarly, non-tariff barriers have 
been cut, with one quarter of the 1,288 pro- 
ducts protected by such barriers losing all 
non-tariff protection. These have, instead, 
been replaced by some form of direct tariff 
protection. 

The restricted foreign investment: list 
that was first issued in mid-1989 has been 
shortened as well. There are now 60 sectors 
closed to new investment, down from 75. 
previously. Areas now open to new foreign __ 
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investment include brake and clutch sys- 
tems, some rubber processing and, sur- 
prisingly, public relations services, if invest- 
ors export more than 65% of their produc- 
tion. 

The automobile industry and agriculture 
are most affected by the new reforms. Re- 
strictions have been removed on the import 
of commercial vehicles like trucks, pick-ups 
and buses. Analysts believe a similar open- 
_- ing is in store for the passenger-car indus- 

` try, which is currently dominated by Astra 
International and the Salim Group, control- 
led by Liem Sioe Liong. Further, analysts 
say that opening imports of steel and tin 
products will help reduce costs for a variety 
of downstream industries, like auto- 
mobiles, machine components, construc- 
tion and food packaging. 

In agriculture, non-tariff barriers have 
been eliminated on imports of beef, chick- 
en, several fish products and many fruits. 
These have been replaced by tariffs ranging 
from 20-30%. 
~_ But trade in many agricultural products 
remains strictly controlled. The new pac- 
kage does not appear to weaken the hold of 
Bulog, the state logistics agency, over the 
import of essential commodities like rice, 
‘wheat, soyabeans and sugar. Nor does the 
package scale back restrictive trade prac- 
“tices on exports of sawn timber, rattan and 
plywood. 

Export restrictions on palm oil, copra 
and coconut oil have, however, been com- 
pletely lifted. Further, a 1970 decree requir- 
=> ing private palm-oil refineries to take a cer- 

- tain amount of crude palm oil (CPO) from 

state-owned plantations at prices fixed by 
the government has been abolished. 
Under the reforms, palm oil exports are 
sure to increase, Traders say last year In- 
donesia produced some 2.3 million tonnes 
of CPO, with about 800,000 tonnes of that 
exported. Traders believe 1991's CPO pro- 
duction will jump moderately to 2.7 mil- 
-> lion tonnes but that exports will almost 
_ double to about 1.5 million tonnes. Virtu- 
-ally all of the increase in exports will come 
“from privately owned plantations, traders 
say. 
` Industry Minister Hartarto says the 21 
state-owned plantations that currently pro- 
- duce 70% of Indonesia's CPO are now free 
` to export individually. Previously, state 
plantations sold through a joint marketing 
board under the Ministry of Agriculture, 
which in turn sent most of the exports 
_.. through a private firm called Mindo Citra 
-4 Upaya Duta. 

Mindo is owned by 11 individuals in- 
cluding a son, cousin and son-in-law of Pre- 
sident Suharto plus a founding member of 
the Bakrie Group and two major sharehold- 
ers of the Bimantara Group. 

Traders say they cannot tell from the de- 
cree whether Mindo will continue to enjoy 
privileged access to CPO exports from state 
plantations. a 
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ECONOMIC MONITOR: PAKISTAN 








Contradictory budget 


tions of deceit and cries of pain. 
Budget outlays in the year to June 
1992 will rise to an all-time high of Rs 258 
billion (US$10.8 billion), though critics say it 
will be far higher. Social spending will actu- 
ally be slashed in half even though Pakis- 


rime Minister Nawaz Sharif’s first 
P budget has been met with accusa- 


.tan’s population is growing at an annual 


rate of 3.1% and the literacy rate is only 
16%. 

Independent economists say that debt 
repayments and military ditures 
will consume almost all federal revenues. 
The government says the budget deficit 
for the next fiscal year will total Rs 24.5 
billion, though critics say the red ink could 
reach Rs 96 billion once hidden outlays 
under various headings are disclosed. 
For example, the Rs 30 billion needed to 
repay government short-term bonds this 
fiscal year is mysteriously unaccounted 
for. 

The budget picture is grim enough, 
even by the government's admission. Offi- 








“of wh pe 
Defence expenditure 





Nole: Yeats to-end June 


eg Souta: Minisley ol Finance: 


cial debt-servicing costs in the next fiscal 
year are estimated at Rs 80.7 billion against 
Rs 63.7 billion this year. Of this, Rs 46.9 bil- 
lion will service the interest on the govern- 
ment’s domestic debt, while Rs 33.8 billion 
will be used to repay foreign principal and 
interest payments falling due this fiscal 
ear. 

. Debt servicing now claims 43% of the 
total domestic revenues and is a virtually 
unavoidable expense. By contrast, military 
spending is discretionary, but will rise next 
year by 11.6% to Rs 71 billion, which repre- 
sents 37% of federal revenues. 

Education spending is budgeted at Rs 
680 million, against Rs 1.2 billion in the cur- 
rent fiscal year. The rural development 
budget has been slashed to Rs 593.6 
million from Rs 3.7 billion in 1990, The 
social welfare budget has been pared to 
Rs 64.8 million, from Rs 110.7 million the 
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previous year, a 41.5% cut in spending. 

Since most of the Rs 18.5 billion in 
additional taxes are indirect, the budget 
is inflationary — contrary to what the 
government claims. Finance Minister 
Sartaj Aziz predicts that inflation rate this 
fiscal year will be 13%, up from 6% in fiscal 
1989. 

Much of the expenditure will have to be 
met by borrowing. The domestic banks are 
expected to lend Rs 6 billion to pay for civil- 
service salary increases. A further Rs 10 bil- 
lion is to come from loans raised from 
banks abroad and Rs 52 billion is to be 
raised from domestic. commercial banks 
through bonds with maturities of- six 
months to one year. 

Critics say the budget will achieve the 
opposite of what Sharif’s ruling Islamic 
Democratic Alliance says are its central 
policies. — economic self-reliance and the 
fight against inflation. The budget estimates 
that external financing will increase to Rs 48 
billion, 27.4% more than the current fiscal 
year. 

Projected domestic borrowings of Rs 


5 54.2 billion, in the form of federal invest- 


ment bonds, is a massive increase from 
the Rs 15.3 billion worth of bonds sold in 
1990-91. 

Former prime minister and current 
leader of opposition Benazir Bhutto accuses 
the Sharif government of presenting only 
an interim budget to avoid disclosing in 
one go the enormity of problems facing 
the nation. In the past year, Pakistan suf- 
fered mightily from the Gulf War, as higher 
oil prices, lost export markets and dedin- 
ing remittances from overseas Pakistanis 
caused a current-account deficit of US$700 
million. 

Still, economic growth estimates by the 
Sharif government for the current. fiscal 
year are deemed reasonable by outsiders, 
with GDP growth of 5.6%, comprised of 
5.1% growth in agriculture, 5.5% in ser- 
vices and 5.6% in manufacturing.. Agricul- 
tural growth was buoyed by a record har- 
vest of 15.1 million tonnes of wheat and 9.6 
million bales of cotton. In manufacturing, 
there was a 30% gain in. steel billet out- 
put, a 15% gain in cotton yarn produc- 
tion, and smaller increases in cement, 
sugar, pig iron, soda ash, paper and jute 
goods. 

In the energy sector, crude oil produc- 
tion increased by 18% and natural gas by 
3.6%. Recoverable reserves at the end of fis- 
cal 1990 are estimated at 154.4 million bar- 
rels of crude oil and 557.8 billion m of 
natural gas. a Salamat Ali 
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BRIEFING 


US and Japan extend 
semiconductor pact 

‘> The US. and Japan agreed on 4 June to 
extend a bilateral computer-chip pact for at 
least three years. Under the accord, the US 
hopes to raise its share of the Japanese 
semiconductor market to 20% by the end 
of 1992 and might take “corrective steps” if 
that goal is not reached. Tokyo has agreed 
to encourage links between US chip 
makers and Japanese manufacturers, while 
also urging local firms to follow 
non-discriminatory purchasing policies. 
Washington will relax its monitoring of 
imports of Japanese chips, thus easing the 
threat of anti-dumping actions. The deal, 
effective 1 August, will be reviewed after 
three years, when the parties may 
terminate it or renew it for two years. 


Japan opens more bids 

to foreign contractors 

> Japan on 1 June agreed to open a further 
17 public works projects to bidding by 
foreign construction companies, heading 
off US sanctions. Six more projects could 
be thrown open later. The US had wanted 
30 projects to be added to the existing list 
of 17 agreed under the 1988 Major Projects 
Agreement (MPA), which facilitates bidding 
on Japanese construction contracts by 
foreign firms, After the agreement, the US’ 
chief negotiator, commerce under-secretary 
Michael Farren, said he would recommend 
that Washington drop its planned 
sanctions. US Trade Representative Carla 
Hills had threatened to ban Japanese 
contractors from bidding on US 
government-funded projects if agreement 
was not reached. The projects to be added 
to the MPA include regional airports, train 
stations and a bridge between the islands 
of Honshu and Shikoku. 


Samsung Electronics signs 
Polish telephone contract 

$> South Korea's Samsung Electronics has 
signed a US$50 million contract to upgrade 
Poland’s telephone system over the next 
two years. The agreement, to provide a 
telephone switching system, is expected to 
be financed entirely by a soft loan from the 
South. Korean Government under a 
US$450 million aid package Seoul 
extended to Warsaw in 1989. 


India bridges crisis 

with loans, gold sales 

> Japan provided India with an emergency 
loan of ¥20.3 billion (US$150 million) on 29 
May to finance imports of diesel fuel, 
matching a similar loan given earlier by the 
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Asian Development Bank for the same 
purchase. Indian officials are also hoping 
for a further US$350 million in assistance 
from Japan to help tide over the country’s 
foreign-payments crisis. With foreign 
reserves dipping to Rs 25.1 billion (US$1.2 
billion) at the beginning of May from Rs 41 
billion a month previously, India is 
reported to have sold about 20 tonnes of 
gold abroad to raise US$240 million. The 
gold apparently came from a stockpile of 
nearly 80 tonnes seized from smugglers. 


Malaysian power firm 

borrows US$348 million 

» Malaysia's semi-privatised national 
electricity supplier, Tenaga Nasional, has 
raised a syndicated term loan of M$961 
million. (US$348 million) to finance its 
purchase of seven gas turbines from 
Swedish-Swiss maker Asea Brown Boveri. 
The loan, which will cover most of the 
projected M$985 million cost of the 
generators, comprises a fixed-rate loan of 
M$500 million and a M$461 million 
floating-rate facility arranged through local 
financial institutions. The turbines have a 
combined generating capacity of 793 MW. 


__Businessindicators _ 
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Drought hits farmers 

in southern Taiwan 

> Most of southern Taiwan has been 
declared an agricultural disaster area 
because of a drought which officials say is 
the worst in several decades. The Council 
on Agriculture estimates that fish, rice and 
fruit farmers have suffered losses of more 
than US$20 million. Hydro-electric power 
generation has been suspended in some 
areas. Unless there is sufficient rainfall by 
mid-June, the water shortage will prevent 
planting of the season’s second rice 

crop. 
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Jakarta to sue firms 

for pollution breaches 

> Indonesian Environment Minister Emil 
Salim said the government plans to sue 
500 companies for pollution. The 
announcement was welcomed by 
environmentalists, who have often 
complained that anti-pollution laws are not 
enforced. Salim said the 500 firms, spread: 
over 11 of Indonesia’s 27 provinces, have 
failed to comply with water effluent 
standards set two years ago in a nationwide 
river clean-up. 


Aid group increases 

help to Bangladesh 

> The World Bank-led Bangladesh aid 
consortium, meeting in Paris on 29-30 
May, pledged US$2.3 billion in assistance 
for the next fiscal year, starting on 1 July. 
This is roughly US$500 million more than 
last year’s pledges and excludes Japan's 
commitment, which is expected to touch 
U$$200 million and to be announced 
shortly. The donors, apparently influenced 
by Bangladesh’s battering in the 30 April 
cyclone and the new government's 
promise to follow open economic policies, 
did not impose any condition for a 
mid-term review of economic performance 
as they did last year. 


Land prices decline 

in Japanese cities 

> Average land prices in Japan's six major 
cities in the six months to 31 March fell 2% 
from the same period a year earlier — the 
first decline in 16 years, according to the 
Japan Real Estate Institute. The cities 
surveyed were Tokyo, Yokohama, 
Nagoya, Kyoto, Osaka and Kobe. Q 
Nationwide, land prices for the six months -` 
were up 2.9%. In the year-earlier period, = 
prices rose 7.3%, 





Bangkok plans controls 

on Thai shrimp boom 

> Thailand's Agriculture Ministry has 
announced a Baht 5 billion (US$195 
million) plan to control the country’s large 
shrimp-farming sector. Shrimp-pond 
irrigation systems will be developed to 
stop environmental damage from 
uncontrolled development. The booming 
number of shrimp ponds has wrecked rice 
farms in the south by polluting fresh water 
with brackish effluent. The polluted water 
is also beginning to circulate back into the 
ponds, damaging the shrimp harvest. 
Shrimp exports earned the country- = 
Baht 20.3 billion (US$793 million) in 1990, | 
making it the sixth-largest export. ` a 
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Close to home 


anayong, the Thai subsidiary of 
Hongkong’s Hwa Kay Thai-Stelux 
group, has aroused investor in- 
terest with a series of rapid-fire 


‘moves which, though dramatic, have 


served mainly to obscure the company’s in- 
tentions. 

A property developer and manager, 
Tanayong was listed in March, made a 
splash in May with a 1:2 rights issue to raise 


_ | Baht 3.6 billion (US$140 million) and has 


become the second-largest company by 


market capitalisation on the Stock Ex- 


change of Thailand (SET). 
- Due to go ex-rights on 20 June, Tana- 
yong at the start of the month announced a 


‘series of moves: 
_P A public tender for majority control of 


listed Rajadamri Hotel Co., owner of the 
Regent Bangkok. Earlier Tanayong had 


| bought 20% from Rajadamri‘s troubled con- 


trolling shareholder, EE of Japan. 
> A share swap which left it with 5% of 
Thailand’s largest finance company, Fi- 


nance One. 

-| P The acquisition of two Bangkok apart- 

-~ foment blocks, an office tower and a large 
-beach-front site on the resort island of 


Phuket. 

These came hard on the heels of 
Tanayong’s April takeover of a Chiang Mai 
hotel and its Baht 620 million purchase, for 
cash, of United Bangkok Development 
(UBD). The latter is developing a large cen- 
tral-Bangkok site with hotels and offices, 
among which will be the SET’s future home. 

More importantly, UBD and the two 


~ Bangkok apartment blocks were previously 
| owned by Tanayong’s controlling share- 


holder, the Kanjanapas family, led by scion 
Mongkol. 

Aside from the UBD deal, all the transac- 
tions have been paid for from a reserve of 
18 million shares that were set aside before 
the listing for future swaps and employee 
options. “It’s a great tool,” says one Bang- 
kok analyst of Tanayong’s war chest of cash 
and shares. “But why waste it on the fam- 
ily?” Indeed, one has to ask whether the 
family is cashing up at the expense of the 


| company. 


Tanayong executive director Edward 


| Chow says 1991 is “the golden time to 


buy.” If true — some real-estate watchers 


|. Say it is time to sell — then why not buy 
“properties you may be unable to get later, 


the analyst asks? Family-owned properties 
will always be available. 

Chow was reluctant to disclose the full 
financial details of the acquisitions. How- 


: ever, his valuations of the two Bangkok 
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apartment blocks look high by current 
prices. One, in Sukhumvit Road, will not 
be finished until early 1992, just as similar 
units hit the market in the same dis- 
trict. 

The office property, Pacific Tower, is 
valued by Chow at Baht 1 billion, com- 
pared to the Baht 600 million that vendor 
First Pacific Davies Thailand paid for it 18 
months ago. At the stated purchase price, 
Tanayong may have difficulty realising its 
forecast net return of more than 10%, even 
though the building is almost fully oc- 
cupied. Rent agreements will be coming up 
for renewal just as an expected glut of office 
space begins to bite. 

A UBD development, Exchange Square, 
to be finished in late 1994, seems likely also 
to meet the glut head on. Given its central 











location, and the SET as its key tenant, full 
occupancy can be expected. But projected 
income seems not to account for steep and 
increasing management costs and taxes. Do 
costs include the steep inflation in construc- 
tion costs? 

With no debt, Tanayong may not be a fi- 
nancial risk — though Shroff thinks the 
share price’s ex-rights correction will be 
pretty steep. This company has painted too 
pretty a picture of itself and looked too 
close to home for its purchases. Verdict: ap- 
proach with caution. m Paul Handley 


When Hongkong’s ever-expanding but ut- 
terly inpenetrable Pacific Concord teams up 
with Bangkok’s most overrated property 
developer, investors should treat the deal 
with the deep scepticism it deserves. 

The plan is apparently to invest Baht 
1.59 billion (US$62.1 million) in a Thai prop- 
erty development joint venture with 
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Krisada Mahanakom,. which will buy and 
develop sites in Bangkok and Pattaya and 
will be listed on the SET. More to the point 
is the side-agreement made with the ven- 
ture, under which Pacific Concord will sell 
at an implausibly high price another parcel 
of its most tangible asset, the Tsing Yi Is- 
land site it shares with Cheung Kong 
(Holdings). 

Too many of Pacific Concord’s claims 
seem believable, but turn out to be highly 
doubtful. Story: the firm will litter southern 
China with petrol stations. Reality: as far as 
Guangdong is concerned, the province al- 
ready has too many petrol stations. Story: 
the firm has secured an exclusive licence on 
mobile-telephone equipment for southern 
China. Reality: every cadre worth his salt 
already has a mobile phone. Story: exclu- 
sively licensed department stores in Peking 
and other major cities will give him a ham- 
merlock on the rapidly growing. Chinese 
consumer market. Reality: scores of brand- 
name companies are receiving licences to 
distribute in China. 

The one undeniable asset of Pacific Con- 
cord’s is its 50% stake in a development site 
on Tsing Yi Island (in the western harbour 
of Hongkong) and that is being sold bit by 
bit. The whole site was bought for HK$1.3 
billion (US$166.6 million) in September. Two 
months later, 50% of the company holding 
the site was sold for HK$690 million to 
Cheung Kong. Now, 5% of the remaining 
50% has been sold for HK$100 million. At 
that price, the site is supposedly worth a 
stratospheric HK$4 billion. Ube 

The buyer is Krisda Concord, the newly 
formed joint venture between Pacific Con- 
cord and Rachada Krisadathanon, deputy 
managing director of Bangkok-listed Kri- 
sada Mahanakorn. Krisada Mahanakorn 
has the most outlandish rating of all the 
property companies listed in Thailand. 
Listed on 10 May, it is trading at 460 times 
earnings. 

Krisda Concord has an initial capital of 
HK$67 million, and its first act is to buy the 
Tsing Yi Island stake for HK$100 million. So 
it enters life with debts. of HK$33 million. 

The joint venture will eventually buy de- 
velopment sites in Bangkok and Pattaya 
with some of the Baht 1.59 billion which 
Pacific Concord will eventually invest in it. 
It should surprise nobody that this invest- 
ment alone totals slightly more than Pacific 
Concord’s turnover for 1990. The company 
never seems to have had any problem lay- 
ing its hands on the. odd hundred million 
dollars or so. Where does it come from? 

: m Michael Taylor 
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The Commerzbank report . 
on German business and finance 6/' 9 













The eastern German economy: | 
the misreading of policy and forecasting errors 


The euphoria surrounding German 
` unification in late 1989 and early 1990 
has. given way to an equally exaggerated 
pessimism. International opinion on the 
= present state of the eastern Germany 
~ economy and its future prospects seems 
“to be guided by two basic notions. For 
one thing, it is claimed that economic 
policy for the former GDR is shifting 
from a free-market to an interventionist 
approach. For another, almost a year 
“after the D-mark was introduced, the re- 
structuring crisis is seen as still dragging 
on, with no end in sight. 

The first claim is wrong if only 
because the Government lacks a clear- 
cut conception. While the technical side 
of monetary union was handled very 
smoothly by the Bundesbank, the neces- 
sary fiscal-policy decisions were delayed 
too long and the individual measures 
which were implemented did not form 
a coherent whole. Moreover, the huge 
wage increases in eastern Germany are 
cancelling out to some extent the effects 
of government aid. 


Radical transformation 


The extreme supply-side shock suf- 
fered by the eastern German economy 
following the introduction of the D- 
mark, which forced it to cope overnight 
with a 300% appreciation of its currency 
in real terms, together with the severely 
reduced sales opportunities in Eastern 
“Europe and the Soviet Union, triggered 
drastic changes in production and em- 
__ ployment. In the labour market at least, 
the problems will persist for some time. 
` As it takes time to develop a new, com- 
“petitive industrial base and since the 
“transformation has been further hin- 

dered by uncertainties about property 
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“A modest upward trend 
can be expected for the 
second half of 1991.” 





ownership and the absence of a function- 
ing public administration, some sup- 
portive government action is imperative. 
Provided that certain requirements 
are met, such action is not incompatible 
with market-economy principles. Firstly, 
any steps taken by the Government 
should not sacrifice future 
growth opportunities to 
obtain short-term relief. 
This implies, for instance, 
that the factors of produc- 
tion should not be bound 
to unproductive uses in 70 
cases where they are 
needed for new economi- 
cally viable activities. 60 
Secondly, the funds 
must be used efficiently, 
rather than being em- 
ployed merely to subsi- 
dise activities which to a 40 
large degree would have 
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been pursued in any case. 1989 


Thirdly, any promo- 
tion schemes should cause as little distor- 
tion as possible with respect to regional 
and sectoral structures and also to the 
combination of the factors of production. 
What is more, care must be taken to 
ensure that such support is granted for 
only a limited period and is gradually 
phased out. Last but not least, red tape 
should be kept to a minimum. If all these 
provisos are met, government promo- 
tion measures can be justified within 
a market-economy system, and indeed 





Eastern Germany’s gross domestic product 
in constant prices; estimated 
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such measures are essential in eastern 
Germany. However, the steps that have 
been taken so far do not fulfil these re- 
quirements; nor is the Government's” 
lack of an underlying conception ade- 
quately offset by the sheer volume of 
funds being provided. 
The belief that the Bonn Government © 
has adopted an interventionist stance is. 
just as erroneous as the view that the 
eastern German economy cannot begin. 
to recover in the foreseeable future. 
Admittedly, forecasts of a rapid econ- 






















1990 1991 1992 


omic upswing in the east have been 
proved overly optimistic. Yet this does. 
not mean that a recovery cannot start in 
the months ahead. In fact, given the mas- 
sive government assistance that is being. 
provided, the private investments that. 
are planned, and the transition to a 
market system already achieved by 
some firms, a modest upward trend 
can be expected for the second half of 
1991, and it should grow perceptibly 
stronger next year. 
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LASSIFIED ADVERTISEMENTS 


Property 





BUSINESS ADMINISTRATION 
DEGREE COURSES 


¢ è 
Private non-traditional University offers 
WO X 1 external Bachelor and Master of Business 
Administration courses. Also Doctorate 


Ph.D programme. There are no residen- 
tial requirements and the courses may be 


opportunities in the heart of Ii- 


PO Box 3, pubu, Suffolk, England: 


Australia’s Gold Coast, TEA 
ine EACH 


Chevron AEU NNk O — 


Beachside EEO 

A luxury holiday unit building NEO O A 26 level resort building in 

in the tourist heart of Australia's LINE py” central Surfers Paradise, comprising 

famous Surfers Paradise. luxury holiday apartments. 

* 77 fally furnished strata titled, holiday M * 110 fully furnished strata titled, air 
apartments over 17 levels (one brm conditioned holiday apartments (one brm 
units, two brm units and Penthouses) units, two brm units, three brm units) 

* basement car spaces basement car spaces 

* 80 metres from beach 50 metres from beach 

* facilities on site include restaurant, guest facilities include swimming pool, 

swimming pool, tennis court and full size tennis court, restaurant, office, 

barbecue entertaining area barbecue area and landscaped grounds. 
























Readers are 
recommended 
to make appro- 
priate enquiries 
and take appro- 
priate advice be- 
fore sending any 
money, incurring © 
any expense or en- 
tering into a bind- 
ing commitment in 
relation to an ad- 
vertisement. The 
Far Eastern Eco- 
nomic Review 
shall not be liable 
to any person for 
loss or damage in- 
curred or suffered 
as a result of his/ 
her accepting or: 
offering to accept 
an invitation con- 
tained in any ad- 
vertisement pub- 
lished in the 
Review. 
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For Sale by public auction. Mortgagee exercising power of sale, 


Tuesday June 25, 1991 at 1lam at the Ramada Hotel, 
Surfers Paradise, Gold Coast Australia. 


DETAILED PROPERTY REPORTS AVAILABLE 

Contact Don Dietz, Director PRD Special Projects Division 
or Jim Keys, Marketing Manager PRD International Division 4 
62 Appel Street SURFERS PARADISE QUEENSLAND 4217 § 
Ph: (075) 88 0088 Fax: (075) 92 1632 g 
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MOVING TO BANGKOK? 


Exquisite House for Rent in Pratumwan area 
Brand-new house with small garden; European owner. 


Large living, separate dining, fully equipped western kitchen, 
3 bedrooms with marble bathrooms, study, spacious built-in 
closets/dressing area, 7 split air-cons, spacious tiled porch 
and terrace, carpark. 


Rent Baht 80,000.00. For appt call/fax Jennifer in Bangkok 
391-0559 or contact Catherine in Hongkong Tel: 861-0616, 
Fax: 861-3073. 

| 


Business Opportunity 


TELECOMMUNICATIONS (New Zealand) 


Expression of Interest is sought from Parties with an interest in 

participation. (full acquisition considered) Business assets include — 
One TV & 19 FM Commercial Broadcasting Licenses (not yet opera- 
<- tonal), PLUS A national Radio Paging Network, recently established, 
-= fully operational and income producing. 


For further details Fax Australia (612) 4889535 














If you have something to say .. . say it 
in the Classifieds! 



















Authoritative 
Now in its 24th year, the CHINA TRADE REPORT is pub- 
lished monthly by the Review Publishing Company Limited. 
» Jt has been long acknowledged by leading business execu- 
| tives throughout the world as the best informed, best statisti- 

` cally up-to-date newsletter of its kind. 






_ Wide-ranging 

: The CHINA TRADE REPORT covers every issue affect- 
“ing those doing business with China, whether trading, 
investing or involved in any enterprise: grain; textiles; 
‘electronics; transport; banking; exhibitions; contract law 
~ and dozens more. 


The CHINA TRADE REPORT also publishes key statis- 
tics on all aspects of the Chinese economy. It is crucial 
reading for anyone doing, or wishing to do, business 
with China. 

















CLASSIFIED ADVERTISEMENTS 


Accommodation Miscellaneous 


Everyone under heaven needs to know : : 
about China today : 


E The CHINA TRADE REPORT has its finger on the country’s business pulse. 


It provides answers to the basic question: Is there still money to be made from 
doing business with China? 


E What new opportunities are there for direct investment, joint ventures and trade? : : 
The rewards are ample for those who are patient and for the risk-taker. 


AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 

is - an extra hand to hold copy at 
a height and position that's 
perfect for you. 





+ Reduces back and 
neck aches 

+ Reduces eye strain j 

+ Uses no.desk space į 

+ Folds away neatly iš 

+ Fixes left or right 

+ Non-magnetic 


Hi Grippa 
a ee ae ee ee ee ee ee ee ee 


Yes, here's my check for $ 










Grippa copy holders. Mail them to: 


Company 
Address 





















SATISFACTION GUARANTEED, OR YOUR MONEY BACK 0643 








Post this coupon today! 
Circulation Manager, Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong 


Please enter my one year subscription (12 issues) for the CHINA 
TRADE REPORT. | enclose a cheque/money order 

of _______. made out to the Review Publishing Company 
Limited. Or, please charge my credit card (tick one): 


Diners Club O 
Visa 0 
Exp. Date: -n 


American Express © 
MasterCard (© 


{Please print in block letters) 


Signature: ___ ane 





Name: sauna S x 


Address: __ 
Annual subscription rates: HK$2,730/US$350 
Sent airmail anywhere in the world. 
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or quency (and also high frequency) radio 


- : tions around the world. 


| effective technical standard, Airinc 741, 
| that guarantees compatibility among differ- 
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INNOVATION 


The flying phone box 


years are at last yielding benefits 

for air travellers, particularly exe- 
cutives who need to keep in touch with 
their offices. Five airlines — three of them 
based in the Asia-Pacific region — have re- 
cently equipped aircraft to offer outbound 
telephone calls to anywhere in the world 
using a new satellite system. And in the 
not-too-distant future, businessmen will be 
able to send faxes in flight, too. 

Air Canada, Qantas of Australia, United 
` Airlines of the US and Japan Air Lines have 
at least one satellite-communication aircraft 
apiece. Hongkong’s Cathay Pacific Airways 
_| is also about to offer the service and several 
_| other airlines are expected to follow. The 
_| calls, dialled directly and charged to a credit 
card, will cost about US$9-10 per minute. 


he strides made in satellite-com- 
I oin technology in recent 


| Phone communications from aircraft 


are not entirely new. For some time, 

telephones have been available to pass- 

engers on US internal flights, for exam- 

| ple, and on private jets. 

o But these systems have used cellular 
_ | phones operating on very high fre- 


| links. These systems — the same links 
that keep pilots in touch with flight con- 
trollers — have either limited range or 
low quality and reliability, particularly 
over vast oceans such as the Pacific. By 
+ contrast, the new satellite service will 
provide clear links instantly to destina- 


y Several technological problems had 
_):to. be resolved before the service could 
| be introduced. One was to define an 





| 
| 
i 
i 





destination SINC 


have been equipped to identify calls from 
aircraft and route them to coaxial or fibre- 
optic cables for the second leg of their jour- 
ney. Surface links, though long, are still 
considerably shorter than the 72,000-km 
round-trip into space. Most calls will there- 
fore not suffer the double delay. 

The International Maritime Satellite Or- 
ganisation (Inmarsat) approved the initial 
satcom system for commercial service last 
November, after two years of trials. Besides 
the handful of aircraft operated by the five 
major carriers who have signed on to the 
system, about two dozen company jets 
have been fitted with the necessary equip- 
ment. 

The technology has three components: 
antennas and associated equipment on 
board planes, communications satellites, 
and ground stations. 

In the course of development, antennas 
have lost both their dish shape and several 


a and is then routed throug 
an undersea cable 
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through stations at Goonhilly, England; 
Eik, Norway; and Singapore. US satellite 
corporation Comsat has joined up with 
Japan’s international operator, KDD, with 
ground stations in Yamaguchi, Japan, and 
Southbury and Santa Paula, on the US East 
and West Coasts. 

In addition, the Societe Internationale de 
Telecommunications Aeronautique, a coop- 
erative owned by airlines, has combined 
with Teleglobe Canada, France Telecom 
and OTC of Australia to create Satellite Air- 
com, with ground stations in Perth, Austra- 
lia; Aussaguel, France; Weir, Canada; and 
Niles Canyon, US. 

According to Hans Karlsen, Inmarsat’s 
marketing manager for aeronautical ser- 
vices, the prospects for aircraft-satellite 
communications look particularly bright in 
the booming Asia-Pacific air travel market. 
Around the region, aireraft are flying full 
and carriers are better able to afford: the 
, roughly US$500,000 cost of equipping 
each airliner. But many. carriers will 
order the equipment only. for new air- 
craft rather than take existing ones out 
of service for lengthy modifications. 

Satellite communications will also 
help improve flight efficiency. A system 
of voice and data links is already operat- 
ing between aircraft and their opera- 
tions centres which, for example, en- 
ables crews to obtain permission to 
change altitudes at the optimum time 
for fuel efficiency. 

Crews can also call ahead for main- 
tenance; an aircraft with a vibrating en- 
gine, for example, can be met on arrival 
by engineers who have already ob- 








ent manufacturers’ avionics systems — es- 
sential if the service was to be truly global. 
Another was to make reliable antennas 
| small enough and light enough to mount 
< on aircraft of different types. And a third 
was to perfect voice-coding algorithms, 
<> | which tell machinery how to break down 
| Voice signals into digital signals for trans- 


i | mission at the standard rate of 9,600 bits a 
| second. 


A further drawback, for any type of call 
routed by satellite, is an uncomfortable time 
lag between words being spoken and re- 
ceived. Because of the distance that signals 
have to travel, there is a delay of about a 
quarter of a second. With airborne calls, 
there is the potential for a double delay as 
signals arriving via satellite at a ground sta- 
tion are passed on via another satellite to 
their destination. 

To avoid this problem, ground stations 
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kilograms. Even so, antenna and avionics 
weigh as much as two occupied seats. One 
obstacle to further weight savings, how- 
ever, is that lighter antennas are more eas- 
ily confused by the plethora of satellites 
now circling the Earth. 

The satellites themselves are provided 
by Inmarsat, a London-based cooperative 
of 64 nations. One operational satellite and 
several back-ups cover each of three zories 
— the Atlantic Ocean (East), the Pacific, 
and the Indian Ocean. A fourth zone, At- 
lantic Ocean (West) will go into action later 
this year. 

Three consortiums are competing for 
airlines’ business by setting up ground sta- 
tions to accept calls bounced off Inmarsat 
satellites and channel them into telephone 
networks. 

Skyphone, comprising British Telecom 
International, Norwegian Telecom and Sin- 
gapore Telecom, has worldwide coverage 
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tained computerised data on. its be- 
haviour. These communications, however, 
like most existing airborne telephones, 
mostly use radio links; in the future they, 
too, will be transferred to the satellite sys- 
tem. 

The instant nature of the air-to-ground 
communication will also improve naviga- 
tion, by allowing continuous reporting of 
aircraft positions. Indeed, a study by the 
International Civil Aviation Organisation 
indicates that the technology could provide 
benefits worth between US$5-6 billion an- 
nually in fuel efficiency, faster repair turn- 
arounds and improved traffic flows 
through airports. 

For the fidgety executive, meanwhile, 
air travel need no longer mean a communi- 
cations black-out. And some airlines are al- 
ready developing data terminals that will 
permit passengers to change hotel and car- 
hire reservations, or contact their banks and 
brokers. = Peter Gwynne 
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Planning your menu 
at the legend in Singapore. 








THE ORIENTAL 
SINGAPORE 





Only a wine at its peak should extravagant way to ensure we 
accompany the finest cuisine. | recommend the right wine, 
Which is why, when you choose a wine and one in its prime, to go with your 
at The Oriental Singapore, you food. But when we took the name 
have at your service one who has lived of our sister hotel, The Oriental Bangkok, 
in France’s vineyards, observed the grape we also took its dedication to excellence, 
harvest, and prepared forthe which has made it a legend among 
rigorous sommelier’s examination. hotels. And just as a good year makes a 
Sending our wine steward to study in good vintage, a succession of perfect 
France might seem an ones makes a legend. 


MANDARIN ORIENTAL 
THE WORLD'S FINEST HOTELS 


OoOO The Oriental: 5 Raffles Avenüe, Marina Sji Singapore 0103. Tel: 338 0066, Tix: 29117, Fax: 339 9537. 
Bangkok ‘Hong Kong « Jakarta « » Macau + Manila « San Francisco + Singapore * The Excelsior, Hong Kong. 








Reservations: Hong Kong Bat 1288, Singapore 339 0033, Malaysia 800 1020 (toll free), Indonesia 00 800 65 6520 (toll free), . co 
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a Hi HN boa Takes Off 


India’s Dead End 
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Bank af Amenca NT&SA G 990 RankAmetica Corporate 








A Unique Approach. Finding the right solution often requires approaches your needs from a unique 
seeing the familiar in an unexpected way. vantage point. And when your market 
As the leading global bank with origins is the globe, a new point of view can 
in the Western U.S., Bank of America make all the difference in the world. 





The Golden Gate Bridge, H 


photographed by Michael Kenna. Bank of America 











of being local a A 


A hundred years of expertise in Power Generation, 
z Transmission and Distribution, Industrial Automation, Transpor- 
orld ide tation, and Environmental Systems makes ABB a world 
W W ° leader in electrical engineering. 

That leadership calls for global resource — and local knowl- 
edge. Our 215,000 employees serve customers and communities 
in 140 countries. 

If your interests are international, you'll find ABB companies, 
products and services wherever you do business. If your interests 
are local, you'll find us right there with you — as insiders. 


That’s the art of being local worldwide. 


ABB Asea Brown Boveri Ltd 
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LETTERS 


Open to other avenues 
J. B. Jeyaretnam [LETTERS, 6 June] omitted 
the main reasons the president turned 
down his request for a pardon. 

The attorney-general had advised the 
president that the issue before the privy 
council was on Jeyaretnam’s “disbarment, 
and not against the criminal convictions.” 
The privy council had no jurisdiction over 
these convictions, and its comments on 
them were not binding on the government. 


The attorney-general said that “the acts and 
omissions of Jeyaretnam which led to his 
convictions were both dishonest and mor- 


ally reprehensible. This moral culpability of 
[leyaretnam] had been glossed over by the 
privy council. . . there has been no miscar- 
riage. of justice, and no injustice done to 
Deyaretnam].” 

Jeyaretnam’s petition was based solely 
on the judgment of the privy council. He 
considered himself entitled to a pardon. He 
had earlier said that he was contemplating 
proceedings, and had submitted the peti- 
tion as a formality “before considering 
other avenues.” The president's reply freed 
him to pursue these other avenues. 





TAN SOR HOON 

for Press Secretary to 

Singapore Minister for Law 
Any advances? 


Your issue dated 13 June contains an article 
Declaring an interest by Stacy Mosher 
which reports, in part, a speech given by 
the US Consul-General in Hongkong, 
Richard Williams, at a luncheon hosted by 
the American Chamber of Commerce on 22 
May. The article quotes a source close to the 
attorney-general’s chambers as saying that 
“the government had been shown an ad- 
vance copy of the speech, which had 
caused ‘hot debate’ for weeks, and that a 
request had been handed down through 
Mathews for the contents to be toned 
down.” 

I strongly refute the untrue allegation 
made about me in that article. It is simply 
untrue that I tried to influence Williams or 
anyone else about the contents of his 
speech. As a matter of courtesy, I was 
given a copy of Williams’ speech two days 
before he delivered it. It was, at that time, 
known that I would be attending the lun- 
cheon. The contents of the speech were 
never the subject of any discussion be- 
tween myself and Williams or any other 
member of the consulate or indeed anyone 
else in government. The allegation is a fab- 
rication. J. F. MATHEWS 
Hongkong Attorney-General 
b> The REVIEW story quoted the US Consulate- 
General denying the speech was toned down as a 
result of Hongkong Government pressure. The 
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information that the text was discussed within 
the Hongkong Government well prior to delivery 
came from within Mathew's own department. © 








Sinner for president 
John McBeth’s article [20 May] about 
Filipino sex therapist-turned—media. star 
Margarita G. S. Holmes was wonderful. 
The lady is obviously an intelligent and - 
funny human being who is trying to cut 
through all the cant and hypocrisy that per- 
vades Manila society. 

I think she should run for president. 
After having had a useless “saint” for a 
leader these past five years, we need to 






















Delta economics 
Elizabeth Cheng and Michael Taylor’ swi 
researched update on the Hongkon 
South China economic connection [Del 
force, 16 May] cannot go without com- 
ment. 
Firstly, it is nonsense to write that “the 
Pearl River Delta has been transformed 
from a society of subsistence-farming pea- 
sants to an industrial powerhouse” over the _ 
past decade. Subsistence farmin; 
been a feature of the core regional econo 
mies of China — the Pearl and Yangtze del 
tas, and the middle and upper Yangtze ba- 
sins — for several centuries. These areas 
had extensive commercialised rural econc 
mies that included both farm and non-f 
activities for which the Maoist autarkic in 
terregnum (1957-78) was an aberration. 
Subsistence farming was mainly confined. 
to the marginal marsh and mountainous 
areas on the periphery of these regions. 
Secondly, the estimate of 2 million: 
workers employed by. Hongkong opera- 
tions is not enlightening. Similar figures. 
were quoted in the mid-1980s. In 1988 the 
then Hongkong chief of Xinhua News- — 
agency, Xu Jiatun, asserted that 4 million — 
workers were dependent on Hongkong- 
connected ventures. Xu’s figures were. 
probably exaggerated and ambiguities in 
his assertion implied he may have include 
dependents. Given the worker-dependent 
ratio prevalent in developed areas of China, 
Xu’s figure might indicate a total of be _ 
tween 2.3-2.8 million workers, weighted to- 
wards the larger figure because of the many _ 
single females imported from inland. pro- 
vinces to work in the factories of the delta. 
A careful analysis of available statistics for 
employment and workforce at the city- 
county level would make an interesting fea 
ture, especially if coupled with an analysis. 
of the change in the structure of Hong- 
kong’s workforce over the same period. 
Canberra STEPHEN L. MORGAN: 
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petrochemical industry. Qatar has offered 
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Karachi under the Arabian Sea — a 
distance of some 1,700 km — without 
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decision the other way. The prospect of a 
presidential election by October, following 
close behind last February's parliamentary 
polls and at a time of national economic 
hardship, also helped the move towards 
replacing the executive presidential form, 
BNP sources said. 


Last Orders 

A new military trade dispute between the 
US and Japan may be brewing now that 
Japan’s plans to acquire four Boeing E3 
Airborne Warning and Control System 
(AWACS) aircraft for its air force over the 
next five years may have to be shelved. 
Boeing Aircraft Co. suspended production 
of the AWACS aircraft after the last of 11 
ordered by Britain and France in the mid- 
1980s rolled off the line last month. The 
production line used to build the AWACS 
has since been turned over to producing 
civilian aircraft. A Boeing spokesman said 
the company could restart AWACS aircraft 
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production at a different location if there 
were sufficient demand. However, 
aviation industry sources said Boeing is 
reluctant to resume AWACS production 
without firm orders for at least 14 E3 
aircraft. 


Breaking Camp 

Refugee officials on the Thai-Cambodian 
border expect a large movement soon of 
Cambodians from the Khmer Rouge- 
controlled Site 8 camp following the 
recent departure of the camp 
administrator, Seng Sok, and construction 
crews to an area across the border in 
Cambodia. It is thought the Khmer Rouge 
are developing the area of Kumriang, 20. 
km south of Site 8, to settle “displaced. . 
persons” from the sprawling camp, : 
just south of the Thai border town 
of Aranyaprathet. There are nearly 
40,000 refugees currently living at 
Site 8. 












INDIA 


Kashmiri separatist challenge to New Delhi deepens 





By Hamish McDonald in Srinagar 
~- ear total observance of a strike 
called by separatists and a flurry 
| of armed clashes in the north- 
oe western state of Jammu and 
. Kashmir in the days before India’s mid- 
June general election have been a reminder 
of a deepening problem that awaits what- 
ever government comes to power in New 









| 0.» The general strike on 8 June was called 
_ by the outlawed Jammu and Kashmir Lib- 
eration Front (KLF) over the allegedly in- 
humane conditions in which its guerilla 
commander Mohammad Yasin Malik, 26, 
hàs been held since his capture by Indian 
security forces last August. The strike, 
which closed down shops and kept vehi- 
cles off the roads, has been followed by 
numerous clashes between armed Kash- 
miri militants and Indian forces. Wild 
-shooting in Srinagar on 11 June killed 46 
"people, most of them bystanders. 
a But despite the economic hardship and 
| an estimated 2,900 deaths among combat- 
-ants and civilians since the independence 
movement erupted in December 1989 
Kashmir has emerged from its second 
: Winter of conflict with the alienation of its 
Muslim majority from India more deeply 
_ ingrained, and few signs that the support 
_ for underground militants is waning. 
o Srinagar has all the appearance of an oc- 
_ Cupied city. Troops of the paramilitary Bor- 
_. der Security Force and Central Reserve Po- 
„lice Force — recruited from all over India 
__and thus mostly non-Muslim — are in sight 
_ along most main streets, either in sandbag- 
_ ged posts or on foot patrols. 
State Police Inspector-General J. N. 
-Saksena listed some “positive” develop- 
ments that were turning the tide for New 
‘Delhi. Kashmiris were disillusioned with 
the militants, because of extortion and in- 
’timidation, prolonged economic distress 
and their targeting of foreigners with the 
_ kidnapping of two Swedish engineers 
working on a hydro-electric scheme. As a 
result, police were getting better informa- 
- tion about the whereabouts of militants and 
weapons that resulted in more pointed sec- 
-= unity operations. Since last September near- 
_ ly 400 militants had surrendered and hun- 
-dreds of weapons had been captured. 
But at the same time, Saksena listed for- 
midable “negatives” for the Indian forces. 
With some 2,500 to 3,000 militants still at 
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large in the Kashmir valley, there were 4- 
5,000 armed and trained militants waiting 
across the border. Pakistan, which controls 
part of the original princely state of Kash- 
mir, has been waging a war by proxy in 
which its investment is very low for the 
amount of trouble caused to India. 

Casualties among security forces — 64 
killed in the first five months of 1991 — are 
running not far below the rate of last year, 
when 165 died. The scale of infiltration was 
shown on 29 April when Indian troops in- 
tercepted 300 Kashmiri guerillas trying to 
cross the border, and killed 73 of them in a 
lengthy battle. 

This threat is echoed by Khalid, a 
spokesman of the Pakistan-backed Hizbul 
Mujahideen who was flanked by two men 
carrying Chinese-made AK47 rifles as he 
spoke at a surreptitiously arranged meeting 
in Srinagar. “We have sufficient force to 
make India quit Kashmir,” he said, daim- 
ing that militants would steadily employ 
more sophisticated weapons including roc- 


JKLF guerillas step up infiltration. 
kets, and even the US-made Stinger anti- 
aircraft missile used by their Afghan coun- 
terparts. 

How Kashmir came to such stark con- 
frontation is a well-worn story going back 
to 1947 when British India was partitioned 
on religious lines, and Kashmir’s then 
Hindu maharaja wavered between Hindu- 
majority India and Muslim-majority Pakis- 
tan. A two-year war ended with Kashmir 
divided much as it is today. A UN-backed 
agreement on troop withdrawals and a 
plebiscite was violated by both sides. 

Indian-controlled Kashmir enjoyed a 
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The ravaged valley 


brief period with control over all but de- 
fence, external affairs and communications. 
In 1953 the arrest of chief minister Sheikh 
Abdullah on trumped up subversion 
charges started the unwinding of Kashmir’s 
constitutional autonomy. The plebiscite 
promise was shelved, and related UN re- 
solutions were eventually deemed by New 
Delhi to have been superseded by the 1972 
Simla agreement (reached after Pakistan’s 
defeat in the Bangladesh War) in which the 
two countries agreed to'solve the Kashmir 
problem by bilateral discussion. ; 

The missing party to all this was the 
Kashmiri population. Sheikh Abdullah’s-re- 
turn to power in 1975, after 22 years in jail, 
lifted hopes of restored autonomy. But after 
his death in 1982, his son Farooq Abdullah 
displayed none of his finesse in dancing 
between New Delhi and the Kashmiris. 
Farooq lost control of the National Confer- 
ence, then Kashmir’s dominant party, and 
only regained the leadership with the help 
of then prime minister Rajiv Gandhi. 

A formal alliance in 1986 with Gandhi's 
Congress party and widely perceived rig- 
ging of the 1987 state elections against the 
opposition Muslim United Front created a 
turning point. “From. that time the 
Kashmiri people, especially the youth, con- 
cluded we cannot fight democratically 
here,” said a Kashmiri writer. =, 

Pakistan’s Inter-Services Intelligence (1s!) 
readily provided arms and training across 
the border, and the Pakistan army gave 
covering fire when the militants began to 
slip back across the mountainous border 
past a cordon of some 100,000 Indian reg- 
ulars. 

Farooq and the 30,000 Jammu and 
Kashmir police lost control of the situa- 
tion at the end of 1989. In January 1990 
Farooq was forced out by New Delhi and a 
tough, ambitious official called Jagmohan 
was brought back for a second term as gov- 
ernor. 

From the first day Jagmohan launched a 
ruthless campaign against the militants, 
pushing aside the local police and bringing 
in paramilitary from outside the state. The 
militants may have been kept on the run, 
but the abuses accompanying the searches, 
arrests and prolonged curfews appear now 
to have completed the process of disaffec- 
tion. 

The 21 May killings last year when 
paramilitary troops fired on masses who 
broke a curfew to mourn the moderate 
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Kashmiri leader Moulvi Mohammed 
Farooq, murdered by gunmen earlier that 
day, demonstrated all that was wrong in 

the Indian approach. Mohammed Faroog 
may well have been killed by pro-Pakistan 
fundamentalists angered at his efforts to 
keep the independence movement secular. 
But ill-disciplined troops turned events into 
_an Indian atrocity. 

-Jagmohan was replaced immediately by 
the low-profile G. C. Saxena, a former intel- 
ligence chief. Saxena has pursued the ag- 
gressive security operation, but has toned 
down some features that seemed aimed at 
humiliating the Kashmiris and teaching 
“them a harsh lesson. Even so, excesses by 
the paramilitary continue, probably cancel- 
ing out any progress, ` 

‘None of the parties who formerly 
worked within the Indian system can show 

their face in the valley: Farooq Abdullah 
_lives in London and can only visit fleetingly 
under intense security. His father’s tomb, 
once a place of pilgrimage, is now guarded 


eras 


around the clock. The question now is: can 
any initiative retrieve the situation for New 
Delhi? 

There are some embers it could pull 
from the fire. One is that the vast majority 
of Kashmiri Muslims still want indepen- 
dence through a plebiscite rather than ac- 
cession to Pakistan. But Islamabad still re- 
fuses to concede independence as an op- 
tion: Kashmir must join either India or 
Pakistan. To press the point, the Is is re- 
ported to have cut off supplies to the pro- 
independence JKLF, 

This conflict in ultimate objectives 
caused a gun battle between militants in 
Srinagar on 30 April. The question is so 
‘sensitive that the Hizbul Mujahideen, 
the strongest of the pro-Pakistan militant 
groups, refuses to discuss its aims beyond 
the exit from India. 

Another is the shading between sec- 
ularism and fundamentalism. Kashmiri 
Muslims are noted for their closeness to the 
Hindu minority and were distressed at 
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their panic-stricken flight to refugee camps 
in the Hindu-dominated Jammu region 
early last year. Homes deserted by the Hin- 
dus have been guarded by Muslim neigh- 
bours. The mainstream militants have en- 
forced some welcome social changes, but 
intimidation and extortion by unruly ele- 
ments strike some well-off Kashmiri Mus- 
lims as a breath of Iranian-style terror. 

An offer to return to the pre-1953 au- 
tonomy, open and fair elections and a with- 
drawal of the hated paramilitary forces, 
might attract some interest — though many 
educated Kashmiris said it was too late to 
make such moves. Some militants seem 
open to negotiations. At a covert meeting in 
Srinagar, acting chief Parvez Hyder of the 
Muslim Janbaz force — the group holding 
the two Swedes — saw some progress in 
“making India understand” and said that 
“the gun has done its work, so [the cam- 
paign] must be politicised.” 

But it must remain questionable whe- 
ther any initiative can make headway if it 
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does not include a plebiscite on indepen- 
dence somewhere along the line. This 
might not be the odds-against gamble it 


first appears. New Delhi could make its 
offer conditional on Pakistan agreeing to a 
referendum, including the independence 
option, in all of Kashmir. 

There are some prominent individuals 
in New Delhi who espouse this kind of ap- 
proach. But it would take an extremely con- 
fident and secure leader — something this 
election seems unlikely to produce. More 
prevalent is an opinion that sees Kashmir 
in terms of an externally propelled in- 
surgency, and a challenge to India’s pride. 
There has also been a sinister parallel be- 
tween the attitudes of ex-governor Jagmo- 
han and the Hindu nationalist Bharitiya 
Janata Party, which see the answer to 
Kashmir in abolishing the remaining con- 
stitutional protection of its special status 
and coming down hard on “coddling” of 
minorities — in effect, diluting the Muslim 
majority in Kashmir. s 
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DIPLOMACY 


Asean, EC clash on 


human-rights criteria 


Values for 
money 


By Shada Islam in Brussels 
C foreign ministers came to a meet- 








their new human-rights priorities. But the 
response of their Asean counterparts 
suggests they may face tough going. 

The EC was ready to “incorporate re- 
spect for human tights and the promotion 
of democracy” into its links with Asi 
Luxembourg's Jacques Poos warned the 
meeting. Economic development must go 
hand-in-hand with political democracy, 
and military means should not be used to 
solve political problems, he added. 

It was.a tough message, delivered inun- 








Europe, the EC has been broadcasting its 
faith in multi-party democracy to African. 
and Latin American countries for several 
months. Both regions have agreed to incor- 
porate stringent “human-rights clauses” in 
new agreements negotiated with Brussels. 
EC diplomats make it clear that it is now 
Asia's turn. 

While Asean ministers agreed reluc 
tantly to put discussions on democracy on _ 
the Luxembourg agenda — for the first _ 
time in 10 years of EC-Asean cooperation > 
— there was no disguising their irritation. 
Indonesia's Foreign Minister Ali Alatas, 
perhaps still smarting from Dutch Develop- 
ment Minister Jan Pronk’s recent criticism 
of Jakarta’s economic and social priorities, 
complained about Western attempts to im- 
pose foreign values on Asia. 

Asean had no objection to discussing ` 
the application of basic human rights with _ 
the EC, Alatas underlined. But, any assess- 
ment of their expression would have. to. 
take account of a country’s history, system 
of values and economic and social develop- 
ment. “We should not just look at one cate 
gory of human rights, namely civil and po- 
litical rights,” Alatas insisted. “There arei 
other categories that need to be given the. 
same stress, such as economic and social 
rights and the rights of society.” 

The EC denies any plans to make a di- 
rect link between its aid to Asia and respect 
for human rights. EC Commissioner Abel 
Matutes told the REVIEW the EC was going | 
to adopt a “constructive approach” in its re- = 
































































“on “encouraging” countries which move 
__.. towards democracy and any “interference 

in third countries” would be carefully 
avoided. 
¿Asean ministers were also irked by the 

EC’s repeated calls that they join interna- 
tional attempts — using sanctions and em- 
_ bargoes if necessary — to persuade Bur- 
- -ma's military rulers to hand over power to 
elected representatives. Poos said that 
while. the EC had watched in “obvious 
satisfaction” as Mongolia, Nepal, Bang- 
ladesh and Pakistan embraced democracy, 
Community governments had been “sad- 
_ dened spectators” as Burma continued to 
_ ignore the results of elections held in May 
~~ last year. 
< “We would like to work together with 
our friends in Asean to find a common ap- 
proach to this issue,” Poos said. British For- 
-eign Secretary Douglas Hurd went one step 
_ further by urging Asean to join the EC in 
__ ending all arms sales to Burma. Rangoon’s 
spending on arms was “grotesque,” Hurd 
_ said. British officials implied that while 
_ the EC alone had little leverage in Burma, 
neighbouring China and Thailand could 
_ certainly help put pressure on Burma by 
suspending their trade — and, in China's 
case, arms trade — with Rangoon. 

` Speaking for Asean, Thailand’s Foreign 
Minister Arsa Sarasin castigated the EC for 
ignoring “the fundamental reality of Myan- 
mar [Burma].” Ne Win had already shown 
< a tendancy towards isolationism, and had 
_Mmade it dear that “Burma is not prepared to 
give into pressures from the outside what- 
ever the costs and consequences,” Arsa 
said. Instead of talking about sanctions and 
_ pressures, the EC should adopt a “more 
_ pragmatic” approach, encouraging Burma 
_ ints efforts at economic reform and hoping 
_ to make Burmese leaders more responsive 
_to the need for political reform. 
_. After fighting against any reference to 
_ Burma in the final communique, Asean 
_ ministers agreed to a bland expression of 
_ hope that both Burma and Vietnam would 
evolve “in such a way as to enable them to 
take their place among the dynamic Asian 
economies.” EC sources said the conces- 
ion had come at the last minute. The EC 
cried “victory” at the communique’s vague 
reference to the economic benefits of the re- 
spect of human rights. “We see this as a 
_ major concession,” said an EC diplomat. 
. Brussels is determined to introduce a 
_ tough human-rights cause — and a refer- 
ence to environmental protection — in the 
revised cooperation agreement that both 
____ Sides say they want to negotiate as quickly 
_ as possible. Asean chairman Abdullah 
_ Ahmed Badawi said his group would “not 
turn a deaf ear” to EC calls for discussions 
on human rights and democracy. But, offi- 
_ dials said, Asean would insist on getting its 
"Views into any final text included in the 
_ amended EC-Asean agreement. a 
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CAMBODIA 


Sthanouk manoeuvres factions into further talks 


Prince of wiles 





By Rodney Tasker in Bangkok 


t was an offer no one could refuse: 

Prince Norodom Sihanouk humbling 

himself to join the ranks of his fellow 
countrymen, so long as they agreed to 
come to his table. And as the invitations 
were promptly, if cautiously, accepted the 
prospect emerged of real movement to 
break the Cambodian impasse. 

Sihanouk has remained unpredictable 
throughout the often tedious saga of dip- 
lomatic manoeuvring, backed by sporadic 
fighting on the battlefield, since the Viet- 
namese invasion of Cambodia in 1978. He 
has alternately chosen to stay aloof on the 
sidelines in his Peking or Pyongyang exiles, 
blustered back into the negotiating arena, 
or resigned all his tenuous positions as titu- 
lar head of the resistance coalition and even 
as leader of his own guerilla faction. 

This time it was classic Sihanouk. The 
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former head of state, still revered by many 
Cambodians, has re-entered centre stage to 
seemingly demean himself in order to in- 
duce the diverse factions involved in the 
country’s destiny to join him for a meeting 
of minds. The format will be leaders of the 
three resistance factions, with Sihanouk as 
an ordinary member, and Vietnamese-in- 
stalled Prime Minister Hun Sen meeting 
under the structure of the UN-proposed 
Supreme National Council (SNC) at Si- 
hanouk’s new Pattaya residence in late 
June. 

A senior diplomat in Bangkok saw the 
initiative as a mini-coup by Sihanouk and 
Hun Sen, and there was certainly evidence 
to show Sihanouk and Hun Sen were 
working in harmony. A few days before 
the prince made his SNC gesture in 
Bangkok, he had hugged Hun Sen in 
Jakarta, where the Cambodian faction lead- 
ers were meeting under the auspices of In- 
donesian and French joint chairmen of the 
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Paris conference on Cambodia. Sihanouk 
announced then that he and Hun Sen had 
agreed on a way to break through the 
wrangle over the SNC hierarchy by having 
himself as chairman and Hun Sen as vice- 
chairman. 

Khmer Rouge leader Khieu Samphan 
vetoed the arrangement, objecting both to 
Hun Sen becoming vice-chairman and that 
the prime minister's Phnom Penh faction 
were refusing to agree to a draft peace pro- 
posal drawn up by the five permanent 
members of the UN Security Councilin Au- 
gust 1990. E 

Following that predictable. stalemate, 
Sihanouk and the other faction leaders ar- 
rived in Bangkok on 6 June for talks with 
Thai Prime Minister Anand Panyarachun. 
When Sihanouk initially announced he 
would go to Phnom Penh at the invitation 
of Hun Sen in November, and that the 
Cambodian prime minister would visit him 
in Pyongyang, it was taken as a 
further sign of a rift with a 
Khmer Rouge which had al- 
ready ordered its troops on the 


offensive to break a one-month 
ceasefire. 
But the folowing day 


Sihanouk came out with his 
trump card: he would not-be 
chairman of the SNC but would 
fill the place of a retiring col- 
league as an ordinary member, 
x» _, and all delegates were invited 
®. F tojoin him at his Thai Govern- 
ment~provided.. Pattaya. resi- 
dence. Khieu Samphan could not but agree 
to attend, and the just-departed Hun Sen’s 
approval was announced from Phnom 
Penh the next day. 

Hun Sen’s acceptance did, however, 
contain a caveat. “Although the prince has 
announced he was joining [the SNC] as a 
simple member, I am: looking forward to 
the implementation we arrived at.in Jakarta 
over the chairmanship and the vice-chair- 
manship, as there is no better alternative.” 

In fact, Sihanouk will undoubtedly act 
as de facto chairman at the meeting, despite 
his transparent exercise to deny such a role 
in order to get everyone together. Asked 
about this as he left a dinner hosted by 
Anand for leaders of the resistance factions, 
Sihanouk turned to Anand and said: 
“Some are more equal than others.” Khieu 
Samphan left the dinner separately and ` 
looking grim. Meanwhile, as observers 
noted, Sihanouk’s initiative has not stop- 
ped the war. a n 
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TAIWAN 


Opposition party loses its way over elections 


Fading dream 


By Julian Baum in Taipei 


aiwan’s leading opposition party, al- 

į ready suffering from a badly dented 

public image because of the parlia- 

mentary antics of its elected members, is in 

open disarray over the goals and strategy of 

its campaign for national elections to be 
held before the end of the year. 

As in the past, the Democratic Progres- 
sive Party (DPP) has not been able to keep 
its shortcomings hidden from public view. 
The controversy over the election campaign 
has been renewed this summer with the 
resignation of one of the party's most popu- 
lar lawmakers, Lin Cheng-chieh, who has 
accused his colleagues of being intolerant 
towards those who do not support inde- 
pendence for Taiwan. 

Lin’s resignation has been a major blow 
to the party at a time when it is los- 
ing ar and is also having diffi- 
culty finding enough funds for its 
campaign for the looming National 
Assembly elections. A recent fund- 
raising effort involving the sale of 
NT$100 million (US$3.9 million) in 
lottery tickets met with a poor 
response and the party earned 
less than NT$4 milion in new 
funds. 

A year ago, party leaders were 
confident they were riding a 
groundswell of popular support 
after the 1989 elections in which 
the DPP polled about 35% of the po- 
pular vote. Heartened by the open 
factional fighting in the ruling 
Kuomintang (KMT), some DPP lead- 
ers brashly predicted the party 
would be running the government by the 
mid-1990s. 

That dream is fast receding. According 
to public opinion polls, DPP elected officials 
at local-government level have not per- 
formed well and opposition lawmakers in 
the legislature have behaved more like 
petulant children than elected officials. In 
recent weeks, DPP legislators have thrown 
coal dust in the face of the president of the 
state-run electricity company, Taiwan 
Power, and have falsely accused the 
Speaker of the legislature, Liang Su-yung, 
of forging his educational qualifications in 
an attempt to oust him. 

Such tactics may have appealed to the 
party: faithful, but have done little to win 
the wider support needed if the DPP is to 
achieve more ambitious goals. 

In planning for National Assembly elec- 
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Lin: surprise jaalapalicn. 


tions, party officials have also discovered 
there is little public interest in its proposal 
for a new constitution to replace the pon- 
derous system of government the KMT im- 
ported from the mainland four decades 
ago. DPP leaders just concluded a two- 
month tour of the island to promote their 
“Democracy Charter.” But no more than a 
few hundred people turned out at each 
stop and the final rally in Taipei went virtu- 
ally unnoticed. 

One of the party’s most ambitious politi- 
cians has criticised the DPP for losing sight 
of its goals. “The problem is that the DPP 
leadership is not serious about becoming a 
ruling party,” said Hsu Hsin-liang. 

One difficulty is that while the DPP’s 18 
elected legislators enjoy a high public pro- 
file, they function independently of the 
party central committee, which is domi- 
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nated by ex-political prisoners and former 
elected officials who make up the opposi- 
tion old guard. Party chairman Huang 
Hsin-chieh and other leaders from the 
moderate Formosa faction enjoy much 
prestige among the rank and file, but exer- 
cise no control over the elected officials. 

Given that it is only a loose alliance of 
anti-KMT activists and independence advo- 
cates, consensus within the party has al- 
ways been fragile — as was demonstrated 
in mid-April when senior party members 
unanimously agreed to boycott the legisla- 
tive chambers and local government coun- 
cils and to take to the streets to protest 
against constitutional changes by the KMT- 
dominated National Assembly. 

The peaceful march of more than 10,000 
protesters through Taipei was impressive 
but the unity was short-lived. The elected 
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officials drifted back to their posts in sub- 
sequent weeks with nothing to show for 
their protest. Meanwhile, several DPP legis- 
lators broke ranks by sporadically returning 
to the chamber, embarrassed by accusa- 
tions that they were acting irresponsibly. 

Among the reluctant boycotters was 
Lin, a DPP founding member who advo- 
cates the unification of Taiwan with China. 
While his fellow ppp legislators were argu- 
ing about when to resume their posts, Lin 
was handed a 22-month prison sentence 
for leading a peaceful political protest in 
1989. He then disappeared for a week of 
meditation. Resurfacing, Lin announced he 
was resigning from the DPP. 

Lin shocked party leaders with charges 
that the DPP was no longer promoting 
democracy but advocating “separatism” 
from the mainland, though the ppp has al- 
ways been openly sympathetic to indepen- 
dence. 

Lin's complaint of intolerance was di- 
rected at the party's pro-independence 
New Tide faction, a highly vocal minority. 
Asked about Lin’s charges, New Tide 
intellectual Chiu Yi-ren hedged on the 
charge of intolerance, saying the issue is 
whether party members are willing to give 

priority to Taiwan and stop dream- 


politically. 

Chiu believes that the DPP is 
evolving a clearer policy on Taiwan, 
having moved from supporting the 
idea of self-determination to ad- 
vocating the concept of “indepen- 
dent sovereignty” in an attempt to 
have the KMT admit that it has no ac- 
tual sovereignty over the rest of 
China despite its claims to the con- 
trary. While outsiders regard both 
concepts as a recipe for outright in- 
dependence, the semantics have al- 
lowed the opposition to steer clear of 
sedition laws which prohibit 
separatism. 

Moderate DPP members say that 
the New Tide group has gained a 
wider following within the party because of 
the KMT’s more active policy on unification 
in the past year and China’s inflexibility 
over Taipei's demands for equal status in 
any talks with Peking. At the same time, 
the KMT has become more tolerant of free 

and scores of independence ac- 
tivists, once blacklisted from returning to 
Taiwan, have been back for visits in the 
past year. 

Chiu claims that because of these deve- 
lopments there is more awareness of 
Taiwan's de facto independence and more 
willingness than ever to question what 
Taiwan has to gain from unification. For 
these reasons, New Tide members say they 
cannot abandon their right to talk about in- 
dependence. “We must continue to express 
the idea, even though we can’t realise it 
now,” said Chiu. a 
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REGIONAL AFFAIRS 





North Korea agrees to 

talks on nuclear checks 

> North Korea has signalled its intention to 
begin talks on a nuclear-inspection accord, 
but it left unclear whether this represented 
a turnaround in its demand that the US 
remove its nuclear arsenal from South 
Korea, a Seoul Foreign Ministry source 
said on 8 June. At a meeting with Hans 
Blix, director-general of the International 
Atomic Energy Agency (IAEA) in Vienna on 
7 June, North Korean special envoy Chin 
Chung Guk said he was ready for talks 
with IAEA officials this month, but also 
hinted at modifying a few clauses in the 
standard safeguards accords text requiring 
unconditional international i ion of 
nuclear facilities. North Korea's readiness 
to discuss outside inspection — which it 
has so far refused — is seen as an attempt 
to normalise diplomatic relations with 
Japan. Tokyo has refused to normalise ties 
until North Korea allowed outside 
observers to make sure it was not 
developing a nuclear-weapons capability. 


Bangkok, Hanoi to 

exchange military attaches 

> Thai supreme military commander Gen. 
Sunthorn Kongsompong has agreed to 
exchange military attaches with Vietnam. 
During a one-day visit to Hanoi on 7 June, 
Sunthorn, who heads the National 
Peacekeeping Council, also discussed 
Thai-Vietnamese military relations, the 
arrest of Thai fishermen off the Vietnamese 
coast, the problem of Vietnamese pirates 
operating in the Gulf of Siam and possible 
future economic cooperation between the 
two countries. The Thai general, who 
fought in South Vietnam during the US 
war in Indochina, repeated an earlier Thai 
invitation for Vietnamese Premier Do Muoi 
to visit Thailand. 


Warning for Washington 

in report on Japan 

> A draft report prepared for the US 
Central Intelligence Agency (CIA) by 
outside experts says that Japan is focused 
solely on “the accrual of greater economic 
wealth and power, unimpeded by any 
sense of responsibility for world leadership 
or global welfare.” The report, Japan 2000, 
was prepared under CIA contract at RIT 
Research Corp., a subsidiary of the 
Rochester Institute of Technology in 
Rochester, New York. The report says that 
the Japanese are “racist” in their tendency 
to discriminate against foreigners. The 
report also says that Japan is bound for 
world economic dominance unless the 
West strongly reasserts itself, and warns 
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that unless the US budget deficit is brought 
under control, the US may be unable to 
wage war without Japanese consent and 
financial backing. 


Officials discuss British 
boat-people proposal 

> British, Hongkong and US officials met 
in Washington in early June as the number 
of Vietnamese boat-people arrivals in 
Hongkong reached an alarming 200 a day. 
They discussed a British proposal to 
approach Hanoi with a plan to set up an 
internationally managed centre in Vietnam 
to hold boat people screened out as 
economic migrants rather than true 
refugees, but who do not volunteer to 
return home. The US officials appear to 
have gone along with the plan, though 
Washington is sticking to its principle that 
there should be no forced repatriation of 
Vietnamese. In this it shares common 
ground with Hanoi, which also refuses to 
accept refugees returned against their will, 
while at the same time being willing to 
allow those who want to return to resettle 
without recrimination. 
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Taipei urged to reapply 

for UN membership 

> A group of 80 legislators from the ruling 
Kuomintang have asked the Taiwanese 
Government to reapply for membership in 
the United Nations 20 years after Taiwan 
was expelled in favour of Peking. 
Government officials oppose the move, 
saying it would force China to use its veto 
in the UN Security Council and leave the 
impression that Taiwan advocated 
independence. But the lawmakers say 
they would like to follow the example 

of the two Koreas, which are planning to 
join the organisation with approval from 
China. 
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Widow’s message fails to 
satisfy Delhi leaders 

> The widow of 
assassinated Indian 
leader Rajiv Gandhi 
broke her silence 
since his funeral last 
month to urge 
Congress party 
workers “to work 
unitedly” in 
upholding party 
values and “fulfilling 

his dream of a strong united India.” But 
Sonia Gandhi’s message, in a letter to 
interim party president P V Narasimha 
Rao on 8 June, fell short of the appeal to 
Indian voters that many Congress officials 
had wanted. The general elections, 
interrupted by the 21 May assassination, 
resumed on 6 and 8 June in Assam state 
where a truce between rebels and the army 
allowed a turnout of more than 50% of 
eligible voters. Voting for 305 of the 510 
seats elsewhere in India was scheduled for 
12 and 15 June, with strife-torn Punjab 
going to the polls on 22 June. 





Sonia Gandhi. 


Manila politician gives 

in to party revolt threat 

> Liberal Party leader and Senate 
President Jovito Salonga, who engineered 
his own selection last March as his party’s 
presidential candidate for the 1992 
elections, has been forced to re-open the 
nomination process in the face of a 
threatened revolt by senior party members. 
The development came after Liberal 

Sen. Orlando Mercado proposed the 
nomination of respected Chief Justice 
Marcelo Fernan, who has indicated he 
would stand if there is sufficient support. 
Salonga’s age is regarded as a drawback in 
an electorate where 80% of the voters are 
under 45. 


New Pakistani army 

chief to take over in August 

> Pakistan is to have a new army chief, 
Asif Nawaz, in place of Gen. Mirza Aslam 
Beg, who is due to retire on 17 August. A 
week after that Lieut-Gen. Shamim Alam 
is scheduled to take over the largely 
ceremonial post of chairman of the joint 
chiefs of staff committee from Adm. 
Iftikhar Sirohi, who is retiring from the 
service. The new appointments are seen as 
a victory over the army by the civilian 
government, as Beg is widely believed to 
have favoured Alam for the pivotal job of 
army chief of staff. Nawaz is currently 
chief of the general staff at army 
headquarters. 
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Options increase. Questions accumulate. Optimum fuel 
management for your nuclear reactors calls for more numerous and complex strategies. 
Whatever your question, the Cogema group helps to provide an answer. Cogema, the major nuclear 
fuel cycle group, is the only company with expertise in the whole nuclear fuel cycle. Our know- 
how draws upon more than forty-five years of experience. 

Whatever your question, the Cogema group is your closest adviser. Uranium mining and conver- 
sion, enrichment, fuel assembly fabrication, reprocessing, transportation, spent fuel condi- 
tioning, storage, engineering, consulting, each Cogema group product and service meets your 

- requirements for quality and competitive advantage. 

Whatever your question, the Cogema group supports your strategy. Cogema experts contribute to 
the efficiency of your power generation system. In each step of the nuclear fuel cycle, our industrial 
commitment means reliable products, flexible services and long-term security of supply. 
Whatever your question, the Cogema group is committed to you. Today and tomorrow. 
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This 386 was born to sit 
on your lap. 





























IBM is proud to announce the birth of a new PS/2™, 
It has full-size features and power, m it weighs i in at just — 
3.5 kilograms. 
If you’re on the road a Jot, or if you often need to: take 
work home, the IBM PS/2 Laptop you. It pac 
386SX processor and 60 Megabyte hard disk of a daktop 
system, but fits easily into a briefcase. __ 
And unlike some laptops, ours is built for acid: For 
your full-size hands, you'll find a full-size IBM keyboard that _ 
slopes at just the right angle for easy typing. The high-contrast 
VGA display is easy on your eyes in an airport lounge or a 
hotel room. 
This baby also has amazing energy. Its battery-saving 
features keep you running longer on a single charge. An 
advanced Suspend/Resume feature lets you interrupt your report _ 
when they call your flight — and pick up right where you left 
off at 30,000 feet. Your data is safe — even when you change 
the battery. 
If you do serious work away from your desk, you're going 
to like this baby. Visit your IBM Authorised Dealer and yi it 
on your own lap. 


| To learn more about the new IBM PS/2 Laptop 140 SX, send for 

| our free information package. Clip your name card and mail it to: | 

| JBM World Trade Asia Corporation i 
Advertising/Promotion Centre 

| GPO Box 105, Hong Kong 


PS2 ia a trademark of IBM 








HAVE A ‘PACIFIC-ASIA SPECTACULAR’ HOLIDAY WITH INTER-CONTINENTAL HOTELS! 





Planning a vacation? Inter-Continental hotels have a special ‘Pacific-Asia Spectacular’ in store for you. Between May 
15 and August 31, enjoy attractive holiday rates at eleven exciting destinations that offer luxurious rooms, fine dining and 
incomparable service. You'll welcome thoughtful touches like late check-out, a fruit basket and a memento of your stay. 
Call your nearest Inter-Continental hotel, sales office or your travel agent for details today. 


US$ PER | US$ PER 
BANGKOK : Siam Inter-Continental 102 102 
BOMBAY : Taj Mahal Inter-Continental 135 145 
COLOMBO : Ceylon Inter-Continental 65 65 56 56 






























NEW DELHI : Taj Palace Inter-Continental 
SEOUL : InterContinental Seoul 




















SHENZHEN : Forum Hotel Shenzhen 
DAVAO : Insular Inter-Continental SYDNEY : Inter-Continental Sydney | 16 | 16 ‘| 
AKARTA : Borobudur Inter-Continental | 130 | 130 | TOKYO: Keio Plaza Inter-Continental | m | mm | 






MANILA : Inter-Continental | 8 | 8 | YOKOHAMA: Yokohama Grand Inter-Continental Opening August 20,1991 


* All rates are quoted in U.S. dollars and are subject to tax and service charge. Rates effective May 15 through August 31, 1991, and subject to availability and advance reservations, Not available to group. 
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With more than 100 hotels worldwide. 
POR RESERVATIONS, CONTACT YOUR TRAVEL AGENT OR CALL YOUR LOCAL INTERCONTINENTAL / FORUM HOTEL OR... WORLDWIDE RESERVATION OFFICE 
BANGKOK INTER-CONTINENTAL : 66(2) 25340055 JAKARTA BOROBUDUR : 6X21) 370.333 SHENZHEN FORUM HOTEL : 86755} 236-333 AUCKLAND : 649} 391-443. 
BOMBAY TAJ MAHAL : 9122) 202-3366 MANILA INTERCONTINENTAL : 6302) 815-9711 SYDNEY INTER-CONTINENTAL : 61(2) 2300200 HONG KONG : 852 827-0000 
COLOMBO INTERCONTINENTAL : 94(1) 421-221 NEW DELHI TAJ PALACE : 9011) 331-0404 TOKYO KEIO PLAZA - SiG) 33440011 SINGAPORE : 65 226-2822 
DAVAO INSULAR : 6382) 7641 SEOUL INTERCONTINENTAL : 8212) 555-5656 SYDNEY : 008-223-335 (TOLL FREF), OR 232-1199 


TOKYO: O1204455-655 (TOLL PREE) 
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New moves to tackle overseas students chaos 


A lot to learn 





By Jacqueline Rees in Canberra 
[I has been a slow and costly learning 





process. The Australian Government is 

only now getting to grips with a major 
education scandal which has caused misery 
for thousands of students from Asia, spel- 
led financial disaster for a number of Eng- 
lish-language schools and inflicted enorm- 
ous damage to Australia’s image in the re- 
gion. 

Some of the main beneficiaries from the 
Australian overseas students education 
programme during the past five years have 
been criminals who quickly caught on to 
methods of exploiting the system for drug 
trafficking and prostitution, and Chinese 
nationals who have exploited it to gain il- 
legal entry into Australia. Within three 
years of the scheme being introduced in 
1986 about 30,000 illegal immi- 
grants — 20,000 of them from 
China — had entered the coun- 
try under the slack regulations 
then in force. 

Now, after ignoring pleas 
from the education export in- 
dustry for three years, the 
government has introduced 
legislation in a bid to sort 
out the chaos it has created. 
The government move comes 
in the wake of an Industries 
Commission report published 
early this month which blamed 
over-zealous ministers and offi- 
cals for blighting an industry 
worth up to A$1.2 billion 
(US$902 million) a year in ex- 
ports. 

There was no legislative or regulatory 
framework in existence when Australia 
opened its doors to fee-paying students in 
1986. In the first year of the programme 
there were 600 students each from China, 
Indonesia and Japan, with the balance of 
4,500 shared by South Korea, Thailand, 
Hongkong, Taiwan and Europe. By 1989 
there were 15,531 Chinese at English Lan- 
guage Intensive Courses for Overseas Stu- 
dents (ELICOS) Association colleges and at 
the time of the June crackdown in China 
there was a 37,000 backlog of hopeful 
Chinese applicants awaiting processing or 
entry to Australia. 

It was then that the Australian Govern- 
ment woke up to the way in which the sys- 
tem was being abused. But it over-reacted 
and introduced four separate measures 
from August 1989 to December 1990, mak- 
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ing student entry requirements so strict and 
cumbersome that even officials responsible 
for issuing visas were often unable to un- 
derstand the procedures. 

The effects were disastrous. Fourteen 
colleges for overseas students in Australia 
collapsed — in many cases after having 
promised places to applicants and accepted 
their money. Genuine students thus found 
themselves stripped of savings which they 
had paid in advance to bona fide language 
schools bankrupted by government incom- 
petence. The president of the Australian 
Vice-Chancellors Committee, Prof. Ken 
McKinnon, warned the government last 
year: “The policies are increasingly making 
Australia look inhuman, incompetent and 
financially gouging.” 

A study prepared by ELICOS for the In- 
dustries Commission inquiry showed that 





Chinese students demonstrate in Peking demanding refunds. 


the number of visas issued for students to 
enter Australia to study English fell by 40% 
in 1990 against the previous year and 
would decline a further 41% this year. The 
figures also showed that the industry 
moved from earning a surplus of A$145 
million from pre-paid fees in the first half of 
1989 to a cash flow deficit of A$9 million in 
1990. The industry's output value is ex- 
pected to drop from A$102 million in 1990 
to A$31 million this year. 

During the early days of the scheme at 
least 150 international drug couriers are 
thought to have used it to enter Australia. 
As early as June 1987 ELICOS informed Edu- 
cation Minister John Dawkins’ department 
that the scheme was being abused — par- 
ticularly by people from China. It was also 
widely known that Japan and the US had 
faced similar problems and had restricted 
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their schemes accordingly. Yet the Austra- 
lian authorities ignored the warnings. 

In January 1988 Colin McNaught, the 
convenor of the ELICOS association, wrote to 
David Buckingham, an official in Dawkins’ 
department, to alert him to the fact that 
schools were reporting “serious problems 
with People’s Republic of China students 
disappearing or attending very irregularly.” 

An Immigration Department minute 
dated 22 September 1988 declared: “The 
problems had been identified . . . by this of- 
fice as far back as October 1987. No one in 
Canberra has wanted to know about it and 
the measures taken to date are not going to 
do anything to solve the crisis.” 

It was not until late last year that the ad- 
mission was made in a cable despatched 
from the Australian Embassy in Peking that 
“most ELICOS applicants from the PRC are 
not genuine students.” 

Shadow minister for education David 
Kemp launched a scathing attack on Prime 
Minister Bob Hawke and Dawkins in par- 
liament early this year. Critics of the over- 
seas student scheme were up against “a 
prime minister then immersed in his totally 
unrealistic courtship of China and a minis- 
ter who saw himself as the saviour of 
the balance of payments,” 
Kemp said. 

“One of the minister's bright 
ideas was to correct the balance- 
of-payments deficit by pump- 
ing up as rapidly as possible the 
export of education. In his 
drive to treat education as 
an industry . . . he has wreck- 
ed the orderly administration 
of Australia’s immigration po- 
licy.” 

Part of Kemp’s blast was di- 
rected against the restric- 
tions the government intro- 
duced from August 1989. These 
targeted China, South Korea 
and Thailand, countries whose 
applicants had particularly 
abused the system. The effect, 
however, has been a drop in interest 
among genuine students from nations 
which have a long history in sending stu- 
dents to Australia. The ELICOS study found 
that numbers from Hongkong and Taiwan 
had fallen by 44% in 1990 from 1989, and 
those from Thailand by 54%. The Japanese 
figures went down 11%. 

The study warns that if Australia fails to 
re-establish its education export industry in 
a way that is attractive to the region, the 
country is in danger of becoming “increas- 
ingly irrelevant to a modernising Asia 
where English has become the lingua 
franca.” It adds that Japan “may grasp the 
challenge” and “hire our teachers at vast 
salaries” to set up schools in Australia, 
Japan and elsewhere in the region, thus 
“dominating the international market that 
should be Australia’s.” a 
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INDONESIA 1 


Growing labour unrest triggers government reaction 


Pressures of work 


By Adam Schwarz in Tangerang 

rowing dissatisfaction among In- 
( donesia’s workers, the central if 

often overlooked actors in the coun- 
try’s four-year, export-led economic boom, 
is beginning to take on a more strident tone 
and pose both a political and economic 
challenge for the government, local busi- 
ness and foreign investors. 

Rapid industrialisation is changing the 
nature of Indonesia’s workforce. While ag- 
riculture is and will remain the country’s 
primary source of employment, tens of 
thousands of young Indonesians are leav- 
ing their villages to seek work in the indus- 
trial zones surrounding the nation’s urban 
centres. 

In Tangerang and other satellite towns 
to the west of Jakarta, workers have 
flooded in to take up jobs making shoes, 
canning fish, stitching shirts and assembl- 
ing toys. The government credits these and 
other labour-intensive industries for ab- 
sorbing new entrants to the workforce and 
generating export revenue. 

Labour activists paint a darker picture. 
They say the labour-intensive investment 
boom has exposed workers to the cost-cut- 
ting mentality of export-oriented businesses 
without the shield of government protec- 
tion. 

Workers, they say, are paid slave 
wages, are often malnourished, have little 
concept of their legal rights and barely 
share in the profits they help create. 

An upsurge in strikes, work stoppages 
and demonstrations supports the conten- 
tion that labour unrest is increasing. Ana- 
lysts say unanswered complaints over low 
wages and poor working conditions have 
created the conditions for a more radi- 
calised labour movement. 

The government, for its part, is deter- 
mined to prevent organised labour from 
either disturbing the continued flow of for- 
eign investment or from becoming a politi- 
cal force in its own right. Many officials and 
employers, recalling Indonesia's experience 
under former president Sukarno, continue 
to think of unions as communist-inspired 
bodies more interested in playing politics 
than protecting workers. 

As a consequence, unions under Presi- 
dent Suharto’s New Order government 
have been effectively rendered impotent. In 
1985 the government forced the country’s 
unions to join the single, state-controlled 
All Indonesia Workers Union (spsi), which 
activists said has neither the resources nor 
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the will to stand up for workers against big 
business. 

Under Indonesian law, the right to 
strike is nominally allowed, but the govern- 
ment ensures that right is rarely exercised. 
“The right to hold a strike is protected 
under the constitution, but exercise of that 
right is still not tolerated in Indonesia be- 
cause it is harmful to all sides,” Manpower 
Minister Cosmas Batubara said in a speech 
last November. 

Union restrictions have also caused 
problems for Indonesia internationally. The 
SPSI, for example, has not been recognised 
by the International Confederation of Free 
Trade Unions. And the Washington-based 
American Federation of Labor-Congress of 
Industrial Organisations has petitioned the 
US Trade Representative (USTR) four times 
during the past six years to revoke In- 





A rare wildcat strike in Jakarta. 


donesia’s access to preferential import 
duties because of restrictions on workers’ 
right to associate. The first three petitions 
were rejected by the USTR and the latest, 
submitted on 1 June, is still under consider- 
ation. 

The government is clearly divided on 
how to respond to labour’s complaints. 
More progressive members of parliament 
and ministers concerned with protecting 
Indonesia's image overseas tend to support 
stronger efforts to protect workers’ rights. 
Elements within the military and the Man- 
power Ministry, however, are uncomforta- 
ble with this trend and remain hostile to 
any competition to SPSI. 

In September the Solidarity Free Trade 
Union, launched by union activist Saut 
Aritonang and human-rights campaigner 
H. J. C. Princen, received a chilly reception 
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from the government. Minister for Political 
Affairs and Security Sudomo, a former 
manpower minister, said the new union 
would be tolerated “as long as it followed 
the rules.” 

In an interview, Sudomo said the gov- 
ernment would “watch carefully where 
[Solidarity] gets its money,” a reference to a 
regulation which requires non-governmen- 
tal organisations to report all sources of for- 
eign funds. A memo from Home Minister 
Rudini in January reminded local officials 
not to provide “any services or facilities” to 
Solidarity because it was not properly regis- 
tered with the government. “Solidarity is 
connected to political purposes,” Batubara 
told the Review. “They are just using la- 
bour as a banner. It’s better to let SPSI grow 
[because] it has labour rights as its top 
priority.” 

On 3 June Princen reported that Saut 
had been abducted by “six armed men” 
the day before on a busy street in central 
Jakarta. After being released on 6 June, 
Saut told the REVIEW he had been kept 
blindfolded and bound the entire time he 
was detained except for a six-hour interro- 
gation session on 4 June. Saut said he was 
questioned about where Solidarity got its 
money and his connections 
with local political dissidents. 
Saut and Princen said they 
suspect the army was behind 
the kidnapping, but both army 
spokesman Nurhadi Purwo- 
saputro and Sudomo denied 
the military or intelligence 
agencies were involved. 

While the incident under- 
scored growing tension be- 
tween the government and la- 
bour activists, the sheer size 
and expansion of the workforce 
have also played a major part 
in raising the stakes for labour 
activists and government offi- 
cials. 

Indonesia's 74 million- 
strong labour force is growing 
by 2-2.5 million a year, a pace that many 
economists fear will outstrip the gain in 
new jobs created. At present only about 
55% of the total labour force can find more 
than 35 hours of work each week, and 
about 2 million labour are unemployed. In 
addition, about three out of four Indone- 
sian workers are employed in the “informal 
sector” as petty traders, retail vendors, cot- 
tage-industry employees or day labourers. 
This group falls largely outside the scope of 
government supervision. 

Manufacturing industries, the fastest 
growing sector in the economy, are more 
directly affected by official labour regula- 
tions. But most of the workers in these in- 
dustries are poorly educated and, by re- 
gional standards, relatively unproductive. 
The government fears that enforcing its la- 
bour rules strictly would slow new invest- 
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Top Multinational Companies are 
already rubbing y ews in Jebel Ali. 
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Why aren't you? 


Over the last 10 years, the Middle East has rapidly gained 
recognition as a world market. And now, more and more 
companies are looking to the region to expand their operations - in 
manufacturing, assembling, packing, re-exporting and distribution. 


Today, the Jebel Ali Free Zone Dubai, has opened its doors to the 
world and put together a package of benefits few companies can 
afford to ignore. 


* 100% foreign ownership + Unlimited transfer of profit and capital 
* No corporate taxes for a minimum of 15 years 

+ No personal income taxes * No import duties/export taxes 

+ Abundant energy * Cost-effective labour force 


The Free Zone is built around Jebel Ali Port, the largest man-made 
harbour in the world. This gives the zone direct access to the Gulf 
region, with a consumer market of over 1 billion people. 


All this, combined with a complete infrastructure and a superb 
quality of life for company employees has made Jebel Ali one of 
the most exciting business opportunities in the world. Ask any of 
the 300 companies that are already here. 


À Jebel Ali Free Zone 
’ Authority, Dubai 





Marketing Dept. No.07, P.O.Box 3258, Dubai, U.A.E. Tel: 084 - 56578, Telex: 47398 PAJA EM, Fax: 084 - 56093. 









But while the Manpower Ministry's 
~~ lethargic approach to ‘enforcement pleases 
business, it is sowing the seeds of future 
trouble. According the Imam Soedarwo, 
-- -spsi’s chairman, there are 126,000 business- 
_ es in Indonesia that employ five or more 
workers, but less than 10,000 have estab- 
_ lished spsi units and only about 1,500 are 
_ considered “dues-paying members in good 
_ standing.” 

© Batubara says his ministry is committed 
= to enforcing laws regarding minimum 
wages, which range from Rps 850-2,600 
(43 US cents~US$1.33) a day — but there is 
_ little evidence of concrete action. A 1989 
_ ostudy by the spsi and the Asian-American 








INDONESIA 2 







“he large number of sport-shoe fac- 

@ tories that have sprung up in In- 
- ` donesia since 1988 are exactly what 
> Indonesia's economic planners wanted. 
=- They are quick to build, highly labour-in- 
< tensive and are major generators of foreign 
_ exchange. But labour activists say they are 
also a perfect example of how free-market 
_ principles in the absence of government 
_ — regulation lead to the exploitation of work- 
ers. 
-~ Foreign investors have ploughed more 
-than US$350 million into new shoe factories 
in Indonesia, almost all in the past three 
years. Once on line, the factories are ex- 
“pected to generate over US$1 billion a year 
in: foreign-exchange revenue. Major US 
shoe firms like Nike and Reebok now 
_ source a significant part of their worldwide 
_ production out of Indonesia. 
_©Almost all of the actual investment, 
however, has come from Asian countries 
“= notably South Korea and Taiwan — 
‘where rising land and labour costs are forc- 
_ ing manufacturers to move to countries like 
“Indonesia, where wages are among the 
lowest in the world. 
Recent reports compiled by Institut Tek- 
- nologi Bandung (1s) and the Asian-Ame- 
rican Free Labor Institute (AAFLI) target 
_ Nike for encouraging labour abuses in In- 
_ donesia. The AAFLI report, written to bolster 
a labour-rights complaint to the US Trade 
Representative, alleges that Nike’s system 
of procuring shoes in Indonesia leads to a 

‘degree of labour exploitation that would be 
unacceptable in the US. 
-. Nike, which does not invest in manufac- 

-turing facilities, buys shoes from six fac- 
- tories in Indonesia. Four of them are South 
-< Korean-owned and two are Indonesian- 
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ment and curtail the creation of new jobs. : 


"Free Labor Institute of 1,017 companies in 


the Jakarta area revealed that 56% were 
paying less than the minimum wage. 
Batubara said his ministry “did not have 
any data” on the level of compliance with 
minimum-wage regulations. “We have a 
shortage of inspectors,” he said, adding 
that the government has only six labour in- 
spectors to monitor the 1,200 companies in 
Tangerang. 

Soedarwo also said the focus on 
minimum-wage compliance deflects atten- 
tion from the more important issue of 
bringing the minimum wage in line with “a 
decent standard of living.” The Manpower 
Ministry calculates what a worker must 
earn in each province to provide for his 


| Shoe manufacturers accused of exploiting labour 


Running a business 


owned, though the latter have technical 
assistance agreements with South Korean 
firms. The six factories, all of which have at 
least one permanent Nike manager at their 
production plants, employ some 24,000 
workers and export more than US$200 mil- 
lion worth of shoes a year. 

Nike bought about 6 million pairs of 
shoes from its Indonesian producer-affi- 
liates last year, representing around 8% of 
its total worldwide production. Nike shoes, 
which sell for an average of US$65 in North 
-American and European shops, cost about 
US$12 a pair to make in Indonesia. 

Union activists say labour regulations 
are violated regularly at the six factories, 
and point to a series of worker protests to 
support their claim. Part of the problem 
they, and some government officials, say is 
the management style of the South Korean 
managers. South Korean businessmen, 
who in addition to shoes have invested 
heavily in textiles, wood products and elec- 
tronics, have gained a reputation for treat- 
ing Indonesian workers poorly. 

“Tve tried to explain [to South Korean 
investors] that treating workers. harshly is 
not good for Indonesia,” Manpower Minis- 
ter Cosmas Batubara told the REVIEW. Offi- 
cials complain that South Koreans have 
made no effort to understand cultural dif- 
ferences between Indonesian and Korean 
workers, and ride roughshod over Indo- 
nesian sensitivities. Another manpower 
official, Haris Sudiminanto, said: “If [South 
Korean investors] do not want to under- 
stand the conditions here, the government 
should send them back to Korea.” 

The ITB-AAFLI studies accuse the South 
Korean-owned factories producing for 
Nike of paying less than the minimum 
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minimum physical needs, based .on daily 
caloric intake, shelter costs and so:on, The 
minimum wage falls well below these 
levels for all provinces. For a married 
worker with two children in Jakarta, the 
minimum wage provides 31% of minimum 
physical needs. For a married worker with 
three children in West Java, the minimum 
wage provides 15% of minimum physical 
needs. oe 

Solidarity, which daims around 22,000 
members in the Jakarta area, is pushing for: 
a new minimum wage of US$3 a day and 
more freedom to press for workers’ rights. 
Saut also added that thousands of workers 
will demonstrate in Jakarta if the govern- 
ment tries to shut down Solidarity. = 


wage, not respecting special rules for 
women workers, obliging workers to work 
overtime and violating child-labour laws. 

Enny, a worker: at Nagasakti -Para 
Shoes, a Nike producer, says workers: “are 
terrified” of the. South-Korean managers. 
“They yell at us ‘when we don’t make the 
production quotas and if we talk back they 
cut our wages,” she said, Enny, who said 
workers are not allowed to leave the factory 
during the workday, makes about Rps 
15,000 (US$7.70) for a 50-hour workweek. 
She said she and her friends had never 
heard of spsi, the sole, government-ap- 
proved labour union. 

Sung Hwa, which employs 5,000 In- 
donesians and 60 South Korean managers, 
sold about 2 million pairs of shoes to Nike 
last year, according to managing director 
Lee In Jae. Lee said he had frequent prob-. 
lems with “worker discipline.” oe 

“Indonesian workers are different from 
Koreans,” he said. “They don’t care much 
about money.” He said the low productiv- 
ity of Indonesian workers and the difficulty 
of securing raw materials had kept his fac- 
tory at the breakeven point. “With the 
same size factory in Korea, I could produce 
33% more shoes with 40% fewer workers.” 

For their part, Nike executives said they 
had no control over labour practices in the 
firms they buy from. “They are our sub- 
contractors,” said John Woodman, Nike's 
general manager in Jakarta. “It’s not within 
our scope to investigate [allegations. of la- 
bour violations].” 

Woodman said he was aware of labour 
disturbances in the six factories that make 
Nike shoes, but that he had not asked what 
the disturbances were about. “I don’t know 
that I need to know,” he said. 

“Nike's strategy is to pit six Korean-run 
factories against each and- have them. com- 
pete for orders based on who. produces 
the cheapest shoe,” ‘said Jeffrey Ballinger, 
AAFLI’s representative in Jakarta. “The gov- 
ernment doesn’t protect the workers, the 
union. is complacent and Nike. looks the 
other way. Is it any wonder the workers are 
getting screwed?” = Adam Schwarz 
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Census fails to allay concern on marriage patterns 


Single-min 





By N. Balakrishnan 





rapid increase in the size of Singa- 

pore’s foreign population, both with 

and without permanent resident 
rights, is helping to compensate for the 
fact that the “core” population — Singa- 
pore’s own citizens — is growing slowly 
despite official campaigns to encourage 
single people to get married and have 
children 


A slow natural growth and an ageing 
population have been worrying the govern- 
ment, but total population growth is 
healthy and should go some way towards 
alleviating the persistent labour shortage of 
the past few years. 

According to the 1990 census, whose 
preliminary results were published in May, 
Singapore’s total population, including 
long-term and short-term foreign residents, 
increased by 2.2% a year in the 1980s to 
reach 3,002,800 in mid-1990. Of this, 
2,690,100 were Singaporeans and foreign 
citizens who are permanent residents. The 
rest included foreigners on short-term work 
contracts and students. 

The core population was 2,578,700 last 
year, having grown at an annual rate of 
1.6% in the 1980s. The number of foreign 
permanent residents, on the other hand, 
grew at 2.4% per annum to reach 111,400 in 
1990. In the 1970s the population of Singa- 
pore citizens and permanent residents com- 
bined grew at an annual average of 1.54%. 

On census day in June last year there 
were also 312,700 foreigners with tempo- 
rary residency rights in Singapore, such as 
students and employment-pass holders, 
compared with 181,800 in 1990. While the 
increase in temporary residents may seem 
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high, people in this category are generally 
prohibited from marrying, or even giving 
birth, in Singapore. 

Worries that the ethnic composition of 
Singapore might have undergone de- 
stabilising changes are not supported by 
the census figures. The make-up of the re- 
sident population remained much the same 
with the Chinese percentage going down 
slightly from 78.3% in 1980 to 77.7% in 1990 
while the Indian percentage moved up to 
7.1% in 1990 from 6.3% in 1980. The Malay 

tage declined slightly to 14.1% from 
14.4% a decade ago. 

While the fear of Chinese Singaporeans 
of being outbred by the other ethnic groups 
has yet to come true, the age structure of 
the various ethnic communities indicates 
that the Chinese may indeed comprise a 
smaller part of the population in the future 
unless augumented by immigration from 
other areas, such as Hongkong. 

The Malays had the most youthful 
population, with 29.0% of the total being 
below 15 years of age com with 22.1% 
of the Chinese and 23.7% of the Indians in 
the same age group. But, even the Malays 
did not escape the overall ageing trend of 
the population — all three groups had a 
higher percentage of under 15s in 1980 than 
in 1990. The percentage in 1980 for the Chi- 
nese, Malays and Indians were 27.2%, 
31.2% and 25.4% respectively. 

The declining fertility rate among the 
Chinese seems to have been halted since 
1987 when new policies encouraging peo- 
ple to have more children were introduced. 
The number of Chinese under age four in 
1990, though lower than in 1980, has stop- 
ped shrinking and is levelling off, says the 
report. 
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Nor has there been a major change in 
religious composition despite the high pro- 
file of Christian evangelism. While the per- 
centage of Christians in the total population 
increased from 10% in 1980 to 13% in 1990, 
the vast majority of the Chinese — 68% — 
declared their religion as either Taoism or 
Buddhism. 

The tendency for Singapore women, 
particularly the Chinese, either to marry 
late or not marry at all — which also wor- 
ries the government — seemed to persist in 
1990. 

The proportion of Chinese females in 
the 25-39 age group who remained unmar- 
ried rose from 35.2% to 42.3% in 1990, 
though some of the increase can be attri- 
buted to women going on to higher educa- 
tion before getting married. The proportion 
of Malay women in the same age group 
remaining unmarried showed a small de- 
crease from 25.6% in 1980 to 24.9% in 1990. 

Meanwhile, the educational levels of 
Singaporeans has increased in the 1980-90 
period. About 97% of those between six 
and 16 years of age were attending school 
compared with 90% in 1980. The propor- 
tion attending schools in 1990 increased for 
all ethnic groups; in all groups, more than 
90% of those eligible were attending 
schools. The general literacy rate of the 
population increased from 84% in 1980 to 
90% in 1990. 

There has also been a major shift in the 
languages used at home, owing to the gov- 
ernment policy of emphasising the use of 
Mandarin instead of Chinese dialects at 
home and the prevalent use of English in 
commerce and government. 

Nearly one fifth of all households now 
use English at home, a sharp increase from 
12% in 1980. The use of Mandarin rose even 
more sharply to 26% last year compared 
with 10.2% in 1980. The use of Chinese 
dialects correspondingly was down from 
59.5% in 1980 to 36.7% in 1990. The propor- 
tion of Chinese households speaking Eng- 
lish rose from 11% to 21% in 1990 while 
Chinese households speaking Mandarin in- 
creased from 13% in 1980 to 33% in 1990. 

One area where government policy has 
yielded less than dramatic results is in the 
use of transport. Direct and indirect taxes as 
well as a system of road tolls make car own- 
ership in Singapore one of the most expen- 
sive in the world but the proportion of the 
population using cars to commute to work 
actually increased to 17% in 1990 from 14% 
a decade ago. 

By contrast, the percentage of the popu- 
lation using the Mass Rapid Transit (MRT) 
was only 10% in 1990. The fact that the sys- 
tem, which began operations only in 1987, 
still does not serve many areas of Singa- 
pore, may account partly for the continuing 
commuter reliance on the car. The most po- 
pular mode of commuting is by bus, which, 
like the MRT, is largely government owned 
and operated. a 
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~ Jtang’s death uncomfortable reminder to leaders 


Mortal remains 





By Tai Ming Cheung in Peking 



















ven in death, Jiang Qing, Mao 
Zedong’s widow and leader of the 
Gang of Four, has managed to cause 
considerable discomfort among her oc- 
---togenarian arch-foes in Zhongnanhai. A 
two-week delay in the announcement of 
her death — and then only after prompting 
by foreign news reports — suggests the au- 
thorities were unsure as how to handle the 
ramifications of the passing of one of mod- 
ern China’s most controversial political fig- 
ures. 

= < Whether intentional or not, Jiang’s 
Suicide in mid-May was awkwardly timed 
with the tense run-up to anniversaries 
-marking the military crackdown on protes- 
tors. in Peking in June 1989. In deciding to 
withhold news of her death, the authorities 
-may have feared that Jiang’s passing could 
become a catalyst in sparking unrest, much 
as the deaths of prominent leaders in the 
past, in particular Zhou Enlai and Hu 
Yaobang, brought people on to the streets. 





As it turned out, Jiang’s 
death caused few public rip- 
ples, primarily because she 
has become a historical fig- 
ure. For most Chinese her 
passing, though a matter of 
interest, amounted to little. 
For the elderly leaders, 
however, many of whom 
were purged during the 
Cultural Revolution when 
Jiang was at the height of 
her political power, she as- 
sumed a greater personal, 
political and historical im- 
portance and her death 
may have set off greater re- 
verberations within the rul- 
ing elite. 

Politically, some observers think that 
Jiang’s death could focus more attention on 
the debate over the significance of Maoist 
thinking in current political orthodoxy. 
Maoist ideology has made a partial come- 
back in leaders’ speeches and in the official 


media since the swing to political conser- 








vatism in June 1989, Jiang’s passing could, 
therefore, be used by hardline conserva- 
tives as a: means to press for a further reas- 
sessment of the role of Mao himself, espe- 
cially by attributing more blame for many of 
the excesses of the Cultural Revolution to 
Jiang rather than Mao, — 

So far, however, there 
have been few public indica- 
tions that the conservatives 
have made any moves. to 
capitalise on Jiang’s suicide. 
Jiang’s death was played 
down by the official media, 
mentioned only. briefly in 
the inside pages of most 
newspapers, and referred to 
without any connection 
with Mao. 

The only substantial arti- 
cle on the implications of her 
death appeared in the 
Shanghai-based Liberation 
Daily on 9 June, which 
warned against “relaxing the 
utter rejection of the teach- 
ings of the Cultural Revolution.” Drawing 
parallels between Jiang and Hitler, and im- 
plying a similar situation in China today, 
the daily said that “more than 40 years after 
Hitler committed suicide, Germany still has 
the remnants of old-style Nazism. and the 
dregs of neo-Nazism.” 
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Jiang: unrepentant. 
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THAILAND 


The aftermath of the crash of a Lauda Air 
Boeing 767-300 aircraft shortly after taking 
off from Bangkok on 26 May en route to 
Vienna is likely to become a classic lesson 
in how not to conduct an investigation 
into such a tragedy. The disaster also 
threatens to cast a pall over the country’s 
economically vital tourist industry, which 
has yet to recover from the effects of the 
Gulf War. 

© Less than a day after the crash, in 
which all 223 people aboard the aircraft 
were killed, various Thai officials involved 
in inquiries began making public state- 
ments blaming anything which would ab- 
solve Thailand from any responsibility. 
Among possible culprits cited were the 
weather, an exploding engine, a bomb 
loaded at the aircraft's starting point in 
Hongkong or pilot error. 

More than two weeks after the crash 
the few facts which have emerged have 
still not enabled the cause to be deter- 
mined. 

“Lauda air chief Nikki Lauda has also 
hurt his own and his airline's image by in- 








Crash of cultures 


itially agreeing with the Thais that the 
thrust reverser caused the crash, changing 
his mind after experiments in a simulator. 
He has also said that if the accident prov- 
ed to have been his fault — presumably 
meaning crew error or the lack of baggage 
inspection allowing a bomb on board — 
then he would shut down the airline. 

Standard practice in most countries is 
for the investigation to be run by an au- 
thority that is, in theory, totally autonom- 
ous so its findings will be free from possi- 
ble pressure from interested parties. But 
in this case the Thai officials in charge are 
themselves interested parties. Their prin- 
cipal concern appears to be the damage to 
the Thai tourism industry should the 
cause of the crash be found to have been 
a bomb loaded at Bangkok. 

Most of these fears stem from allega- 
tions that a team of terrorists was in Thai- 
land at the time of the Gulf War, which in 
part led to an official US warning that 
Thailand was an unsafe place to visit. 
With the warning withdrawn after the 
war, at risk might be the thousands of 


delegates and families due to visit Bang- 
kok in October for an Mmr-World. Bank 
conference, apart from tourism in general. 

The head of the Airports Authority of 
Thailand, Air Chief Marshal Somboon 
Rahong, led the denials the day after the 
crash by saying the cause was lightning, 
and that it was impossible for a bomb to 
have been loaded at Bangkok. Weather- 
forecasting officials in Bangkok. sub- 
sequently said there were cno thun- 
derstorms in the area where the aircraft 
crashed. Somboon later said a logbook 
with the word “fire” written on it had 
been found in the cockpit, and that the 
aircraft had been seen flying low for 70 km 
with its right engine ablaze. But the “log- 
book” turned out to be a sheet of paper 
with various navigation calculations as 
well as notes about “fire,” “rms” (flight 
management system) and other items. 

Equally, descriptions of the aircraft fly- 
ing low and on fire transpired to have 
been a myth, as did å later statement that 
the right wing had been found 20 km 
from the rest of the wreckage. According 
to Boeing, both wings and engines were 
found within 150 m of each other, and a 
section of the cockpit voice-recorder tape 
released by the Thais revealed no mention 
of fire, nor indeed any sign of alarm until 
just before the crash. 
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Even though there are few people today 
who would openly subscribe to Jiang’s rad- 
ical outlook, her unrepentant opposition to 
the current leadership and the corruption 
of the party bureaucracy ironically cast her 
on the same side as reformists who hold 
similar goals but from the opposing political 
spectrum. 

That Jiang apparently lived in relative 
comfort in her political exile, despite the 
severity of crimes for which she was con- 
victed, was an important precedent by 
the post-Mao regime that political disgrace 
did not also lead to persecution or death, 
as it did during the Cultural Revolution. 
Although Jiang was sentenced to death 
in 1981, the sentence was commuted to 
life imprisonment in 1983, but a year later 
she was allowed to move into a former 
villa in Peking. Former party chief Zhao 
Ziyang is one of several others who have 
since found themselves in a similar posi- 
tion. 

Even though Jiang, aged 77, took her 
own life, depressed over one of her many 
ailments that may have included throat 
cancer, the apparent hesitancy with which 
the leadership handled her death high- 
lights the concern with mortality that per- 
vades Chinese politics today. Although no 
longer within the ruling elite, Jiang, by her 
departure, further shrinks the band of revo- 
lutionary leaders who fought together in 
the 1930s and 1940s. = 





There was, however, a problem with 
the left engine. The tape showed the two 
pilots were concerned with a waming 
light apparently showing that an engine 
was going into reverse thrust — a system 
designed to slow the aircraft on the 
ground. The co-pilot checked the manual, 
as many such warnings turn out to be 
false, and the captain attributed it to mois- 
ture in the aircraft's electronics. 

This happened during the climb to 
cruising altitude, and all radio contacts 
had been normal. But 29 seconds before 
the recording ended, the co-pilot noted 
that a reverser mechanism had deployed 
— and the left engine was later found in 
that condition. For this to have happened 
implies the failure of separate systems of 
interlocks designed to prevent this hap- 
pening in flight. Boeing later told airlines 
operating 767s that a reverser deploying in 
flight was not critical, a fact verified during 
test-flights. 

However, the bomb theory also seems 
to be dissipating. While the Thais said the 
wreckage was spread over 6 km?, Boeing 
gave a figure of 1 km2, but both agreed 
that a bomb should have caused a wider 
spread. The aircraft's data recorder, which 
might have helped to establish what hap- 
pened, was severely damaged and re- 
mains unreadable. = Michael Westlake 
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SOUTH KOREA 


hes aa candidates eryoy surge of popularity 


No joy for parties 





By Shim Jae Hoon in Seoul 


outh Korea's independent candidates 

are enjoying a surge in popularity at 

the expense of the established politi- 
cal parties as the country prepares for polls 
on 20 June — for the second time in three 
months — for municipal and provincial as- 
semblies in six major cities, including Seoul, 
and nine provinces. 

The trend dismays the ruling Demo- 
cratic Liberal Party (DLP) as much as the op- 
position New Democratic Party (NDP) as it 
underscores the electorate’s disenchant- 
ment with the existing political order. Trad- 
itionally, South Korean voters have ignored 
independents and backed party candidates, 
essentially preferring a bipartisan structure 
underpinning a system of checks and ba- 
lances. The resurgence of independents is 
threatening to change this well-established 
pattern. 

According to the central election man- 
agement committee, 34% of the registered 
candidates — 960 out of 2,870 — do not be- 
long to the established parties. This comes 
at a time when the popularity ratings of 
both the DLP and NDP are steadily declining, 
with voter attention focused on problems 
such as inflation — running at 10% a year 
— and on longer-term issues such as en- 
vironmental degradation and worsening 
urban crime. 








Roh: vowed crackdown on students. 


President Roh Tae Woo’s attention has 
been diverted from the national agenda by 
the prolonged student unrest. Meanwhile, 
adding to voter disillusionment, a string of 
corruption scandals has surfaced over the 
past few months involving politicians on 
both sides of parliament. 

The DLP platform — “steady reform 
based on stability” — was designed by Roh 
to appeal to conservative middle-class vot- 
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rs. weary of students activism, and in this 
respect the party may have received an un- 
expected bonus in the widespread revul- 
sion that greeted the 3 June student attack 
on Prime Minister Chung Won Shik. 
The effect of public censure was evident 
© oon 7 June, when a nationwide rally called 
by militant labour figures and student rad- 
_icals in Seoul and Pusan, the country’s sec- 

_ond-largest city, failed to draw many pro- 
_ testers, 
In Seoul and other major cities, shop- 
rs around the university campuses 
lave stood up against further turbulence, 
saying it is ruining business. 
Encouraged by this reaction, public pro- 
_ -secutors cancelled the parole and re-impri- 
-soned Moon Ik Hwan, the radical leader 
convicted for illegally visiting North Korea 
in 1989. 
-< Police also detained scores of lesser rad- 
_ ical leaders in the labour and student move- 
-ments-while the government, echoing the 
“DLP election platform, vowed to crack down 
m future street protests. 
— Any significant slide by the public to- 
_ wards. Rob's party will affect the election for 
mayors. and governors and also the general 
election which must. be held before April 
992. 
The DLP campaign has concentrated on 
ledges of improved living conditions 
ather than slogans for democracy. In high- 
_ income districts, the party is campaigning 
on such issues as new zoning laws that 
could boost house prices; in low-income 
constituencies, it is promising paved roads 
and improved water supplies. 
By contrast, the NDP is fielding well- 
heeled businessmen as well as dissident 
figures — including former student activists 
— in an effort to appeal to both sides of 
the political spectrum. 
NDP leader Kim Dae Jung has attacked 
Roh for failing to curb inflation, and tried to 
“exploit suspicions that Roh still harbours 
hopes of switching to a parliamentary form 
-of government. Roh has repeatedly denied 















































Independents — comprising profession- 
als such as lawyers, academics and com- 
iunity activists who are mostly viewed as 
eing reform-minded — are taking advan- 
ge of the declining popularity of both par- 
es and urging voters to shun what they 
disdainfully label as “professional politi- 
dans” seeking public office for self-aggran- 
_. disement. 

=o The growing attention their “clean poli- 
_ tics’ slogan has received is beginning to 
alarm the DLP and the NDP. The former has 
_ been accused of trying to prevent influen- 
o tial independents from running, and suf- 
fered from open disagreements over 
_. centrally nominated candidates. The NDP 
_ image, meanwhile, has suffered from a few 
well publicised. defections by parliamenta- 
_ onlans unhappy over the party's choice j 
- nominees. 
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MALAYSIA 


Tourism plans highlight ownership row 


Havens in doubt 


By Suhaini Aznam i in Kuala Lumpur 


arely a month after a Malaysian 
B minister welcomed tourists to a dis- 

puted atoll in the South China Sea, 
attention has been refocused on conflicting 
territorial claims between Kuala Lumpur 
and Jakarta over two previously uninha- 
bited islands in the Sulawesi Sea, on the 
Sabah-Kalimantan border. One of the is- 
lands, Sipadan, is already making a mark 
as a paradise for divers; the other, Ligitan, 
is virtually unknown. 

The dispute over Sipadan and Ligitan 
dates back to at least 1982. Both Indonesia 
and Malaysia assumed sovereignty over 
the islands at independence in 1948 and 
1957 respectively, based on maps each in- 
herited from the Dutch and British colonial 
powers. Since then there 
has been a stand-off. As 
late as three years ago, the 
two countries, which hold 
annual border talks, had 
agreed to maintain the 
status quo, noted Indone- 
sian Foreign Minister Ali 
Alatas. But the subject 
resurfaced recently as 
Sipadan attracted more 
tourists. 

A few years ago, 
Malaysia allowed Borneo 
Divers, a private com- 
pany, to develop Sipadan 
as a tourist resort, draw- 
ing divers to its coral and 
marine life. Recently it 
was rated in a trade journal as one of the 
world’s top five diving spots. Meanwhile, 
the Malaysian navy has patrolled the sur- 
rounding waters, to protect tourists and local 
fishermen, thereby instituting a tacit claim. 

Indonesia’s stand is that neither claim- 
ant should develop the islands until the dis- 
pute is settled. The subject is expected to be 
raised at the Joint Commission meetings 
between the two countries in July. 

For now there has been a call for cool 
heads to prevail. Amid wide publicity in 
Indonesian papers about the islands, In- 
donesian armed forces chief Gen. Try Sut- 
risno advised Indonesians not to turn it into 
a confrontation between the two neigh- 
bours. Both countries are relying on a tradi- 
tion of close relations to solve the dispute 
amicably — and soon. 

Sipadan is not the only disputed island 
where Malaysia has tried to stake its 
claim with a tourist-commercial presence. 
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Terumbu Layang Layang, an atoll in the 
Spratly group of islands. claimed by China, 
Vietnam, the Philippines and Malaysia, 
was also “launched” in the local media in 
May, with vivid pictures of its bird and 
marine life. 

Having transported soil and planted 
trees on the otherwise barren outcropping 
in the South China Sea, Kuala Lumpur of- 
ficially raised the atoll’s status to island. A 
15-room resort has been built and a private 
company appointed to turn the atoll-island 
into another scuba diving and nature lov- 
ers’ haven. Once guarded by the Malaysian 
navy as a strategic point in Malaysia's 
200-mile exclusive economic zone, Layang 
Layang, 160 km from Kota Kinabalu in 
Sabah state, is only habitable five months a 
year because of the northeast monsoon. 

The Spratlys have 
widely been recognised as 
the region’s next area of 
potential: dispute. In an 
oblique reference, Malay- 
sian Deputy Prime Minis- 
ter Ghafar Baba on 11 
June said that a funda- 
mental step in maintain- 
ing peace would be. “for 
all parties- to solemnly 
pledge not to resort to 
force in the pursuit of 
their respective claims,” 
and to avoid actions that 
could provoke others, 
such as conducting exer- 
cises in the area. 

Attention was drawn 
to the overlapping claims to the Spratlys in 
May 1977 when Vietnam announced its 
200-mile exclusive economic zone, follow- 
ed by Malaysia and the Philippines. The 
Malaysian navy has maintained a presence 
on Layang Layang since the early 1980s. It 
also stationed troops on. a neighbouring 
atoll, Terumbu Mantanani. China has es- 
tablished a handful of outposts since 1988, 
while the Philippines has placed several 
garrisons on the Kelayaan group of islands. 
Vietnam’s presence is most obvious in the 
Amboyna Cay group of 24 reefs,.atolls and 
islands just north of Layang Layang. 

Malaysia now hopes to consolidate 
its claim even. further, without changing 
Layang Layang’s status as a military base. 
Through active tourism, the principle of 
common usage in. maritime law would 
come into effect and the islands would: be 
recognised as Malaysian territory, Suggests 
a security expert. 
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PHILIPPINES 


Political control reimposed on urban guerilla unit 


Party leash 













: By John McBeth in Manila 
he Communist Party of the Philip- 
pines (CPP) is putting a tighter rein 
on its. Manila-based urban guerilla 
, the Alex Boncayao Brigade (ABB), fol- 
| lowing the failure of last October's welgang 
_ bayan (people's strike) in which the ABB 
alienated ordinary people by setting fire to 
buses. 
The decision to damp down on the ABB 
¿was revealed to the REVIEW in a wide rang- 
ing interview by two leading spokesmen of 
the cpp’s National Democratic Front (NDF). 
The spokesmen indicated that there had 
been a showdown over the relationship be- 
tween military and political elements. “This 
issue was at the centre of a debate which 





„NO POBLICTY 

1S GOOD POBUCITY! 

“Ft 
has now been resolved,” said one of the 
spokesmen who identified himself by his 
nom de plume, Teresito Villaverde. 

- But the new controls on the ABB do not 
mean an end to street assassinations of sol- 
diers and policemen, as evidenced by the 
27 May killing of Eastern police district dep- 

-uty superintendent Col Nestor Cruz in sub- 

urban Pasig. Villaverde said the firmer di- 
_ rection that the New People’s Army (NPA) 
= the cpr’s military arm — is exercising 
` over the ABB involves a more “rigorous” 
selection of targets. 

US servicemen could still be targets for 
assassination, though there have been no 
recent attacks on Americans. “But the poli- 
tical aspect should be taken into real consid- 
eration.” 
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Although lower-level targets in Manila 
are usually selected by the Manila-Rizal Re- 
gional Committee, responsible for the capi- 
tal region, the reasons must still be well de- 
fined, and “national level figures” are often 
consulted beforehand. Villaverde agreed 
the CPP/NPA had been lax in justifying at- 
tacks on individual enlisted servicemen, 
but as he explained it: “A police sergeant is | 
not so lowly on a district level. In fact, he 
becomes inversely important.” | 

The spokesmen took pains to em- 
phasise that urban insurrection does not 
represent a shift from protracted peo- | 
ple’s war, but is merely one part of it. 
They also claimed that the military struc- 
ture to pursue that strategy is well in place 
despite the constraints now being placed 
on it. i 

If the October strike was a setback, the 
NDF was encouraged by a largely unpubli- | 
cised 26 February rally, attended by an esti- | 
mated 30-50,000 people, which it says 
proved the front is still able to mobilise | 
forces against the government. The spokes- 











men talked of an expanded dialogue with 
middle-class elements and said the NDF was 
also building support among Manila’s esti- 
mated 3 million squatters. 

Although the government's infiltration 
of trade unions has made the CPP more 
wary, the left-leaning Kilusang May Uno (1 
May Movement) and the more conserva- | 
tive Trade Union Congress of the Philip- 
pines have both threatened to call another 
welgang bayan in June to protest against the 
government's failure to roll back oil prices. 
President Corazon Aquino has said there | 
will only be a reduction, not a rollback, and 
officials say that will not be decided any- | 
way until September or October when the 
Oil Price Stabilisation Fund has been reple- | 
nished. 

In the past few years, the unions have 
gradually taken over from the universi- 
ties as the cpr’s prime breeding ground. | 
Sources claim that as much as 70% of the 
4,000-strong party structure in the Manila- 
Rizal region is made up of workers, a rever- | 
sal of its profile in the 1980s when most of | 
the party cadres were either students or | 

| 





| 
even disaffected professionals. It is through 
the workers that the NDF has gained access | 
to the slums. 
Villaverde said that despite the collapse | 
of communism in Eastern Europe, the CPP | 
is unanimous in its determination to adhere 
to its basic ideology, built as it is around the | 
party's definition of Philippine society as | 
semi-colonial and semi-feudal. | 
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By Michael Vatikiotis in Kuala Lumpur 





When Asean foreign minis- 
ters convene in Kuala Lum- 
pur next month for their an- 
nual meeting, they will be 
conscious of pressures to re- 
define the 24-year-old re- 
gional association. 

~~ As last year’s meeting in 
Jakarta demonstrated, the 
ging global order has disturbed the se- 
bureaucratic pace of a regional associ- 

tion often: viewed as long on form and 
short on substance. This year could see 
_ Asean adopt measures which, a senior Sin- 
jporean diplomat says, will fundamentally 
ange the tempo of the six-nation group. 
From within Asean there are calls for 
more realistic and effective economic coop- 
ation, the extension of Asean. member- 


AS EAN 


Vew challenges lead member states to examine role 


ense of purpose 


ship to other Southeast Asian states and the 
discrete mooting of closer defence coopera- 
tion, From outside the association, emerg- 
ing Asian powers are extending their influ- 
ence over regional affairs, and Asean is 
being wooed by incipient economic and 
security regional groupings covering the 
wider Asia-Pacific region. 

The six Asean countries — Brunei, In- 
donesia, Malaysia, the Philippines, Singa- 
pore and Thailand — along with the wider 
Asia-Pacific region, are caught up in the 
general mood of change that has gripped 
the world since the Berlin Wall crumbled 
and the Soviet Union pulled out of Eastern. 
Europe in late 1989. As one Australian dip- 
lomat put it: “Like surfers, we seem poised 
either to sweep forward with the wave, or 
be left behind trailing in its wake.” 

Asean is widely considered one of the 
world’s more successful regional group- 
ings. At a basic level, argues US political 
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scientist Robert Scalapino; “Asean has re 
duced bilateral tensions within the six-na- 
tion group. State-to-state war risk in this re- 
gion is lower than ever before.” Asean was 
above all founded on:common political in- 
terests, the most important of which, ac- 
cording to Indonesian Foreign Minister Ali 
Alatas, was “that it should strive to put the 
stability of Southeast Asia up front.” 
However; there is a growin; realisation 
among Asean officials that broad common 
goals and perceptions are not enough to- 
keep the association alive. “If Asean re- 
mains the way it is, it's not going any- 
where,” a senior Indonesian oe minis- 
try official told the REVIEW. ee 
A constant problem is ‘the strict need 
for consensus among all six members be- 
fore proceeding with any form of coopera- 
tive effort. “It is very difficult indeed to 
achieve such a ‘CONSENSUS. [and] when it 
comes to concrete effective cooperation, 
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it is almost impossible,” Thai 
Foreign Minister Arsa Sarasin 
says. 

Now there are calls for 
a more realistic approach. 
“If two of us can come together, 
why not. Let's proceed,” Arsa 
says. Singapore, for example, 
has argued for the dilution 
of Asean’s consensus rule by 
forging acceptance of its 
“growth triangle” concept. 

“The growth triangle im- 
plicitly recognises that any joint 
project within Asean could be 
undertaken by any two or three 
parties, as and when these par- 
ties are ready,” Singaporean 
Prime Minister Goh Chok Tong says. 

Of those arguing for a rekindling of 
Asean, most favour closer economic coop- 
eration. They point to the single European 
market and the North American Free Trade 
Agreement and argue that Asean must 
speak with a stronger voice to protect its 
economic interests. Singapore, in particu- 
lar, would like to see Asean emulate, if not 
imitate, the EC’s single market. 

Malaysia’s proposed East Asian Eco- 
nomic Group (EAEG), which seeks to estab- 
lish a community of trading interests com- 
prising Asean, Japan and its East Asian 
neighbours, is another reaction to incipient 
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Goh, Suharto and Mahathir: growth not consensus. 


trade bloc formation in the West. EAEG may 
also be a symptom of Asean’s fear of being 
engulfed by larger regional groupings, such 
as the Asia-Pacific Economic Cooperation 
forum. 

An Asean economic treaty is also be- 
ing actively discussed. Philippine Foreign 
Minister Raul Manglapus floated the idea in 
Jakarta in July 1990, and was largely ig- 
nored. Since then, the Uruguay Round of 
trade talks failed and the consolidation of 
North American and European trade blocs 
has come closer to reality. Spurred by these 
developments, the Asean secretariat was 
instructed to study a range of economic 





% treaties. Added to this, a UN 
Development Programme feasi- 
bility study is expected to be 
ready by October. 

If adopted, such a treaty 
would radically alter the cus- 
tomary mode of Asean cooper- 
ation, association officials say. 
Instead of moving along at a 
slow and often erratic pace, un- 
encumbered by targets or dead- 
lines, a new treaty would im- 
pose obligations on member 
states. One scenario is that a 
commitment to sign a treaty 
could be made at the forthcom- 
ing Asean summit in Singa- 
pore, planned for early next 

year. Under the treaty, a series of targets 

might be involved, culminating in the dec- 
laration of a free trade area by 2000, Asean 
official sources say. 

Equally pressing, but less openly dis- 
cussed, are Asean’s security needs. Pres- 
sure to address this issue has sprung from 
diminishing superpower activity in the re- 
gion, coupled with the perceived threat 
posed by emerging regional powers such 
as Japan, China and perhaps India. Tradi- 
tionally, Asean has shied away from a sec- 
urity organisation encompassing all six 
member states. Each country has preferred 
instead to rely on a network of bilateral or 
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trilateral defence cooperation arrange- 
ments, principally aimed at reducing po- 
tential intra-Asean tensions. 

Ironically, given the non-aligned status 
of three Asean members — Indonesia, 
Malaysia and Singapore — the decline of 
superpower rivalry has not generated calls 
for the superpowers to disengage from the 

ion. Attempts to implement Asean’s 
stated ideal of becoming a Zone of Peace, 
Freedom and Neutrality (Zopfan) and a nu- 
clear-free zone, have persistently foundered 
on differences of opinion over the presence 
of US forces in the Philippines. 

Singapore has spearheaded calls for the 
US to maintain a military presence in the re- 
gion, and even ensured that elements of 
these forces will rotate through Singapore. 
Malaysia seeks commercial agreements 
whereby the servicing of US military equip- 
ment will mean US warships and aircraft 
regularly pass through the country. In- 
donesia claims to want the region free of 
foreign forces, but the politically influential 
military tacitly supports a continued US 
presence in the Philippines. 

Suspicions of the Soviet Union and 
China remain, but it is believed to be only a 
matter of time before the two communist 
powers become dialogue partners with 
Asean. The Soviet and Chinese foreign 
ministers are expected to be in Kuala Lum- 
pur at the same time as this year’s Asean 
foreign ministers’ meeting, which has irri- 
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Join the club 


The mood of change and 

renewal gripping Asean 

has brought the issue of 

extending membership to 

other countries in South- 

east Asia into sharper 

focus. The conflicts which 

have dominated the region 

since the 1960s are reced- 

ing, and Southeast Asia appears poised 

for a new era of cooperation, which 
Asean is in the best position to exploit. 

At its inception in 1967, Asean de- 

clared that membership would eventu- 

ally be extended to all Southeast Asian 

countries. That was before Hanoi won 

the Vietnam War and embedded com- 

munism more firmly in the region. Since 

then, the divergence between Asean 

prosperity and Indochinese economic 
backwardness has become pronounced. 

Vietnam is clearly anxious to narrow 

the gap by drawing closer to Asean. The 

Cambodian debacle has long been the 

primary factor hindering closer relations 

with Asean. And while a comprehensive 





Manglapus: economic pact dusted off. 


tated Washington considerably. 

The region’s dynamic economic growth, 
set against encroaching recession in Europe 
and the US, is rapidly enhancing its in- 
ternational profile. Malaysian and Thai 
1990 growth rates (10%) were among the 
world’s highest, according to the Pacific 
Economic Cooperation Council, In addi- 
tion, most other Asean states outstripped 
growth rates in South Korea and Taiwan. 
In a 3 May policy statement delivered in 
Singapore, Japan’s Prime Minister Toshiki 
Kaifu was being more than merely polite 





settlement remains elusive, Hanoi is 
making strenuous efforts to reverse the 
effect by suggesting closer ties will im- 
prove the chances for peace. “Without 
the improvement of bilateral ties in the 
region, Vietnam would not have with- 
drawn from Cambodia,” a senior Viet- 
namese diplomat told the REVIEW. 

At the same time, Asean’s resolve to 
end the Cambodian conflict before nor- 
malising, ties with Indochina has clearly 
weakened, largely for sound economic 
reasons. Thailand and — less openly but 
with equal vigour — Singapore, have led 
the way towards closer economic ties 
with Vietnam. Malaysia is now also keen 
to invest in Vietnam, while Indonesia has 
used its traditionally close relationship 
with Vietnam to increase trade and in- 
vestment. In addition, Thailand has es- 
tablished a closer relationship with Laos. 

Until recently, Asean economic activi- 
ty in Indochina mostly involved trade, 
much of it illegal. But Vietnam’s doi moi 
economic reforms initiated in 1986 are 
making the country’s cheap labour and 
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when he described the Asean countries as 
“emerging as important players on the in- 
ternational stage.” 

However, faced with the need to act 
more effectively in concert over economic, 
political and security matters, Asean re- 
mains unsure of itself. Specifically, there 
are fears that the political unity forged by 
Asean’s common position over Cambodia 
will not outlast a solution to that protracted 
conflict. Thai foreign policy under former 
prime minister Chatichai Choonhavan’s 
government — toppled by a military coup 
on 23 February — showed that this process 
was already under way. 

Some analysts viewed Thailand’s shift 
in attention towards its mainland hinter- 
land as heralding a split between Asean’s 
mainland and maritime components. Sug- 
gestions from Indonesia of a “little Asean,” 
involving closer economic and defence 
cooperation between Malaysia, Indonesia 
and Singapore, did little to dispel these 
fears. 

A less openly discussed reason for con- 
cern about Asean is the fear that just as 
closer regional cooperation is becoming 
more cogent, the potential for intra-Asean 
conflict is increasing. Thai regional analyst 
Kusuma Snitwongse points to the prolifer- 
ation of bilateral issues, notably resource 
sharing, migrant labour and trade as possi- 
ble triggers. 

The next few years will significantly test 
































natural resources more attractive. Direct 
foreign investment is on the increase, to- 
talling some US$1.7 billion in 1990. In the 
first nine months of 1990, Asean as a 
whole invested some US$30.2 million in 
Vietnam. 

But while the economics make sense, 
reservations linger about the political 
implications of drawing Indochina into 
Asean. Vietnam has clearly stated that 
moves towards a freer economy do not 
signal the abandonment of its socialist 
ideology. Despite its long links with Viet- 
nam, Indonesia remains wary of com- 
munist regimes, while Thailand’s more 
pragmatic approach remains coloured by 
the military's lingering suspicion of Viet- 
nam’s strategic intentions. 

Singapore, which is keen to expand 
the Asean orbit, has offered another view 
of how the region may develop. Using 
characteristically broad brushstrokes, Sin- 
gapore’s Minister of Information and the 
Arts George Yeo has asked why South- 
east Asia should judge its relations with 
neighbouring states on the basis of 
“Western values.” These, he argues, are 
likely to become more irrelevant in Asia 
as “Eastern values” come into their own 
and change the present intellectual con- 
vention that Western values should domi- 
nate the world. m Michael Vatikiotis 
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the stability of Asean members states. Elec- 
¿tions in Indonesia and the Philippines in 
1992 are seen as potential flashpoints for 
- domestic political unrest. In Malaysia, the 
government's. new plans for channelling 
economic growth along ethnic lines are 
bout: to be ‘unveiled, and with them 
perhaps a period of inter-ethnic wrangling. 
‘Thailand is launched on a new. and poten- 
tially unstable period of political develop- 
ment, while Brunei cannot decide whether 
liberal. economic development should be 
promoted at the expense of conservative re- 
ligious values. 
¿= More optimistic forecasts for Asean, 
however, draw on the general global trend 
towards fostering international coopera- 
tion. In this respect, Southeast Asia is 
thought to be poised for greater things. 
_ Diplomats also say it is likely that moves 
to extend Asean membership to other 
utheast Asian countries will be raised at 
uly's Asean foreign minister's meeting. 
alaysia, for one, is in favour of broaden- 
g Asean membership while Singapore is 
id to support Burma joining when condi- 
ons are right. 
othing else, the current climate of in- 
ection — set against a rapidly chang- 
ing global backdrop — is goading the trad- 
tionally slow-moving and cautious group 
-of countries into more collective action. In 
the process, as many differences as com- 
_monalities have to be addressed. a 
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Differences over priorities negate military cooperation 


Assessing the threat 


Asean countries are having 
to consider, albeit with vary- 
ing degrees of enthusiasm, 
some form of multilateral de- 
fence arrangement. As evi- 
dence of this, official repre- 
sentatives from all Asean 
members gathered in Manila 

= on 6 June for a conference on 
regional security. The results will be for- 
warded for discussion at the Asean foreign 
ministers meeting in July. 

Whether individual member states like it 
or not, regional security is creeping onto 
the Asean agenda. “We are nudging 
ourselves, or being nudged, into this way 
of thinking,” a senior Singaporean dip- 
lomat told the Review. The thinking is that 
by entering into a dialogue on security, a 
slow, evolutionary process of setting up a 
more defined security community has 
begun. 

Much of the impetus is also coming 
from outside Asean. Australian Foreign 
Minister Gareth Evans has said that uncer- 


tainties in the post-Cold War era make it 

imperative to rethink the region’s security 

framework. In July 1990, Evans proposed 
consideration of an Asia-Pacific version of 

the Conference on Security and Coopera- 

tion in Europe. Canada’s foreign affairs 

minister also proposed a similar Asia-Pacific 

forum on security matters. Neither sugges- 

tion was warmly received by Asean. 

One view is that Canberra's attempt to 
identify itself as a member. of the Asian 
community is driving the security debate. 
The Australian position since 1989 has been 
that diminishing superpower competition 
in the region will herald a period of uncer- 
tainty, with the probability of greater, not - 
less, instability. ; 

Regional defence analysts contend that 
the fall-out from the Gulf War has also 
goaded Asean into rethinking its security 
options. It showed, according to Singa- 
pore’s senior minister Lee Kuan Yew, that 
“with or without the Cold War, colliding 
national interests are inevitable” The end 
of US-Soviet confrontation. also means 
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Although the likelihood of 
some form of Asean-based 
defence. cooperation pact 
remained as remote as 
ever following a security 
conference held in Manila 
‘between 6-7 June, the va- 
rious seminars and discus- 


over the future of US military bases in 
the Philippines. A decision over a treaty, 
< which for most of the 1990s at least will 
Serve to remove ‘worries about an immi- 
== nent security vacuum in the region, is 
drawing ever nearer. 
In addition, when the Asean heads of 
state gather in Singapore in early 1991 they 
may have a better appreciation of the re- 
gion’s place in what President George 
Bush -calls the “New World Order,” a 
phrase US Deputy Assistant Secretary for 


On the defensive 


Pacific and East Asian Affairs Desaix An- 
derson studiously avoided in his presen- 
tation to the closed-door session. 

In fact, Anderson’s main point was 
that despite reductions in its armed 
forces, the Soviet Union remained a po- 
tent military superpower. Soviet Am- 
bassador-at-Large Vladimir Fedetov re- 
sponded in kind. While Fedetov made 
no direct referrence to the US bases, he 
expressed concern that the US had not 
abandoned its “confrontational” stance in 
the region. 

At another level, US and Japanese of- 
ficials were privately unhappy the guest 
list for the seminar included Soviet and 
Chinese delegates, who they felt should 
have been included at a later date. “We 
thought that if they were going to have a 
conference, they should have begun 
with Asean and its traditional dialogue 
partners,” one said. 

Asean diplomats responded by saying 
the Chinese and Soviets were invited 
to develop the background necessary to 
help shape Asean thinking. However, 


some Asian academics complained there 
were too many participants, and that the 
discussions were largely unfocused as a 
result. In their opinion, the meeting 
should have been confined to Asean 
delegates, with the possibility of broader 
participation at a second meeting plan- 
ned for Bangkok in November when the 
Vietnamese are also likely to be invited. 

Most of the Asean think-tanks, whose 
representatives met in Jakarta before the 
conference, are concentrating more on 
economic cooperation in an effort to 
propel the regional grouping into the 
post-Cambodia period. They want to see -` 
a strengthening of the Asean secretariat 
and say the time is approaching when 
the six member states should begin con- 
sidering an economic treaty. 

At a post-dialogue briefing, delegates 
also agreed that economic concerns were 
essential to maintaining regional stability. 
Former Indonesian foreign minister 
Mochtar Kusumaatmadja referred to the 
possible future formation of an Asean 
consultative mechanism — first broached 
during the session by Philippine military 
Chief of Staff Gen. Lisandro. Abadia — 
which could also address such security- 
related issues as drug-trafficking, the en- 
vironment and sealane safety. 

i m John McBeth 
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there is less certainty about the criteria for _ 


: ay exercise of military force by major pow- 


a N about the future level of US 
commitment to the region is also fuelling 
‘concern. Washington has made strenuous 
. efforts to assure its friends and allies in the 

“region that the US is, and will remain, a 
< Pacific power. But a programme of cut- 
backs in deployment in the region, and the 
failure so far to secure a bases agreement in 
‘the Philippines, has not been convincing 
proof of this. 

Recent statements by US defence offi- 
--dals speak of a longer term plan to main- 

_ tain 8-12,000 service personnel in the Philip- 
“pines. Publicly, Washington is not in 
-favour of a regional defence organisation 
along the lines of Nato, or another South- 
east Asia Treaty Organisation, preferring 
‚instead to use the vague term “cooperative 
~ vigilance.” 

“The US is trying to hold onto the old 
pattern of doing things as long as possible,” 
a Singaporean diplomat said. “But the situ- 
ation is changing and the old patterns no 
longer hold.” Diplomats believe Washing- 
ton privately recognises that the US pre- 
sence will decline in physical terms. The US 
thus probably accepts the need for an alter- 
native regional security arrangement — 
which it is eager to be a part of. 


ow that the security issue is in the 
Nez: the fear is that individual na- 
tional interests and insecurities 
“could escalate. According to Evans, “the 
sort of precautionary worst case thinking 
which so often characterises strategic plan- 
ning . . . could in turn generate destabilis- 
ing arms races in the region.” 

Certainly, as the menace of a US-Soviet 
confrontation recedes, Asean is in the pro- 
cess of defining new threats. Regional ana- 
lysts point to India’s naval build-up and its 
planned forward naval bases in the Nicobar 
Islands which:could dominate the northern 
approaches to: the Strait of Malacca. New 
Delhi insists it has no military pretensions 
in the region. 

China is still thought to be too preoc- 
cupied with domestic affairs to devote 

» much attention to its political and military 

| profile in Southeast Asia. But Malaysia and 
Indonesia, in particular, are wary of a re- 
cent build-up of Chinese naval forces in the 
‘South China Sea, a move seen as Peking’s 
signal that it intends, at a future date, to as- 
sert its claims in the area. 

Despite the warm welcome given to 
Prime Minister Toshiki Kaifu’s signal of an 
expanded political role in the region, Japan 
is still considered a threat to Asean. For 
some it is only a matter of time before 
Japan's economic interests will require a Ja- 
panese security presence in the region. This 
explains why Asean states value the Japan- 
ese-US security treaty so highly. 

Stripped of diplomatic frills, recent Ja- 
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Missing 
partner 


New Zealand's six years of “backyard 
regionalism,” during which its defence 
focus was fixed on the South Pacific and 
Australia with a low-level role in South- 
east Asia, is about to be replaced with 
a “new internationalism” ostensibly de- 
signed. to match defence policy more 
nearly to the reality of the country’s 
trading patterns. 

The new approach, spelled out ina 
white paper published in May, is de- 
signed to broaden the focus of defence 
policy without abandoning the non-nu- 
clear principle espoused by the former 
Labour government that led to New 
Zealand’s de facto ejection from the 
Anzus (Australia, New Zealand and 
US) treaty. 

The stress on trade ties as a basis for 
defence relationships, however, is selec- 
tive since the white paper makes almost 
no reference to Japan, one of New Zea- 
land’s top trading partners and a major 
potential factor in regional security. 

Although some analysis is now 
being done by the Ministry of Defence, 
it appears that planners have not fac- 
tored in the likelihood that Tokyo's 
enormous Self-Defence Forces will even- 





tually play a forward role in keeping _ 
with its economic influence. The issue is 
highly sensitive in a country with still © 
vivid memories of the Japanese role in 
World War IL. 

While skirting the question of Japan's 
emergence as a military power, the 
white paper stresses the need for “self- 
reliance in partnership” with other 
friendly nations, the most obvious part- 
ner being Australia. 

Beyond Australia, the government's 
objectives are to “work to re-establish an 
effective defence relationship with other 
traditional partners,” especially the US 
and Britain, and to maintain and deve- 
lop defence cooperation with Asean. 
New Zealand believes that Asean has ~ 
long-term defence possibilities. a 

Self-reliance, as the white paper 
points out, does not mean. “self-suffi- 
ciency.” The partnerships, necessary be- 
cause Wellington cannot unilaterally de- 
fend sea and air lanes vital for its ex- 
ports, would address wide-ranging sec- 
urity “interests,” which include trade, 
rather than more narrowly defined “de- 
fence needs.” It was in pursuit of such 
interests that Bolger committed military 
aircraft in the Gulf War. 

The white paper, released ahead of a 
budget which is expected to include 
stringent cuts in defence spending, says 
the defence forces must be a “credible 
minimum.” To soften the cuts, the white: 
paper suggests defence planners will 
need to be innovative. = Colin James 
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panese remarks about their policy towards 
the region suggest a remarkably similiar 
geopolitical equation to that prevailing be- 
fore the Pacific War. And however much 
Japan projects its relations with the US and 
Europe as being more crucial in economic 
terms, few doubt that Southeast Asia re- 
mains the key to Japan’s prosperity. 

For the time being, Japan regards a sec- 
urity dialogue as an unnecessary complica- 
tion. But regional defence analysts say 
Japan is moving cautiously towards mili- 
tary cooperation with Asean states. Most 
visible are the education and training 
schemes which Thailand and Singapore are 
involved in. At the same time Japanese de- 
fence experts have quietly increased their 
consulative trips to Asean capitals. 

Defence sources believe Japan is already 
starting to fund some Asean defence needs 
under the umbrella of its massive overseas 
development aid commitment to the re- 
gion. A planned US$2.7 billion Indonesian 
naval complex at Teluk Ratai in south 
Sumatra and an air defence radar station in 
north Sumatra are both believed to involve 
tacit Japanese funding — though Tokyo de- 
nies this is the case. Philippines Defence 
Minister Fidel Ramos also recently asked 
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Tokyo to transfer Japanese military techno 
logy to Asean. 

Meanwhile, most Asean states have em- 
barked on comprehensive upgrading of 
their armed forces, which has made for =: 
if not an arms race — certainly a brisk mar- 
ket for arms salesmen. i 

While Malaysia, Indonesia and Singas 
pore re-equip with an eye on each others- 
military capability, Thailand and the Philip- 
pines are more concerned with the costs of 
maintaining a conventional military capabil- 
i 1 









Realistic assumptions about the feasibi: 
lity of closer defence cooperation do not 
foresee the imminent creation of a multilat- 
eral defence alliance focused on Asean. Re- 
sidual inter-state supicions, Asean’s non-: 
aligned status and the incompatibility of 
Asean armed forces would render sucha 
pact unworkable. n 

Having embarked on a security dia- 
logue, however, it is more likely efforts 
will be made to step up cooperation on a- 
limited basis. This might involve more fre- 
quent consultation on security matters, an. 
attempt to standardise military hardware _ 
and rationalise servicing and technical sup-. 
port. R Michael Vatikiotis 
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Traveller’s Tales 


ravel, I must say, is much more 
enjoyable these days than when I 
shunted around under the burden 
of the editorship. I used to get 
down to Bangkok, for example, all keyed 


| up for a jolly visit. The first night the 


REVIEW bunch would usually have a dinner 
much as we foregathered on my recent cul- 
tural visitations to Sydney and Tokyo. I 
would be hoping to be brought up to date 
on all the local news and gossip. But only 
rarely so. It usually started with complaints 


| about circulation: the REVIEW arrived late, 


was not on sale at this bookshop, that 
hotel. I would wearily restate the worn ex- 
planation: that the boys were doing their 
best and, anyway, the price we happily 
paid for the other side of the house not 
interfering in editorial matters was that 
we had no say over their doings. Fair 
enough? 

Then they'd usually get onto the insen- 


“sitivity and criminal negligence of the sub- 


editors on the news desk (“They cut the 
best para and completely messed up my 
lead”). Then it was the regional and busi- 
ness editors turn (“Can't get a decision out 
of him”). Then they'd get onto my many 


shortcomings (‘That feature was worth a 


cover, never mind being cut to 800 words 
= .”) and then on, inevitably, to local living 
costs, miserly expenses, salary levels (“The 


ee guy here for the Journal or for Time 


magazine lives like a duke, huge house, 
servants, car, education allowances . . .”) 
and so on. By the end of the evening I'd be 
glad to get back to the hotel. It took away 


"| much of Bangkok’s charm. 


Today it’s different. No good moaning 
to me. Talk to the editor. Let’s have a 
. And, despite their whingeing 
at the time, most of the REVIEW staff 
who've moved on (usually to bigger and 


- -better jobs, I’m glad to say) seem to look 
| back with a great deal of affectionate nostal- 


- “gia. 
: Or am I being too whimsical? If so, it could 


be the effect of a fortnight-plus in Japan 
where, alongside all the harsh competitive- 
ness of consumer materialism, there 
flourishes a gooey sentimentality just as 
twee as anything Hollywood cranks out. It 


“is everywhere — on television, sweat 


shirts, shopping bags, souvenirs, packages 
and household goods, Miles and miles of 
precious, psuedo-poetic prose, much of it 
in the English language, which I am told 
still imparts a false cachet of modernity and 
internationalism, yards and yards of unin- 
telligible chatter, which isn’t generally 
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heard and if it is, it doesn’t matter, as W. S. 
Gilbert might have put it. 

Wandering around a room in one of my 
in-laws’ houses I came across a cushion on 
which there gambolled two fluffy rabbits of 
the nursery variety. On it were printed the 
captions: “Mr Monday Rabbit” and “Two 
Love.” These were accompanied by a bit of 
haiku-gone-mad nonsense: 


| thought it might 

be good idea to take 
a littie spin out 

in to the house!! 
with a large friends. 


The producer of this piece of whimsy 
was so pleased with his work he thought 
others might pirate it, and so it was 
copyrighted: “Art Studios.” A similar cush- 
ion was embroidered with a picture of a 
puppy, and the caption: “Little Dog. 100% 
Friend.” A photo album was illustrated 
with another fluffy denizen of the animal 
kingdom with the words, “Bosom Friend,” 
followed — inexplicably — by the unchal- 
lengeable statement: “The sails of the wind- 
mill whirl round and round.” 

Foreign residents of Japan seem to be- 
come inured to this English-language twee- 
ness; it appears to grate more on Japanese 
who are fluent in English. Ken Kawasaki of 
Kashihara was amused by the wrapper of a 
toilet tissue, adorned with a message more 
suitable for a Valentine present: 


lam sending a little present 
for your toilet room. 

| hope the friendship 
between us will last as 

long as we live whatever 


may happen. 


Anyway, the habitual friend of an ice- 
cold tube appears to be as much a part of 
the Japanese landscape as he is in Oz. 
Dr Bernhard Grossman of Tokyo spotted a 
piece of inscrutable prose in a brochure ad- 
vertising the relaxing delights of the 
Guam Ypao Garden Club: 


Time for reading deach the 
“plot” on your mind, for open- 
ing a can-beer to calmdown 
your excitement after a riddle- 
sol-ving, foreading through, 
miseeries one after another, 
which no-one could disturb the 
long and large period is flowing 
leisurely like a huge river. 
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The plangent haiku form is always there 
to inspire the pens of copy-writers in 
Japan’s advertising agencies. Take this label, 
steamed from a jar of Japanese-made 
(Ajinomoto & General Foods) Maxim in- 
stant coffee by Dennis Dolin: 









The author was evidently striving for an 
outdoorsy, bucolic effect, with a touch of 
realism (spiders’ webs!) and even of envi- 
ronmental protest, though the chainsaw 
cutting into birdsong is a little strong for an 
instant coffee ad. 

Nurseries in the West produce plenty of 
whimsy, not least the little rhyme that | 
goes, “Sugar and spice, And all things nice, | 
That’s what little girls are made of” (boys, | 
of course, are less whimsically composed of | 
“frogs and snails and puppy ad ae 
Japanese girls apparent! y 
verdict, judging by this 
where the off-beat teenag 
Tokyo's Harajuku Park on 
ings: : 









One item I spotted near Gion Corner in 


much to the point. An attractive girl 
sported a T-shirt, across the front of which 
was the legend: l 
I WENT TO AUSTRALIA 
AND I LIKED IT SO MUCH — 


| 

| 

| 

Kyoto was not whimsical at all; it was very | 
| 

| 

| 
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Karachi shipyards: privatisation on the way. 





KISTAN 


akistan is undergoing an economic : 
metamorphosis. Since sweeping to _ 
power in November 1990, the government _ 
has moved quickly to remove government- : 
owned industry and infrastructure from the 
cocoon of nationalisation and bureaucracy in : 


which they have been shrouded since the 









1970s. “We can no longer afford to live like 





Written by Michael Bishara 
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PAKISTAN 


ostriches,” Prime Minister Nawaz Sharif told his countrymen. “The 
job of the government is to formulate policies. It is not its job to 
run industry, commerce and hotels.” 

Backing up the economic reform programme, popularly dubbed 
the 3Ds — Disinvestment, Deregulation and Denationalisation — 
is a myriad of incentives to attract foreign and overseas Pakistani 
investment, technology and management skills. There are tax 
holidays for foreign investors and a privatisation programme in- 
volving 115 of the country’s industrial units in the chemicals, 
ceramics, fertiliser, automobile, 
engineering, cement, energy 
and woollen and cotton tex- 
tiles sectors. More than 30 
companies within this list are 
on offer and attracting strong 
local, foreign and overseas Pa- 
kistani interest. 

Restrictions on the per- 
centage of foreign ownership 
in all but four strategic areas 
have been removed. Gone too 
are regulations conceming the 
repatriation of profits and 
royalties or technical fees; al- 
most all foreign exchange 
controls; and the necessity to 
get prior government approval 
before establishing industrial 
units. Restrictions on raising 
foreign currency loans and 
direct foreign investment in the 
country’s stock exchanges have 
been removed. 

Finance Minister Sartaj Aziz 
has pledged the speedy priva- 
tisation of all of the country’s 
commercial banks which had 
been nationalised in 1974. The 
Muslim Commercial Bank (the 
first to be privatised) has been 
a success story from the be- 
ginning and seen its deposit 
base grow by more than Rs 
600 million (US$25 million) in 
a month. 

The largest privatisation so 
far offered is that of the 
complete telecommunications 
sector. It is expected to fetch 
between US$3-5 billion de- 
pending on the degree of 
monopoly given to the new 
owners. The government has 
shown that it is ready to make 
quick decisions but expects 
equally fast results from inves- 
tors. “The backlog of more 
than 750,000 applications for telephone service must be cleared 
by the end of 1992,” said Secretary Communications Division, 
Salman Farooqui. In the interim, contracts for the installation of 
up to 500,000 telephone sets on a turnkey basis have been 
awarded to a group of international companies which includes 
world leaders in the field such as Alcatel, Siemens, L. M. Ericsson 
and NEC. 

Following hard on the heels of the telecommunications sector 
will be the privatisation of the power generation, shipping, high- 
way construction, port operation and cargo handling sectors. 

The Pakistan economy was hard hit during the Gulf War and 
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“For someone presiding over the 
destiny of a nation, postponing 
national problems under political 

expediency is like leading the nation 
towards suicide. 
Today, when Pakistan is struggling to 
achieve self-reliance, it is all the more 
important that every issue should be 
resolved with speed.” 


Nawaz Sharif 
Prime Minister 





foreign exchange reserves had fallen to a perilous US$100 million 
when the current government took office. By the end of May, 
levels had risen to more than US$500 million and, according to 
Aziz, further increases will enable the government to put the 
rupee into the international arena as a freely traded currency. 

To assist the growth of exports, customs duty and sales tax 
for items such as new machinery for export industries is being 
eliminated, tariff barriers are being dismantled, foreign trading 
companies are now allowed to undertake export trade, and the 
export of rice and cotton is to 
be handed over to the private 
sector. 

The flower of free trade is 
already starting to blossom. 
During fiscal 1991, exports 
are likely to reach US$6 bil- 
lion compared with less than 
US$5 billion last year. 

The multilateral lending and 
development agencies are 
providing strong support for 
Pakistan's efforts to exchange 
a centrally controlled economy 
for one driven by local and 
international market realities. 
Led by Aziz, the country’s 
delegates to a Pakistan Con- 
sortium meeting held in Paris 
in early May 1991, received 
praise for their “positive re- 
sponse . . . to the financial 
difficulties created by the Gulf 
War.” 

The International Monetary 
Fund commended Pakistan 
authorities for “managing the 
adverse external sector devel- 
opments of the past year suc- 
cessfully while continuing to 
implement their programme of 
trade liberalisation.” In vindi- 
cation of this support, Paki- 
stan’s request for US$2.38 
billion development assistance 
drew pledges which will 
amount to almost US$2.5 bil- 
lion. 

Legal safequards for foreign 
investment capital are the 
measure of protections offered 
by a sovereign state anywhere 
in the world. To provide an 
additional boost to investor 
confidence in the current wave 
of privatisations, the Pakistan 
Government and the Multilat- 
eral Investment Guarantee 
Agency (MIGA), a World Bank agency, have arranged a three-day 
conference in late November this year to mix-and-match serious 
investors with Pakistan industries through joint ventures and 100% 
equity projects. The meeting will be chaired by the prime 
minister. 

MIGA's charter is to encourage foreign investment in develop- 
ing countries by providing guarantees against currency transfer, 
expropriation, war, revolution or civil disturbance and breach of 
contract risks. MIGA also offers advisory services to developing 
member countries on means of improving their attractiveness to 
foreign investment. + 
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Macro reforms back 
: privatisation bid 


Tihe new government of Pakistan was elected in November 

1990 with a majority large enough to give it the political 

strength to carry out its mandate to implement a long-overdue 
transformation in the socio-economic environment in Pakistan. 

As with most of the developing world, Pakistan had hoped to 
benefit from the easing of tension among the superpowers, the 
turnaround in the developed economies, and a broader world 
market created by of the emergence of the East European econo- 
mies. 

The occupation of the Gulf by Iraq in August 1990 put paid 
to: these expectations and created a worldwide economic hard- 
ship which was exacerbated in Pakistan because of the country’s 
close geographic, economic and political ties in the Gulf region. 
“The government, nevertheless, stood 
firm in its resolve to transform Pakistan’s 
economy and improve living standards by 
creating a higher level of economic activ- 


Pakistan’s 
























economic reforms which deepens, broadens and accelerates th 
continuing process of economic restructuring. R 

At the same time, renewed efforts are under way to enha 
human resources and create physical infrastructure developme 
and environmental protection. The public sector will be in a better 
position to concentrate its efforts in these areas with a reduction 
in the scope of activities, many of which could be better handled 
by the private sector. 

The new goverment has also achieved (by accord not impo- 
sition) a resolution to two thorny problems left over from history 
— both of which had hindered economic progress. for decades. 
The country’s provinces have come to an agreement. on 1 
sharing of the waters of the Indus basin and the division of 
enues between the federal and the provincial. governments. 

The government tackled the reform programme almost irum 
diately upon election by establishing committees to propose re: 
forms in the areas of privatisation and deregulation; export polic 
tax policy; self-reliance; industrial policy and an exchange and 
payments system. 


The self-reliance package on the sectoral 
2. level involves fast track programmes. for 
increasing domestic production of agricul- 


exports 
SS tural input and output and energy. On the 





ity. Prime Minister Nawaz Sharif, a busi- 
nessman turned politician himself, has no 
illusions about what is needed. “Our indus- 
trial policy is not designed to benefit indus- 
trialists and investors. In fact, it has been 
formulated to solve the problems now con- 
fronting the country . . . Unemployment is 
the main problem of the country at this 
stage. This can be solved only when the 
private sector is fully mobilised to play its 
role in national development.” 

The basic thrust of the new economic 
















macro level, the programme sets out 
eliminate the current-account deficit in 
balance of payments through export devel- 
opment. The reduction in fiseal deficit v 
eliminate the need for foreign borrowing 
cover balance of payments and budgetary 
support. 

The vertical and horizontal. expansion 
of GST introduced in November 1990 is” 
intended to shift the government's reliance 
on taxes. from the trade sector to taxes on = 
consumption. 














reforms is readily summarised as privatisa- 
tion, deregulation and bringing to bear the 
potential of the private sector by encourag- 
ing greater private savings and investment 
to accelerate economic growth while main- 
taining macro-economic stability. 
Achieving this end has called for the 










Improved revenue collection is expected - 
to: come from a reduction of tax evasion 
through expanding the tax base. Values for. 
customs and excise duties which will be 
- pre-determined, is expected to diminish | 
problems caused by.the use of “discretion 
ary” powers. 










creation of a liberal environment for sav- 
ings and investments, reforms in taxation 
and trade and payments systems to reward 
efficiency, and greater transparency in eco- 
nomic management. The adjustment pro- 
gramme aims at achieving viability in fiscal 
and external balances on a medium-term 
horizon with the object of sustainable growth 
of 5% a year. 

The task of getting the reforms under- 
way became more difficult because of the 
severity of economic pressures created by 
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In the sector of demand. management. 
the government firmed up the macro- 
nomic framework to fully benefit from 
supply-side reforms. Management of ag 
gregate demand and domestic absorption 
have been improved while protecting highe 
investment levels. pi 
Short-term Treasury bills and long-term 
Federal. Investment Bonds have been intro 
duced, thereby establishing a market-related 
return on government securities. This i 
leading to the creation of a secondary mar 








the Gulf crisis. The country’s balance of 
payments suffered a loss of US$700 mil- 
lion:as a result of increase in energy prices 
and the subsequent loss of home remit- 
tances from Pakistani workers in the Gulf. Exports to the Gulf 
region also dried up. Consumers were hard hit — the increase in 
energy prices alone added about 5% to consumer prices. 
Nevertheless, the adjustment process continued to make 
progress in achieving viability of the macro framework. Reforms 
far beyond the dimensions envisaged in the policy framework 
` paper were introduced. The government now believes that if all 
the resources and potential in the economy are released and 
pressed into service it should be possible to achieve a growth rate 
of more than 7%. It has, therefore, put forward an agenda of 
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ket. The government has strengthened th 
domestic debt management and institutional 
capability within the central bank and im- 
proved the working and capital base of na: 
tionalised commercial banks and financial institutions. 

During the past three years, the overall fiscal deficit has been 
reduced from 9% to below 6% of GDP. During fiscal 1992, 
government expects to contain the budgetary deficit to less than 
5% of GDP. 

The loss in terms of trade as a result of the Gulf crisis neces 
sitated additional liquidity of 5%. However monetary expansior 
has been contained and the inflation rate brought down 
to 12% compared with 15% on an annualised basis in November 
1990. + : 
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_ Incentives and safeguards 
_ for foreign investors 


: Ov of the key objectives within Pakistan’s economic reform 

programme is to encourage direct investment by foreigners 
‘in the privatisation and de-regulation process. The injection of 
foreign capital is expected to bring with it the introduction of the 
advanced technology, management, marketing and technical skills 
needed to rejuvenate the country’s industrial sector. 

And the country offers plenty in return. Secretary Ministry of 
Industries, T. Z. Farooqui, reckons that foreign investors who are 
< looking for an investment region that offers profit, capacity to 
absorb technology, capital safety, market potential and a stable 
currency are on to a good thing in Pakistan. 

Pakistan itself, with a population of about 110 million, offers 
a sizeable domestic market for consumer goods, but the country’s 
market potential as the gateway to the Gulf, 
hina, Bangladesh and Iran is second to 
mone. The economies of lran, Kuwait and 
‘Afghanistan. are. now under re-construction 
and Chinese and Soviet interest in trade and 
chnology exchange is growing apace. 

© Foreign investors can now hold up to 
100% of any project and are able, without 
prior government approval, to set the terms 
and conditions of foreign-currency loans and 
technology transfer. There is a three-year tax 




















| Power generation 
| Shipping 
Airlines 


Open for investment 


tances of capital and profits, which can now be effected from any 
bank dealing in foreign exchange. e a 

The issue of share certificates will not require permission from 
the SBP and industries which do not require permission for invest- 
ments will not require permission for capital issues, For the few 
industries which still require government approval for establish- 
ment, the installation permission includes permission for capital 
issues. Foreign banks operating in Pakistan: are now able to un- 
derwrite up to 30% of any share issue. 

While still subject to capital gains tax, the transfer of capital in 
the shares and the profits of foreign exchange invested through 
the stock exchange in listed companies is. not subject to: prio 
permission. A 

There are no penal taxation rates on foreign investment. There 
is, however, relief from double taxation. There are no restrictions 
on work permits for managerial and technical. staff coming from 
abroad. 

The Foreign Private Investment (Promotion and Protection) 
Act 1976 provides the legal framework for the safety of foreign 
investment. Among other assurances is the 
guarantee of the rights of repatriation. of 
profit and capital and the appreciation: of 
capital investment. 

The need for location approval for new 
projects has been removed except where 
the proposed site will lead to environmental 
deterioration, especially in urban. areas. 

However, locating ‘industrial plant in 
specified areas offers special benefits. There 
is an fiscal incentive package designed to 


Chemicals. 
Ceramics 
Fertiliser 
Wooi & cotton 
Roti 

Ghee 

































holiday available to all industries set up any- 
where in Pakistan between 1 December 1990 
and 30 June 1995. Tax holidays in rural and 
“backward” areas are even greater. 

No approval is required for foreign com- 
panies wishing to raise foreign currency loans and there is no 
ceiling on the amount, rate of interest and the period of payment 
for such loans. The loan agreement still needs to be registered 

ith the State Bank of Pakistan (SBP) in order to avail the 
concessional exchange-risk cover. The ability to repatriate foreign- 
rrency loans is government guaranteed. 

Access to domestic financing by foreign investors has been 
enlarged. There is no limit on domestic borrowing if 50% or more 
of output is exported. In other cases, domestic borrowing up to 
00% of equity is allowed. 

Pakistan also has a well-established money market. In addition 
to the stock exchanges in Karachi and Lahore, four of the coun- 
es development financing institutions provide local and foreign 
industrial loans. 

- The country’s nationalised (but soon to be de-nationalised) banks 
have entered the credit market and provide funds to industrial 
entrepreneurs. Industrial credits can also be sought from such 
companies as Pak-Libya Holding Co., Pak-Kuwait Investment Co. 
and Saudi-Pak Investment Co. 

The new government regulations mean there are no longer 
restrictions on payments of royalty and technical fees. Exchange 
‘=> controls on investment, trade and foreign borrowing transactions 
~~ have been withdrawn and all discrimination between domestic and 

' foreign investors has been removed. 

Q The freedom to hold foreign currencies and foreign currency 
deposits is available to residents and expatriates alike. 

Import licensing requirements for items on the free list have 
been eliminated and non-tariff barriers are being dismantled ex- 
-cept for reasons of security, health, religion and reciprocity. All 
_~ restrictive trade practices are being phased out and foreign trading 
:: companies are now allowed to undertake export trade. 

_. ~~ Except for banks, insurance companies, airlines and shipping 

“companies, no foreign investor needs any permission for remit- 


4) 36. FAR EASTERN ECONOMIC REVIEW 





encourage the development: of rural-.or 
backward areas: 

@ Industries set up in defined rural areas 
will be exempted from payment of any 

. = custom duties, surcharges and sales tax on 
imported machinery provided the same is not manufactured locally. 
In addition, the tax holiday is extended to five years for industries: 
set up between 1 December 1990 and 30 June: 1995. The 
licensing fee on imported machinery not prodticed locally will be 
charged at 2% instead of the normal 6% rate. 

© Industries set up in defined “backward” areas enjoy the same 
exemption on customs duties, surcharges and sales tax as those 
in rural areas. The tax holiday here is eight years. for industries se 
up before 30 June 1995. as 

® Industries set up in a series of designated industrial estates 
in all the provinces will be exempted from customs duties for the 
import of machinery as long as such machinery is not manufactured 
locally. 

There are also special concessions and exemptions for key. 
industries the government has earmarked as essential to the suc- 
cess of the reform programme. Industries in the bio-technology, 
electronics, fertiliser, fibre-optic and solar energy sectors. will be 
exempt from the payment of customs duty or sales. tax for 
machinery not manufactured locally and which needs to: be im- 
ported for establishment purposes. In addition, they will enjoy a 
four-year tax holiday irrespective of where in Pakistan the plant 
is established. 

The electronics industry enjoys added benefits through the 
exemption of duties on computers and software and electronic 
equipment. There is also a total exemption from custom duty and 
sales tax on imported raw materials and components not already 
produced in Pakistan. 

The fertiliser industry bonus comes through an assured supply 
of gas at existing prices for the purpose of feedstock for a period 
of 10 years from the date of operation. The expansion of existing 
plants will be treated as new investment and is entitled to the 
same concessions. The fertiliser industry will be allowed to import 
phosphate rock and sulphur free of duties or surcharges. - 
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Swat Ceramics 

Nowshera Chemical 

Ravi Engineering Baluchistan Wheels Ltd 
Pak. Dyes Al-Ghazi Tractors Ltd 
Antibiotics (Pvt) Ltd Bela Engineering Ltd 
Kurram Chemicals Co. Trailer Development Corporation 
Swat Elutriation Plant Republic Motors Ltd 

Sind Alkalis Ltd Suzuki Motor Cycle 
Ittenad Chemicals Bolan Castings Ltd 
Ittehad Pesticides National Motors Ltd 
Nowshera Pvc Co. Ltd Naya Daur Motors Pvt Ltd 
Pakistan Pve Ltd Sind Engineering Ltd 
Ravi Rayon Ltd Pak.-Suzuki Motors 
National Fibres 


Millat Tractors 


Be. 





Engineering 

Karachi Pipe Ltd 

Pioneer Steel Mills Ltd 
Quality Steel Works Ltd 
Spinning Machinery 

Textile Machinery 
Metropolitan Steel Ltd 
Pakistan Engineering Co. Ltd 
Heavy Foundry & Forge 
Heavy Mechanical Complex 
Pakistan Machine Tool Factory Ltd 
Pakistan Switchgear Ltd 
Roti Plants 

Gulshan-E-labal, Karachi 
Taimuria, Karachi 

Korangi, Karachi 








Fertilisers 

Pak. China Fertiliser 

Hazara Phosphate Fertilisers Ltd 
Lyallpur Chemicals & Fertilisers 
National Fertiliser Marketing Co. Ltd 
Pak.-American Fertiliser Ltd 


In the unlikely event of the imposition of price control, the ex- 
factory price for fertiliser will be so fixed that a minimum after- 
tax return of 20% on equity at 90% capacity utilisation is assured. 

The engineering, cement, dairy and mining industries also will 
enjoy a range of customs and sales tax exemptions for the import 
of machinery not manufactured locally. 

There are currently more than 33 industrial units in operation 
in a newly formed Export Processing Zone (EPZ) at Karachi which 
was set up to attract foreign investment in export-oriented indus- 
tries. Total investment so far is in excess of US$210 million with 
exports from the zone already topping the US$115 million 
mark. 

Countries represented include Canada, the Netherlands, 
Hongkong, Iran, Japan, Kuwait, Lebanon, Oman, Panama, Saudi 
Arabia, Singapore, Switzerland, Turkey, UAE, US, Britain and 
Germany. 
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Government-owned industries for sale 


Pak.-Arab Fertiliser (Pvt) Ltd 
Pak.-Saudi Fertiliser 


Site, Karachi 

Quetta 

Hyderabad 
Bahawalpur 

Multan 

Gulberg, Lahore 
Baghbanpura, Lahore 
Multan Road, Lahore 


National Refinery 





Ravi Road, Lahore 
Faisalabad (i) Woolen & Cotton Textile 
Faisalabad (ii) 
Cotton Ginning Factory 
Islamabad 
Fai Harnal Woolen 
Indus Steel Pipes 
Larkana Sugar Mills 
Shahdad Kot Textile 
Quaidabad Woolen 
Dir Forest 
Pak. Iran Textile 
Ghee 


Crescent Factories, Chichawatni 
United Industries Ltd, Faisalabad 


Fazal Vegetable Ighee Mills Ltd, 
Islamabad 


Kohi Noor Oil Mills Ltd, Kala Shah Kaku 
A&B industries, Multan 


Dandot Cement Co. Ltd 
General Refractories Ltd 
National Cement Ltd 


Thatta Cement Ltd A&B Oil Industries, Karachi 
Javedan Cement Ltd Burma Oil Mills, Karachi 
Kohat Cement Ltd Chiltan Ghee Mills, Quetta 
Wah Associated Cement 


Hydari Industries, Hyderabad 
Bara Vegetable Ghee Mills, Bara 


Dargal Vegetable Oil Processing 
Industries, Dargal 


Asif Industries (Pvt.) Ltd, Shikarpur 
Kakakhel Industries, Faisalabad 
Morapco Industries, Faisalabad 
Sh. Fazal Rehman & Sons, Multan 
Suraj Ghee, Sheikhupura 


Universal Vegetable Ghee and Raw 
Mills, Sheikhupura 


Sargroh Vegetable Ghee and Raw 
Mills, Faisalabad 


Bengal Vegetable Ghee Mills, Karachi 
Maqbool Co., Karachi 

Wazir Ali Industries, Hyderabad 
Associated Industries, Nowshera 


Haripur Vegetable Oil Processing 
industries, Haripur 


E&M Oil Mills Ltd, Karachi 


Zeal Pak. Cement 

D. G. Khan Cement Ltd 
Gharibwal Cement Ltd 
Maple Leaf Cement 
Mustehkam Cement 
Pak. Cement Ltd 


Enar Petrotech 
National Petrocarbon— 


Industries established enjoy a range of additional incentives to 
those already on offer countrywide. Participants will enjoy a tax 
holiday to the year 2000, and thereafter pay 25% tax on profits 
in perpetuity. Any income chargeable as capital gains is not tax- 
able. Income accruing outside Pakistan is exempt from tax and 
losses of any undertaking set up in the zone may be carried 
forward indefinitely. 

The infrastructure of the EPZ has been fully completed. Facilities 
such as water, gas and electricity are freely available and there is 
a digital electronic exchange of 2,000 lines, with direct dialing via 
satellite for international calls. 

All goods and materials entering the EPZ from tariff areas are 
regarded as exports from Pakistan and the Pakistan suppliers are 
entitled to all concessions currently allowed as export incentives. 
Resident Pakistanis are allowed to invest up to 40% in joint 
ventures. + 
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~ Telecommunications 
sector ready for sale 


rime Minister Nawaz Sharif is wasting no time in getting 
Pakistan's infrastructural programme into full flight. “The PM 
listens and once the decision is made, expects that deadlines will 
«be met. The cabinet is making decisions fast and expects the 
bureaucracy to implement them,” said one government official. 
“From that point, bureaucrats are stopped from interfering.” 
Nowhere have things moved faster than in the telecommuni- 
cations sector which was put up for sale in May 1991. 
The first step on the road to privatisation was to convert the 
-© telecommunications division from a government department to a 
public corporation with total autonomy, its own budget and ability 
to plan and implement development. 
The corporation itself has already made a start on bringing up- 
_ . to-date pent-up demand of 750,000 registered applications for 
telephone service by issuing letters of intent to international com- 
panies for the supply and installation of 500,000 telephones. 
oe The government role after privatisation will be only to regulate 
__. prices if the system goes to a monopoly, or monitor prices if it 
is split up into competing units, according to Salman Farooqui, 


_. Secretary Communications Division. Contracts for the laying and 


supply of a countrywide network of fibre-optic cables are up for 
tender, In a recent deal, Pakistani companies in cooperation with 
a division of Telecom Australia, are laying fibre optic cable be- 
tween Karachi and Islamabad as part of a US$40 million project. 
In 1974, the shipping sector was nationalised into two com- 
_. panies, the National Shipping Corp. and National Tanker Co. In 
_ -March 1991, the decision was taken to return shipping to the 
_.. private sector and, already, 23 companies have been awarded 
© licences for tankers and ships. 
x Strong interest is expected from overseas and local Pakistanis, 
-> many of whom were in the business at the time of nationalisation 
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PAKISTAN 






and who still retain strong interests in shipping. 

The government has already spent US$100 million on the 
development of a third port at Gwader in Baluchistan. The project 
is to be turned over in its entirety to the private sector who will 
be called on to expand and operate the port. The area in which 
the port development is taking place was once part of the State 
of Oman but was purchased by Pakistan in 1958. The focus and 
culture of the region are decidedly Middle Eastern and links with 
that part of the world remain strong. This makes it an ideal 
location for shipment of goods into Middle Eastern markets. 

A US$400-500 million redevelopment of the old port at Karachi 
is under way with World Bank support. A new container terminal 
and an oil terminal are included. The port will be operated by the 
private sector under a Port Authority and the private sector will 
also own and operate container equipment, handling equipment 
and be responsible for the operation and maintenance facilities. 

Privatisation of cargo handling and container terminal opera- 
tions at Port Kasim has already begun. A 13,000-acre industrial 
estate, the largest in Pakistan, adjoins the port. 

There is a lot of scope for foreign investors in Pakistan’s 
highway development which has seen minimal progress since 
partition in 1948. There are 6,500 km of national highways in 
Pakistan which carry about 65% of the country’s goods and 
passenger flows. A further 900 km of highway construction are 
on offer. There are plans to let awards for ring-roads to skirt cities 
or construct elevated highways to run through the centre of them. 

And other sectors are attracting wide international interest. 
Now at an advanced stage of development is a project involving 
a deal between UAE-based Crescent and Petroleum Co. Inter- 
national and Pakistan’s State Petroleum to construct a US$400 
million hydrocracker plant at Karachi. International tenders will be 
let by September. Crescent is also thinking about running a gas 
pipeline from Qatar to Pakistan. 

Pre-qualification has begun for the US$50 million Dhodak Gas 
project which is to be tendered on a turnkey basis and a US 
consultancy company is currently preparing a feasibility study on 
the construction of countrywide network of inland waterways. @ 
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JAPAN 


Japan is the most affluent, the safest and 
possibly the freest nation in Asia, but there 
is an important sense in which its citizens 
have not adapted to their hard won for- 
tune. The 1990 Gulf crisis showed that 
Japan’s leaders have yet to learn how to be- 
have when the world expects them to show 
promptitude and generosity, rather than 
concern with their own interests and a 
petty pation with domestic politics. — 
Meanwhile the populace at large prefers to 
get on with enjoying the fruits of pros- 

ity, wary of international burdens and 

th to lecture others about the secret of 
success. 

This is not to say that Japan is cynically 
unconcerned about the welfare of others. 
The wealthy Japanese now pour their savings into the world’s 
largest foreign aid programme while Tokyo eventually underwrote 
the US military effort in the Gulf with a bigger cheque than any 
other nation. But Japan still gives the impression that its grand ges- 
tures of generosity are agonised attempts to shore up its relations 
with other powerful countries — mainly the US — rather than acts 
of statesmanship. As a result it gets blamed for tardiness and clum- 
siness, and relations with the US actually deteriorate. 

What seems to be lacking in Japan’s equipment for conducting 
its foreign relations is a sustained and intelligent interest by the 
media, politicians and the public in how the political world really 
works outside Tokyo (and perhaps Washington) and how Japan 
can influence it for better or worse. This is ironic given the famed 
Japanese skill at collecting information about other countries, and 
the century-long experience in studying and adapting Western in- 
stitutions. 
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‘ Nation comes under pressure to assume a global role 


Affluence with influence 


By Anthony Rowley in Tokyo 


era in which it will “really become a global power,” 
suggests Yukio Sato, director-general of information 
analysis and research at Japan’s Foreign Ministry. 

The ambivalence Japan has always felt over whether it is part of 
Asia or part of the Western world will inevitably deepen as 
it strives to repond to pressures from both hemispheres to adopt a 
more active role in the politics, diplomacy and even security of the 
post-Cold War world. 

Japan has reached a turning point when it is no longer able to 
regard itself as an honorary Western country sharing the privileges 
but few of the responsibilities of the post-war international order. 
For better or worse, the Gulf War changed all that by catalysing a 
process which had already begun. 

The Japanese have begun to realise that their single-minded 
pursuit of affluence and the use of their wealth in an attempt to win 
friends and influence people in the outside world are not working. 
Throwing money at problems has won few friends, least of all dur- 


aving achieved economic greatness, Japan is now having 
H another kind of greatness thrust upon it. It is entering an 
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ing the Gulf War, and Japanese attitudes are beginning to reflect 
back some of the hostility from outside. 

“The past year has witnessed a good deal of discussion among 
Japanese people about what role Japan should play in global so- 
ciety, says former foreign minister Saburo Okita. “This was rarely 
discussed in the past.” Unfortunately the nearest this discussion 
comes to a consensus as yet is a shared resentment over what is 
perceived as unfair treatment. 

A big brother or even father figure since the war, the US is now 
being seen as bullying the Japanese over the Gulf War or patronis- 
ing them through the Structural Impediments Initiative to change 
their economic way of life. Europe, too, is perceived as becoming 
increasingly Euro-centric — at Japan’s expense — while for Japan 
the Cold War with the Soviet Union has not yet ended, says one of- 
ficial. 

Japan appears sometimes to forget that its economy is now two 
thirds the size of the US’ and that its GNP accounts for one tenth of 
world total output. People such as Takashi Inoguchi, professor of 
political science at Tokyo University, still speak of Japan's “desper- 
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ate need for economic survival.” 

But if the Japanese fail to recognise that they could have pre- 
empted much criticism of themselves by abandoning the idea of 
the poor little rich nation, by opening their markets wider and by 
embracing internationalism more openly, it is also true that Japan 
faces some peculiar and possibly unique obstacles in adjusting to 
the new world order. 

When former US defence secretary Robert McNamara suggests 
that “Japan is going through a trauma in the post-Cold War world 
without a clear vision of its role,” he is stating only half the case. 
Japan has been without a rounded and mature vision of its role 
throughout the whole post-World War II period. 

One reason for this is the nation’s post-war constitution, which 
created the mould for many of Japan’s present attitudes. In particu- 
lar clause 9, which “renounces war as a sovereign right of the na- 
tion and the threat or use of force as a means of settling interna- 
tional disputes” appears to have 
been interpreted literally by most Ja- 
panese as an international prescrip- 
tion for their behaviour as much as a 
self-denying ordinance. 

This, allied with the pacifist ethic 
ingrained by war trauma and deep 
distrust of the military, is what de- 
feated admittedly half-hearted at- 
tempts by the government of Prime 
Minister Toshiki Kaifu to win par- 
liamentary approval for the de- 
spatch of Japanese peace-keeping 
forces to the Gulf. 

Although “close to the mentality 
of the Japanese people” and passed 
by the Japanese legislature, the pre- 
sent constitution is “not a product of 
Japanese democracy,” notes Michio 
Nagai, head of the International 
House of Japan. “Since the Gulf War 
there has been debate over amend- 
ing the constitution.” 

Any amendment would require a two-thirds majority of both 
houses of the Japanese parliament — the ruling Liberal Democratic 
Party (LDP) does not even command a majority in the upper house 
— as well as a national plebiscite. Such a measure may become fea- 
sible, however, given changing attitudes in Japan since the Gulf 
War. 

Political opposition to the idea of Japan’s Self-Defence Forces 
participating more widely in UN peace-keeping operations is soft- 
ening noticeably too on the part of the Komei party, which holds 
the balance of power between the LDP and the Social Democratic 
Party of Japan. What remains critically unclear, however, is where 
Japan will finally draw the line between peace-keeping and combat 
operations. 

The UN could ease the way for Japan to take part in such oper- 
ations if it agreed to establish a permanent 
peace-keeping force under the UN charter 
instead of by special resolution, Sato sug- 


Using wealth to win friends. 






Mutual Security Treaty. This framework was dictated by the obvi- 
ous threat from the Soviet Union during the Cold War — a threat 
which has abated for the West since Mikhail Gorbachov appeared 
on the Soviet scene, though not to the same degree for Japan, in 
the view of Japanese observers. 

This is not simply because Japan refuses to sign a formal 
treaty with the Soviet Union until the vexed question of Japan's 
former northern islands is resolved: it has more to do with Tokyo's 
real fears over the pronounced build-up of Soviet weaponry east of 
the Urals counterbalancing arms reductions in Europe. 

Given Europe’s refusal to treat this as a common security threat, 
Tokyo might have been expected to respond positively to Gor- 
bachov’s proposal which he put forward during his May visit to 
Japan for a new multilateral security forum which would embrace 
Japan and the Soviet Union as well as China, India and the US. But 
the idea was rejected virtually out of hand. 

McNamara’s argument that re- 
gional security arrangements such 
as those that already exist in Europe 
and the Americas should be put in 
place for Asia too, and that Japan 
might have been wise to respond 
positively to the Gorbachov ini- 
tiative, cut little ice in Tokyo. 

Sato says attempts to apply a 
“European-type” formula — along 
the lines of the Conference on Sec- 
urity Cooperation in Europe — to 
Asian security are inappropriate. 
Smaller Asian countries are suspi- 
cious of major-power alliances and 
the US-Japan security treaty pro- 
vides the best assurance that neither 
Japan nor any other Asian power 
steps out of line. 

Japan must become a “policy 
partner of the Asian countries” in 
helping to resolve the Cambodian 
problem and to defuse tension on 
the Korean peninsula, argues Sato. This way, regional security al- 
liances will evolve naturally rather than be imposed artificially from 
outside the region. 

There are increasing signs that some Southeast Asian countries 
want an enhanced policy dialogue with Japan, if only to offset what 
they, too, see as an over-bearing US posture in the Middle East. 
Malaysia’s invitation to Japan to act as “leader” of the proposed 
East Asian Economic Grouping (EAEG) and suggestions by Asean 
diplomats that the EAEG might also embrace security matters are in- 
dicative. 

Japan has responded cautiously to such overtures but it is clear 
that Tokyo could be seduced into cooperation if similar initiatives to 
promote economic regionalism in the Americas and in Europe con- 
tinue to strengthen. Japanese politicians are now taking Southeast 

Asia much more seriously rather than sim- 
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economies alone will equal its trade with the US, according to 
Nomura Research Institute. 

If Japan really is going to be a global power in he full sense of 
the term, it has to back up its massive economic investments over- 
seas with a physical presence beyond peacekeeping or security per- 
sonnel. Teams of medical and refugee workers have gone to the 
Gulf as well as to Bangladesh, but the fact remains that the roughly 
half a million Japanese nationals working overseas are overwhelm- 
ingly involved in Japanese business. 

This may seem appropriate for a nation whose net overseas as- 
sets (at US$328 billion) have been for six years the world’s largest 
and whose direct investments in manufacturing abroad reached 
US$54 billion in 1990, outstripping the annual level of any other 
country. 

But Japan is now also the world’s largest provider of official de- 
velopment assistance (ODA) at around US$9 billion annually, and in 
the sphere of aid administration the Japanese are conspicuous by 
their absence overseas. A similar situation applies to Japan’s phy- 
sical participation in multilateral institutions. 

Whether it is a question of language, cultural or geographical in- 
sularity, uncompetitive salaries in overseas institutions — or simply 
the fact that Japanese feel more comfortable in their own relatively 
affluent society — the pressures on them to join the wider world 
are bound to increase. Otherwise Japan will increasingly have to 
pay the piper without calling the tune. 

The idea that Japan should increase its annual ODA flows to 1% 
of its GNP is gaining ground inside and outside Japan. This derives 
from the broad philosophy of “aid” which has gained ground since 
the Gulf War and which takes account of donor countries’ peace- 
keeping contributions to the international community as well as of- 
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ficial grants and loans. 

By this measure, Japan is way behind other countries. It spends 
roughly 1% of its US$63 trillion GNP on defence and a further 0.32% 
on ODA whereas the US spends some 5.5% of GNP under these 
headings and major European countries 3.5%. By the end of the 
current decade, Japan could be disbursing US$30 billion annually 
in ODA flows — roughly half the present total of global ODA. 

This would go some way to counteract what is clearly going to 
be reduced recycling of Japan's surpluses through the banking sys- 
tem from now on, and declining amounts to of Japanese direct and 
portfolio investments overseas, as a result of the collapse of the 
“bubble” economy (asset inflation) in Japan. 

The natural corollary of all this appears to be for Japan to seize 
this opportunity to assert itself more in international development 
forums by increasing its physical presence and demanding a voice 
to match. 

But a less positive scenario could evolve to abort Japan’s trans- 
ition toward a “real global power.” Voices are already heard calling 
for Japan to stop spending money which, it is claimed, fails to earn 
the respect of foreigners in the developed or developing worlds. 

Sato speaks of the need for a “new definition of what consti- 
tutes a ‘Western’ industrialised nation” to take account of post- 
Cold War realities in Asia and elsewhere. This might be construed 
by nationalistic elements as an affirmation of Japan’s equality with, 
if not superiority over, the West. 

Without political reforms and inspired leadership, there is a real 
risk that Japan could revert to isolationism, or at least resort to 
championing a form of Asian regionalism less demanding than the 
challenges of internationalism. The implications for global prosper- 
ity and stability would not be promising. a 





REGIONAL RELATIONS 


Apology signals 
break with past 


By Susumu Awanohara in Washington 


apanese Prime Minister Toshiki Kaifu’s apology for Japan's 

past misdeeds, made with unprecedented clarity during his re- 

cent tour of Asean, was closely linked with Tokyo's determina- 
tion to become a major political player internationally, particularly 
in Asia. 

Kaifu said in his Singapore address that Japan was becoming 
politically active in response to expec- 
tations from outside Japan. But ac- 
tivism has suddenly become a 
domestic imperative also after the 
diplomatic disaster surrounding 
Japan’s confused response to the 
Gulf War. Tokyo foreign policymak- 
ers know that the Japanese populace 
after all likes their country to “look 
good” overseas but this time it was 
shamed. There is fear of a 
xenophobic explosion — or implo- 
sion — unless Japan is seen to be 
doing positive things internationally 
which are recognised by the outside 
world as such. 

But before becoming politically ac- 
tive, policymakers saw that they had 
to “do a Weizsacker’ — that is ex- 
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are peace-loving people. 


press contrition over the nation’s past sins and reassure the world 
of its good intentions for the future, much as then president 
Richard von Weizsacker did for West Germany in his celebrated 
1985 speech. Of course, opinion differed in Tokyo on whether 
Japan must take the blame for all the modern conflicts it was in- 
volved in or just for its senseless atrocities. Some felt Weizsacker 
had not been all that contrite while others wondered if any Japan- 
ese apology in 1991 can be credible after Japan rehabilitated war 
criminals and made them prime ministers. It was clear, however, 
that Japan had to own up, and do it thoroughly, before its political 
role is accepted in Asia. 

So Kaifu said in Singapore: “I express our sincere contrition at 
Japanese past actions which inflicted unbearable suffering and sor- 
row upon a great many people of the Asia-Pacific region.” This was 
more explicit than most other Japanese apologies offered earlier. 

Kaifu went on to stress that “each Japanese [must] think about 
what he or she can do to contribute to peace and prosperity in the 
Asia-Pacific region and all over the world,” which was a new and 
forward-looking thought. To contri- 
bute, the Japanese must know his- 
tory, Kaifu said, adding: “I am deter- 
mined to step up our effort to ensure 
that today’s young people — tomor- 
row’s leaders — gain a full and accu- 
rate understanding of modern and 
contemporary Japanese history 
through their education in schools 
and in society at large. “He thus took 
on the domestic revisionists of Japan- 
ese history who put past Japanese ac- 
tions in a favourable light and con- 
demn the policymakers’ “grovelling 
diplomacy.” 

Kaifu had earlier visited South 
Korea, expressing similar contrition 
there, and he may do the same later 
with China and the Chinese peo- 
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Focus 


ple: But dene was a certain ogei in his choice of Asean as venue to 
make a generalised apology to the Asia-Pacific region, in the hope 
of moving into the future. Japanese misdeeds were arguably less 
Odius in areas which now form Asean than in China and Korea 
„and lasted for a shorter period. The Japanese debt of history is less 
overwhelming i in Asean. 

In today’s Asia, Asean is, on the whole, the most unabashedly 
appreciative of the economic role Japan has played in the region 
and can continue to play — despite specific grievances about Ja- 

_ panese business practices or protectionism. Asean is the most at 
_ ease with Japan as an economic superpower and the least worried 
about Japan’s desire to play a greater political role. Asean, or at 
t Singapore leader Lee Kuan Yew, sees Japan's increased sec- 
ty role in the region as inevitable and even accepts it, as long as 
it is accomplished in the framework of the US-Japan alliance. In 
short, Asean countries are emerging as Japan’s best friends when 
“itis in deep psychological need of friends. 

Kaifu no doubt was happy to be visiting Asean, rather than 
South Korea or China, at a time when Tokyo was sending a flotilla 
of minesweepers to the post-Gulf War Middle East, for a first post- 

-World War II naval operation in foreign waters. “This action does 

“not mean that Japan is assuming a military role in the international 
community and does not represent any change in Japan’s basic de- 
fence policy,” Kaifu stressed. Still, anticipating fear of a resurgent 

_ Japanese militarism, Kaifu said: “I would remind you that the vast 
majority of Japanese are peace-loving people who detest the 
thought of war. I note further that civilian control is firmly estab- 
lished within the Japanese system.” Some Tokyo foreign 
policymakers themselves have doubts about Kaifu’s last claims but 
Asean leaders seemed to accept them. 

Those who stage-managed Kaifu’s Asean tour wanted to take 
Japan’s Southeast Asia policy back to where it was in the summer 
of 1977 when then prime minister Takeo Fukuda similarly visited 
the regional grouping. In his speech wrapping up that tour — dub- 
bed the Fukuda Doctrine — Fukuda expressed the hope of nurtur- 
ing good relations with Asean countries as well as with the three 
Indochinese states, which had turned socialist just two years ear- 
lier, and of helping the whole region develop economically. The 
Vietnamese invasion of Cambodia in the following year thwarted 
Japanese dreams of boosting all of Southeast Asia together — and 
having some influence over the region. 

Clearly, Tokyo would like to work on this idea again, now that 
a Cambodian settlement is in sight and Japan is having difficulty 
getting along with the US and Europe. Kaifu said in Singapore: 
“Japan intends to cooperate in every way possible so that Asean 
and Indochina can some day develop together as good partners for 
each other.” Although excluded from the “permanent five” process 
— in which the five permanent members of the UN Security Coun- 
cil took the initiative to draft a proposal for a political settlement in 
Cambodia — Tokyo has persisted in making inputs and has tried 
in recent months to bridge the gap over the UN proposal which 
still separates the Phnom Penh government and Hanoi, on the one 
hand, and the anti-Phnom Penh coalition, on the other. 

Although expecting resistance from the Finance Ministry and 
others, Tokyo Foreign Ministry officials want to go all out in con- 
tributing to a Cambodian settlement under UN auspices, in terms 
of money and “physical presence.” There is a strong feeling among 

` Tokyo foreign policymakers that Japan ought to be making major 
political contributions in Asia, not elsewhere, though Singapore’s 
Lee has suggested that it may be wiser for Tokyo to start in, say, 
Latin America, in helping oversee an election in El Salvador, for 
example. 

Japan is unlikely to move ahead of the US in stepping forward 
to help Vietnam. Yet Tokyo officials are increasingly impatient with 
Washington’s hard line against Hanoi, which they attribute more 
to US’ defeat in the Vietnam War than to Vietnam's actions. Tokyo 
officials are inclined to believe the Vietnamese contention that they 
have limited influence on Phnom Penh and say that bringing 
Hanoi into the fold is a surer way to obtain Hanoi’s cooperation. M 
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POLITICS 


A strong case 
for reform 


By Louise do Rosario in Tokyo 


apan needs a stronger, more internationally oriented political 
leadership to meet growing global commitments, but not 
many people think it will come easily or soon. Unless there ar 
radical political reforms, Japan’s political leaders will at best muddle 
through important decisions, especially on foreign relations ani 
security. The hesitant, Passive and slow response to external crises 
such as the Gulf War is likely to be repeated, critics predict. 
History and military factors aside, a great part of the fault 
lies with the present electoral system. It produces domestically 
oriented politicians who spend most of their time helping their _ 
supporters to get a bigger slice of public spending. It nurtures lead- 
ers skilful at fund-raising and behind-the-scenes manoeuvring , but 
not good at explaining complex issues to the public and with lime- 
ited experience in international affairs. : 
Another factor is the organisation of the power of the ruling Lib- 
eral Democratic Party (LDP). The LDP is more a coalition of factions 
than a tightly run party with a strong leadership. Each faction has © 
its own sources of funding, candidates and, except the biggest fac- 
tion, has more or less the same. numerical strength in parliament, 
and they often operate independent of the party centre. 
Power is further fragmented among the horizontal groupings or: 
zoku (tribes), which transcend factional affiliations. There are 
dozens of zoku committees concerned with a particular sector orin- 
dustry. They are indispensable channels for raising electoral funds, 
lobbying supporters and drafting policies. Zoku politicians are too 
tied up with the interests of their supporters and narrow sectoral“ 
responsibility to have a long term, broad vision of national interest, = 
A major decision is therefore the product of much negotiation: 
among LDP factions, zoku members and the bureaucracy. The prime ` 
minister, theoretically responsible for pulling the show together, | 
has limited power because he is a product of factional compromises: 
and not an open election. When a decision is finally made it is often 
confined to issues with minimum risk and controversy. 
Such a structure has helped Japan to achieve political stability, 
economic prosperity and peaceful co-existence with its neighbours; 
but bred inward-looking voters whose attitude has been criticised: 
by outsiders as naive and selfish. The “balkanisation” of Japan’s 
policymaking makes the country look like a helpless giant 
whenever quick decisions are called for. 
The LDP, traditionally an all-encompassing party, has increasing _ 
difficulty in balancing diversified demands and international expec- - 
tations. For example, big businesses providing the LDP with elec- 
toral funds have been urging the party to open the rice market to 
pre-empt trade retaliation, while farmers threaten to boycott the | 
LDP if this happens. The LDP’s response, until now, is to wait for ex- 
ternal pressure to mount before making concessions — and has’. 
generated foreign resentment as a result. oe 
“If the LDP continues in its current way, it will get into big po- 
litical trouble one day,” said Takeshi Sasaki of the University o 
Tokyo. “The crisis will one day be initiated from the outside, some- _ 
thing which the party will have little control of.” Michitoshi 
Takabatae of Ryokko University put it like this: “We used to say 
Japan prospered because of the LDP. In the future, we may say 
Japan prospers despite the LDP.” 
Even the traditional strengths of the party have been weakened 
recently. Factional fighting, which used, at least, to generate 
healthy intra-party debate and competition, has given way to coop-. 
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eration as rules for promotion and other important party affairs 
within the LDP have become more institutionalised. Such a cosy ba- 
lance of power encourages complacency and is not conducive to 
the kind of ground-breaking policies needed in internationally re- 
lated issues. 

Cabinet appointments, for example, are farmed out in rotation 
to different factions according to the factions’ numerical strength in 
the Diet (parliament). To become a minister, an LDP member has to 
win election seven times. To qualify as prime minister, he should, 
in theory, have been elected 12-13 times and have headed big 
ministries. In the last two years, intraparty politics have been par- 
ticularly quiet as the biggest faction, headed by former prime minis- 
ter Noboru Takeshita, has exerted supremacy over the others. 

The Lop is likely to continue to dominate politics even more 
strongly, as its impressive victory at local elections this spring indi- 
cated. Public anger over the LDP’s involvement in the Recruit in- 
sider-trading scandal and the unpopular consumption tax two 
years ago has subsided. The Japan Socialist Party, which posed a 
serious threat to the LDP three years ago, is battered by poor party 
organisation and continued internal party divisions. 

For decades the LDP has relied on farmers and small shopkeep- 
ers to deliver votes and on big business to deliver electoral funds. 
In return it disbursed subsidies generously to supporters, passed 
legislation favourable to industry and promoted economic growth 
as a whole. Foreign policy, security and other externally related is- 
sues were not a priority. 

Such single-minded pursuit of economic growth and heavy re- 
liance on traditional supporters are no longer sufficient. Young Ja- 
panese have new aspirations and the world has higher expecta- 
tions of what Japan should do. 

Individual LDP politicians may have a vision of a more respon- 
sive Japan, but few speak openly about it for fear of alienating con- 
servative voters. Most politicians instead spend more of their time 
going to hot springs and singing at karaoke bars with voters, than 
explaining issues seriously. 

Sasaki notes that, in every society, such a kind of politician can 
be found, but in Japan, they dominate the political scene. Even for 
bureaucrat-turned-politicians — a major category of LDP members 
— their leadership ability is insufficient to meet new needs. 
Bureaucrats are good at making plans and compromises, but not in 
explaining on US television Japan’s standpoint and winning for- 
eign sympathy, says Takabatae. 

Everybody recognises the need to modernise Japanese politics, 
but resistance from LDP members is strong. Reformists suggest 
changing the current three-to-five-seat constituency system to one 
of single seats, to make for more open competition, especially 
among LDP candidates. As it stands, LDP politicians, especially 
young ones, have to belong to a faction to obtain the massive funds 
required for an election campaign. 

Another proposal is to have proportional representation to re- 
flect the changed demographic pattern of the country. Farmers are 
so over-represented that the LDP dares not push openly for the 
liberalisation of agricultural imports for fear of losing the farm vote. 

If reforms were to succeed, factions should disappear or become 
less important as the party would need to field only one candidate 
in each constituency. The party could then centralise recruitment 
and fund-raising, two functions now carried out by the factions. 

With only one LDP candidate against one from the opposition, 
an electoral campaign could focus debate on policy issues, rather 
than personalities and scandals, as is the case now among LDP can- 
didates themselves, reformists believe — apparently forgetting or 
ignorant of the fact that this is not always the effect of single-seat 
constituencies in countries were they are the norm. 

Prime Minister Toshiki Kaifu in late May made a last-minute ef- 
fort at political reform before his term is up later this year, but failed 
to win factional support. If political reforms are not introduced in 
time for the next national elections, Japanese politics will continue 
to be dominated by the same kind of domestic-oriented pork-barrel 
politicians in the present decade as it has been for the last four. m 
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FOREIGN POLICY 


Unsteady as 
she goes 


By Louise do Rosario in Tokyo 


apan has never been known for brilliance in foreign diplomacy 

in any case, but the Gulf crisis gave a stark display of how ill- 

equipped is Tokyo's foreign policymaking machinery. Japan's 
much-criticised crisis management during the drama in the Gulf 
has sparked off debate on the need for a more assertive foreign po- 
licy, but short of a radical change at home and overseas, most ex- 
pect no major improvement. “Japan will remain as immobile as 
today in international affairs for at least the next 10 years,” said 
Shiro Saito, a professor at the Asia University. 

Tokyo's inertia stems from a combination of historical and poli- 
tical factors. Japan’s defeat in World War II, fear among Japan’s 
neighbours and among Japanese themselves of a possible military 
resurgence, a peace constitution and a defence-oriented military 
leave little room for high-profile international diplomacy. 

The consequences of such inadequacy are inward-looking 






Little concern with abstract principles. 


bureaucrats, politicians and voters with insufficient awareness of 
Japan’s global image and responsibilities. 

Another result is the limited amount of resources devoted to 
foreign affairs. Among OECD countries, Japan has the smallest 
number of foreign affairs officials, only 4,328 at the end of October 
1990. This is a quarter of the US’ figure, and half that of Britain. 
Also, the Ministry of Foreign Affairs has not been able to attract as 
many bright young graduates as other more powerful and prestigi- 
ous ministries. 

These inadequacies were made obvious by an aborted bill tabled 
last autumn to send Japanese forces overseas. The bill was drafted 
by a junior member of the ministry over a weekend, press reports 
said. Its inconsistencies and ambiguities were underlined by severe 
questioning from the opposition in parliament. 

Japanese leaders admit to a lack of experience in handling cri- 
tical international decisions independently, having taken their cue 
from Japan’s main ally, the US, for decades. Yet Japan is edging to- 
wards a more active global role. The sending of minesweepers to 
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tion for peacekeeping missions over- 






i sponses were required. 

-Much of the confusion in foonulating 
: Japan’ s foreign policy arises from the frag- 
mentation of power among institutions 
. which have a stake in it. The major players 
«= bureaucrats, politicians and the public ~ 
have conflicting interests and ideas, making 
- itdifficult for Japan to be seen to have a uni- 
_ fied purpose. The situation is made worse 
















bility is to coordinate the various interests, 
fails to provide leadership. 
One victim of this situation is the For- 










itself in a difficult position. It sometimes 
-emerges as the defender of policies good 
for Japan’s long-term international interests 
but which involve immediate sacrifices by 
‘interest groups at home. 

“It’s basically a zero-sum game in which 
concessions won for one interest group will 
be.at the expense of another in Japan,” said 
Hiroyuki Kishino, a senior researcher at the 
Institute of Global Peace. “In this complex 
give-and-take process, the ministry, with a 
more acute sense.of a possible foreign back- 
lash against Japan, often finds itself stand- 

‘ing on the side of foreign countries.” 

As Japanese bureaucrats have gained 
greater exposure to the qutside world, they 
have. become more independent in their 
thinking rather than relying on the ministry 

_ for advice on. foreign affairs which affect 
“them. Intraministerial conflicts inevitably 
occur and often lead to policy stalemates. 

Japan’s foreign policymaking has been 

_made more complex by the expanding role 
"of the ruling Liberal Democratic Party (LDP) 
in this arena. In recent years LDP politicians 
have gained more expertise in handling for- 






eign affairs while seeking continued eco- | 
nomic protection for their domestic con- | 


-Stituents. 

. Another reason for greater LDP involve- 
ment is that politicians find it easier and, 
‘therefore, more appealing to demonstrate 


high-profile showmanship in external is- | 
sues, rather than in domestic issues which | 


involve higher and more immediate stakes. 


Participation by politicians in foreign af- | 


fairs works two ways. Strong, assertive ac- 


. tion by politicians is sometimes essential to 


balance bureacuratic conservatism. How- 
ever, if such action is not well coordinated, 


it can lead to vast discrepancies between of- | 


ficial and individual politicians’ policies. 
The courting of China by individual LDP 


faction leaders despite the temporary sus- | 
-pension of official Sino-Japanese relations 
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: Tel Gulf and the proposal to form anor- | 


_ seas have been hailed as important break- | 
roughs. But both these moves, precipi- | 
ted by an external crisis, involved much | 
debate, compromise and skilful manoeuvr- | 
ing at times when gat clear-cut re- | 


when the prime minister, whose responsi- | 


eign Ministry, often seen as weak and | 
_ incompetent in handling crises. As eco- | 
nomic issues become caught up increas- | 
ingly with foreign affairs, the ministry finds | 
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“in 1990 was one example. Another was the visit of LDP faction boss 
-© Shin Kanemaru to North Korea last year; he was criticised for rais- 
ing Pyongyang’s expectations that normalisation and aid would be 
forthcoming soon. Former LDP secretary-general Ichiro Ozawa’s 
pledge of billions of dollars of aid to the Soviet Union was regarded 
as another blunder. 
In such instances, the foreign ministry has been thrown off-ba- 
__~Jance by generous concessions made by politicians to foreign coun- 
‘z tries. Often such promises were made because of intraparty consid- 
erations rather than careful calculation of Japan’s national interest. 
Politicians can afford to do this because the public is only mildly in- 
terested in foreign affairs. 
.. The role played by public opinion now is nothing like the pow- 
erful anti-US mass movement of the 1960s. Japanese in general 
_ have become more conservative with a rising standard of living. 
‘Just as with voters elsewhere, Japanese are more concerned with 
daily bread-and-butter issues than abstract principles such as 
Japan's global responsibility. Public opinion is therefore at best 
only one factor in the power equation and can easily be manipu- 
~ dated. 
Even the strong public reaction against sending the military 
overseas during the Gulf crisis was disorganised and incoherent. 




















The opposition, which skilfully organised a mass campaign against 
the LDP-initiated consumption tax two years ago, failed to organise 
a mass movement over the Gulf issue. 

Japanese leaders are not trained to reach out to the masses, 
as political leadership is decided by seniority and factional com- . 
promises, not by public popularity. 

Since Yasuhiro Nasakone, Japan has not had a prime minister 
skilful enough to appeal to the public for support to solve thorny © 
international issues. The leadership of Prime Minister Toshiki Kaifu 
has been particularly weak as he was set up only as head of a 
caretaker government, after the disgrace of more qualified LDP lead- 
ers in scandals over money and women. Kaifu’s style is to wait for. 
a consensus to emerge, rather than to coordinate and to lead.: 

During the Gulf crisis, such waiting was cut short by pressure. 
from the US. With deep divisions in the LDP, the bureaucracy and 
the public over Japan's commitment to. the allies’ efforts, for 
months Tokyo could not make up its mind over Washington’s re- 
quest for more contributions. On 12 September the US House of 
Representatives become impatient and called for the withdrawal of 
5,000 US troops from Japan if Tokyo did not pay up. Two days later 
the Kaifu cabinet announced an extra US$3 billion worth of aid to 
the multinational forces. a 
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self-defence 


_ By Robert Delfs in Tokyo 


Jy £ the Gulf War was a confidence-boosting victory for the US 
| = its coalition allies, it was a public-relations disaster for 
Japan. Despite financial contributions that totalled (including 
“disaster relief) more than US$13 billion, the inability of Prime 
Minister Toshiki Kaifu’s government to push through the Diet a 
modest bill that would have enabled Japan's Self-Defence Forces 
SDF) to participate in the allied effort has reinforced the image of 
apan as a “free-rider” on security matters, unwilling to take on its 
air share of international responsibilities, and has contributed to 
Japan’s steadily fraying relations with the US. 

This perceived diplomatic and public-relations failure has inten- 
ified pressures to define a new and more active post~Cold War in- 
. ternational role for Japan. It remains unclear, however, how Japan 
-will be able to satisfy heightened expectations of the US with re- 

gard to playing a larger security role, given the strongly pacifist 
‘feelings on the part of large segments of the 
Japanese electorate and restraints. en- 
: Shrined in the Japanese Constitution, as 
well as deep-seated anxieties on the part of 
: China, the Koreas, and other Asian neigh- 
bours about a renewal of Japanese 
militarism. 

On the table right now are proposals to 
allow SDF elements to participate in UN 
<== Peace-Keeping Operations (PKO), which 
could involve dispatching armed military 
__- personnel to overseas trouble-spots, operat- 
_ ing under UN command. However, these 
_ plans would not extend to support of 
== sovereign military operations merely au- 

thorised by the UN, such as the Gulf War. 
But there are voices inside and outside 


te th. 


of Japan arguing that Japan’s “peace” con- 
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Defence spending 1990 





stitution eventually must be reinterpreted. The case for a broader 
defence role within the context of a continuing alliance with the US 
was put forward last summer in an article in Foreign. Affairs entitled 
“Japan's Grand Strategy,” by Fred Charles Ikié, a former under- 
secretary of defence, now at the US Centre for Strategic and Inter- 
national Studies, and Terumasa Nakanishi of the Research Institute 
for Peace and Security in Tokyo. 

Japan must now expand the geographic horizon of its defence 
policy beyond the region of the Japanese islands to encompass a 
“global security dimension,” Iklé and Nakanishi argue, that takes 
account of “not only Japan’s economic relations with distant re- 
gions, but also the potential spill-over of warfare or the actions of 
hostile forces.” 

What limits are placed on Japan’s future role in global security 
operations is primarily a political question, according to Iklé and 
Nakanishi, and “a question of intellectual development in Tokyo.” 

Article 9 of the Japanese Constitution states that: “... . the Japan- 
ese people forever renounce war as a sovereign right of the nation 
and the threat of force as a means of settling international dis- 

tes.” 

In order to accomplish the aim of the preceding paragraph, _ 
land, sea and air forces, as well as other war potential, will never 
be maintained. The right of belligerency of the state will not berec- 
ognised.” 


Since the outbreak of the Korean War in 1950; however, this ar- 
ticle has been understood as allowing Japan to exercise its inherent 
right of self-defence. The rapid Soviet military build-up against 
Japan in the mid-1970s at the time of the US 
withdrawal from Vietnam, moreover, ‘led 
to heightened perception of the need for 
Japan to strengthen its capabilities. 

In response to the Soviet build-up, Japan 
increased its defence spending and began 
to articulate a broader conception of its de- 
fence role, including assuming greater re- 
sponsibility for protecting its own sea lanes 
out to 1,000 nautical miles, and allowing 
greater contact and coordination between 
the SDF and US forces. 

Pressure from pacifist opposition par- 
ties, however, led to decisions by the Miki 
cabinet in 1976 to limit future defence 
spending to 1% of GNP and to extend an 
existing ban on arms. sales to communist 
countries to apply to Japanese arms exports 
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-to all nations, 
. Partly as a result of the 1989 Recruit bribery scandal, the ruling 
= Liberal Democratic Party (LDP). no longer commands a majority in 
the Upper House of the Diet. As a practical matter, this means that 
the government needs the support of the Komei party, the political 
„arm of the Soka Gakkai Buddhist sect, as well as the Democratic 
-Socialist Party. Its lack of a majority in both houses remains a seri- 
gus constraint on any attempt to broaden Japan’s international sec- 
_ curity cooperation role. 
~~” Further complicating any such effort, moreover, is the question 
“of a new rationale for Japan’s existing and future defence posture 
vand security relationships. Japan’s own defensive military capa- 
‘bilities and the over-arching security relationship with the US, 
in the form of the 1960 Mutual Security Treaty, have been justified 
almost exclusively in terms of the threat posed by the Soviet Union 
"since the time of the Korean War. 
: Although the US-Japan Mutual Security Treaty explicitly refers 
to “maintaining peace and security in the Far East,” previous Ja- 
.. panese Government leaders have reiterated that Article 9 is not un- 
«derstood to permit Japan to engage in collective military action ex- 
‘cept for the purpose of defending Japanese territory. 
<; In sending Japanese vessels to assist with minesweeping in the 
Gulf this April it was necessary for Kaifu to argue that because hos- 
tilities in the area have ceased, the move does not constitute use of 
force under Article 9 of the constitution. Takako Doi, chairman of 
the Social Democratic Party of Japan (spP}), had claimed that the 
minesweeper deployment violated the constitution and con- 
_tradicted assurances made by previous governments that SDF 
_ forces would not be dispatched overseas. 
It is hardly necessary for Japan to look beyond the Soviet threat 
in Asia just yet, however. In contrast to Central Europe, the mod- 
-emisation of Soviet air, naval and land forces in the Far East 
_ has continued unabated, including the equivalent of a division 
` -$tationed on disputed islands which Japan claims as its Northern 
__ Territories. Since 1985, the Soviets have deployed 300 fourth-gener- 
_ ation aircraft (including MiG29s, Su27s fighters and MiG31s fighter- 
_ bombers) in the Far East, according to Japan's 1990-91 Defence 
_ White Paper. 
-The main purpose of these Soviet forces is to protect the fleet of 
24 strategic missile submarines deployed in the Sea of Okhotsk. 
_ With further reductions in land-based inter-continental ballistic 
_ > missiles and cuts in strategic submarines under the Strategic Arms 
eduction Talks (START), the nine or 10 strategic submarines that 
_ will remain deployed in the Soviet Far East will become a relatively 
=- More important component of the Soviet Union’s total strategic 
forces, according to Shigeki Nishimura, a researcher at the Interna- 
_. tional Institute for Global Peace (uGP). The Soviet military is, there- 
=- fore, highly likely to continue upgrading its capabilities in the Far 
-East in order to protect them. 
_.. This potential nuclear threat to Japan, together with the Soviet 
~ Union’s overwhelming superiority in conventional land, sea and 
vair forces, render the prospect of an autonomous Japanese defence 
capability highly unlikely. Certainly any attempt to build Japan’s 
__ forces to a level consonant with military self-reliance apart from the 
-< US, as has been suggested by Shintaro Ishihara, an ultra-nationalist 
‘Diet member, would in all likelihood result only in igniting a new 
. arms race in Asia, most notably with China. 
=. Japan's White Paper, however, acknowledges that changes in 
the Soviet Union's international and domestic situation have re- 
. duced the likelihood of offensive actions against other countries. 
. Accordingly, the new five-year Interim Defence Plan approved by 
the Kaifu government last December would hold annual increases 
in defence spending over fiscal years 1991-96 to only 3% (before ad- 
justment for inflation), significantly below the 5.4% average growth 
~ rate under the 1986-90 plan. 
Much of the increases under the new plan, moreover, will be 
applied to increasing host-nation support to absorb a larger share of 
the costs of maintaining US forces in Japan and long-postponed im- 
provements in living conditions for SDF personnel. Spending for ac- 

























$2 


FAR EASTERN ECONOMIC REVIEW 












quisition of new weapons systems is expected to fall by 2.3% per. 
year over the five-year period. es 

But if the next few years see a further easing of the Soviet threat, 
beyond the cautious step of participating in UN PKO, it may be- 
come increasingly difficult, to articulate a new security role for 
Japan along the lines suggested by Iklé and Nakanishi. 

Even where a serious and well-defined potential threat to re- 
gional security exists, for example in the case of the Korean penin- 
sula, political sensitivities would effectively bar any shift of the de- 
fence burden from the US to Japan... 

“It is unthinkable that Japan could send combat forces to sup- 
port South Korea if there is a withdrawal of the US presence in 
Asia,” Nishimura says, “or that Japan could fill the gap if the US re- 
duces the number of aircraft carriers in the Pacific. 

On its own, Japan’s naval and air might is puny next to the 
huge Soviet Pacific Fleet and other forces stationed in the Far East. 
But relative to other Asian nations, Japan’s Air Self-Defence Force 
and Marine Self-Defence Force represent large modern forces. 

These include 135 F15s and more than 80 F4E] interceptor-fight- 
ers, plus 70 F1 support fighters; destroyers, frigates and attack sub- 
marines equipped with Harpoon ship-to-ship missiles (SSMs); as 
well as sophisticated anti-submarine and anti-ship patrol aircraft. 
and helicopters. oes 

In terms of total defence spending, Japan’s current (1990) ¥4 
trillion (US$30 billion) 1990 defence budget makes it by far 








The balance of sea power 




















largest in Asia, if the US and Soviet Union are disregarded. Even 
with the reduced budget for new equipment purchases over the 
next five years, Japan will acquire 10 destroyers, of which four will 
be Aegis-equipped (capable of dealing with multiple air threats), 
five new submarines, 20 auxiliary ships, 42 more advanced F15 
fighters, four AWACS aircraft, 45 anti-submarine and patrol aircraft 
and helicopters, as well as multiple launch missile systems, Patriot . 
and improved Hawk surface-to-air missile batteries. i 

Neighbouring countries’ deep-seated worries over Japanese re- 
militarisation were only intensified by the US pressure to induce 
Tokyo to participate in the military confrontation against Iraq. 

“One cannot rule out the probability that Japan and a unified 
Germany will develop into global military powers,” strategist Chen 
Xiaogong wrote in the Jiefangjun Ribao (Liberation Army Daily) last 
September. “Japan now has 300,000 troops, of whom 70% are offi- 
cers and non-coms . . . [and] already possesses the economic, sci- 
entific and technical potential . . . to leap over the nuclear period 
and develop intelligent non-nuclear space weapons.” 

Ironically, however, this very anxiety has led to a stronger re- 
gional appreciation of US military presence in Asia and the Japan-- 
US security relationship as a means of constraining Japan’s military 
capabilities, even on the part of former US foes such as. China. 

“The day that we see more Japanese destroyers in Asian waters 
than ships from the US 7th Fleet, that day Japan will be seen as a 
threat,” one former Chinese PLA officer explained. “Any Japanese 
naval expansion will accelerate the regional arms race.” a 
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JAPAN-US 


Ties frayed by 
resentment 


By Susumu Awanohara in Washington 


he recent Gulf War, like all wars, was in US President 

George Bush’s expression a “defining” and transforming 

human experience. The Japan-US relationship, which is cru- 
cial not only to the two countries but to all of Asia, suffered a set- 
back in that war. Although it is too early to tell how much damage 
was done and what new bilateral relationship will emerge, a rise of 
anti-American nationalism in Japan is probable. 

Many Japanese appear to acknowledge that their country failed 
to respond swiftly and convincingly to the Gulf crisis last August. 
By now it is obvious to them that Japan’s pursuit of “peace in one 
country” — a pacifism which eschews 
moral judgments in international af- 
fairs, avoids all conflict and attempts 
to maintain Japan’s own prosperity 
and safety — is inadequate, if not 
bankrupt. 

There is a general feeling that 
Japan urgently needs a new rinen 
gaiko, or diplomacy based on princi- 
ples, and a political system which al- 
lows the government to make deci- 
sions more quickly in crises. Addition- 
ally, the Japanese now know that they 
must move beyond “chequebook dip- 
lomacy” to win international respect. 

At the same time there is deep re- 
sentment among some Japanese to- 
wards the US for having, in their 
view, forced them to pay for a war it 
had started and escalated without 
consultation and then, instead of 
thanking them, jeered them for their 
“slow and meagre” contribution. Even those who accepted the 
substance of US demands had difficulty with the manner in which 
the demands were made. Such resentment is also directed at 
Japan’s foreign policy elites — including top bureaucrats and politi- 
cians — who are seen to have acquiesced once again in their role 
as obedient follower of the US. 

Perhaps something like the latest Gulf crisis was needed to 
make the Japanese engage in serious soul searching about their 
new place in the world and to readjust their institutions and be- 
haviour, But some fear that the shock of the Gulf crisis may have 
been a little too great for Japan to keep moving positively towards 
its vaunted “global partnership” with the US. 

In short, the notion of a global partnership, enunciated by US 
Secretary of State James Baker in mid-1989, was the US and Japan- 
ese moderates’ answer to the view, growing particularly strong in 
the US, that Japan’s economy will replace the Soviet military as the 
most serious threat to US national security in the post-Cold War 
world. Whether it is the result of Japanese attitudes and practices 
or of the US’ need for threats and enemies, US elite as well as pub- 
lic feelings towards Japan have cooled in the past several years as 
Soviet power declined. Americans are also dissatisfied with their 
own government for allegedly failing to respond to the Japanese 
economic threat and being too mindful of preserving the US-Japan 
political and military alliance. 

Global partnership, as formulated by pro-alliance officials in 
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Kaifu: not always on the ball. 





Washington and Tokyo, demanded that Japan should contribute 
more internationally but promised it a greater legitimate role in in- 
ternational institutions, while calling on Americans to come to 
terms with a stronger and more self-assertive Japan. 

In Japan a top Foreign Ministry official stressed: “Japan can no 
longer conduct a passive foreign policy, regarding the international 
order as given.” He said Japan must help to create a new world 
order, emphasising an unprecedented activism in seeking solu- 
tions to regional conflicts and in participating in multilateral peace- 
keeping efforts. Slowly breaking with past behaviour, Japan began 
sending personnel, in addition to money, to Afghanistan, Iran, 
Iraq and Namibia, and has tried to make inputs in the debate on 
the Cambodian settlement. 

According to Foreign Ministry and US State Department ideo- 
logues, a significant forward step in the Japan-US global partner- 
ship was taken at the Houston summit meeting of seven industrial 
powers last July. Prime Minister Toshiki Kaifu’s hard line against 
aid to the Soviet Union and his soft line towards aid to China, con- 
trasting with positions taken by other Group of Seven leaders, 
were supposed to mark the beginning of a new diplomacy “with 
Japanese identity.” Having rejoined the international community 
in the first post-World War II phase and firmly established itself as 
a member of the Western alliance in 
the second, Japan was now ready to 
conduct its own foreign policy as a 
trusted member of the West and part- 
ner of the US, the theory went. 

Iraq's invasion of Kuwait only a 
week later derailed Tokyo. The old 
pattern returned of a Japan im- 
mobilised and unable to act without 
US pressure, and yet resenting this 
pressure. 

Judging from the content of popu- 
lar opinion journals, Japan's foreign 
policy elite first saw in the Gulf crisis 
an opportunity for their country to 
break through established constraints 
and play a stronger international role 
alongside the, US. Those wanting 
Japan to play a major role, including 
possibly a military one, were particu- 
larly vocal and seem to have influ- 
enced Kaifu, who is in the tradition of 
the pragmatic “Yoshida Doctrine” or to the Left of it. Shigeru 
Yoshida, who was prime minister twice between 1946 and 1954, 
acknowledged the need for rebuilding Japan’s military capabilities, 
up to a point and within the framework of the US-Japan security 
treaty, but resisted US pressures for Japan’s major rearmament by 
citing Japan’s still weak economy, the “peace constitution,” Japan- 
ese aversion to things military and probable negative reactions 
from Japan's neighbours. 

Japan’s conservative mainstream more or less adhered to the 
Yoshida Doctrine until the late 1970s when it moved rightward to 
the view that irrespective of the popular sentiments and political 
constraints, Japan faces real military threats which must be coun- 
tered militarily. Apart from the US criticism that the Yoshida Doc- 
trine rationalised Japan's “free ride” in defence, the apparent loss of 
US military superiority in Asia after the Vietnam War, and the 
Soviet build-up in the Far East were crucial reasons for this change. 

The Diet debate last autumn on the UN cooperation bill proved 
that post-war pacifism had remained powerful, though latent. 
Kaifu's decision to send Japanese Self Defence Forces to the Gulf as 
non-combatants met vehement resistance, not only from the oppo- 
sition parties but from the majority of the Japanese public, particu- 
larly housewives. The focus of domestic debate shifted quickly 
from how Japan sees Iraqi President Saddam Hussein’s actions and 
what Japan needs to do about them to what it takes to keep the 
Americans happy. The debate brought out the abiding attitude of 
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many that Japan must support the US not 
because it agrees with the US but because it 
lost the war with the US. 

The Gulf War and its immediate after- 
math, by demonstrating what a dangerous 


| and obnoxious dictator Hussein had been 


and how Kuwait was overjoyed at being 
liberated by the US-led coalition forces, 
seemed to discredit the pacifist position. In 
retrospect, the image of the Japan Socialist 
Party leader Takako Doi shaking hands 
with Hussein and counselling restraint on 
both sides just two days before war started 
was embarrassing to many Japanese. Kaifu 
met little resistance when he finally sent Ja- 
panese minesweepers to the Gulf after the 
war. 

But the Japanese were stung that theirs 
was not on the list of countries that the 
Kuwaitis thanked after liberation, despite 
Tokyo's US$13 billion-plus contribution to 


| the allied effort, and that the US also 








seemed to minimise the Japanese contribu- 


| tion. US legislators kept sniping at Japan's 


war performance, while Bush postponed a 
contemplated visit to Japan this spring. 

It is against such a background that anti- 
American sentiment is rising. Shintaro 
Ishihara, author of the America-bashing 
book The Japan that can say ‘No’, has typically 
challenged the black-and-white interpreta- 
tion of the Gulf crisis, relativising it. He has 
pointed to past Western imperialist acts in 
the Arab world, suggesting that Hussein 
may even represent a progressive force 
and the US a reactionary one in such a 
context, and asserted that the Japanese 
had no reason to fear the rise of oil prices 
even if Hussein had taken over Saudi 
Arabia. s 

A keen politician, Ishihara appears to re- 
flect broadly held public sentiments. Re- 
ports say the Japanese are retorting to the 
US criticism of their war performance with 
an intensity which is rare. 

Just how serious anti-Americanism will 
become is uncertain. With the Gulf War 
over, the much deflated US opinion of 
Japan may recoup somewhat with the reali- 
sation that the US cannot accomplish its ob- 
jectives in the New World Order without 
the cooperation of major allies such as 
Japan and Germany. If the Soviet Union 
disintegrates and/or poses a new threat to 
its neighbours, the US and Japan will re- 
confirm their common security interests. If 
the US view of Japan softens, so will the Ja- 
panese view of the US, 

But a period of cooling seems inevitable. 
Although economic interdependence, nur- 
tured over the years, will militate against 
Japan and the US forming separate trading 
blocs, each is likely to diversify its external 
economic ties away from the other. 

And when — or if — the Japanese start 
deliberating their new principles of diplo- 
macy, the impulse towards autonomy is 
likely to bear down on a desire for a closer 
alliance with the US. a 
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BITTER MEMORIES 


History stirs 
legacy of fear 


By Robert Delfs in Tokyo 


he present misunderstandings and conflicts between Japan 
and the US exist firmly in the present tense and the US side 
seemed at times totally lacking in historical memory. Its po- 
litical leaders and media spokesmen who denounced Japan’s fail- 
ure to participate in the campaign against Iraq, for example, appear 
to have forgotten that Japan’s “peace” constitution was imposed 
upon it by the US in the person of Gen. Douglas MacArthur. And, 
perhaps more importantly, they have forgotten the reasons why. 

Japan has unquestionably changed, but what has not yet 
changed is the intensity and sensitivity of feelings among Japan’s 
divided continental Asian neighbours. Even nearly a half cen- 
tury after the end of World War II, deep undercurrents of guilt, re- 
sentment and fear still flow among all the countries and territories 
that formed the core of Japan’s overseas empire, and within Japan 
itself. 

These resentments continue to limit and shape Japan’s political 
and economic relations with its neighbours much more than is the 
case with Germany and the rest of Europe. 

The reasons for this contrast are multiple and complex, but one 
primary difference is that while Germany conquered, Japan co- 
lonised, and began the process well before World War I. Taiwan 








was annexed in 1895 and Korea in 1910. Much of Manchuria was 
effectively under continuous Japanese control from 1906 until 1945. 
This goes a long way towards explaining the vast gap in at- 
titudes towards Japan and the war between the two Koreas and 
three Chinas on the one hand, and Southeast Asia on the oth 
However traumatic, the war with Japan outside Northeast Asia 
was an episode that began with the surprise attacks on Pearl Hat- 
bour and Singapore in late 1941 and ended less than four years. 
later. a 
That these events led directly to nationalist movements which 
were ultimately successful in the former Western colonies of South- 
east Asia lends no small amount of ambiguity to local perceptions: | 
about Japan’s role. 3 
But in Korea and Japanese-occupied parts of China, there was 
no substantial prior European or US colonial presence. Here Japan- 
ese domination was not an episode, but an ordeal, lasting nearly a 
half century or more, spanning generations, and leaving deep, en- 
during scars in national psyches, which are associated almost ex 
clusively with Japan. a 
There is also the fact that these countries which were wholly or oo 
partly colonised by Japan before the 1940s — the two Koreas and 
three Chinas — remain politically divided today. While much of 
world, and certainly American public opinion, associates these di: 
visions primarily with the Cold War, for many Koreans and . 
Chinese, whether North, South, on the mainland, in Taiwan ori 
Hongkong, it is Japan which is responsible. i 
The two crucial issues during the visit of South Korean Presi- 
dent Roh Tae Woo to Tokyo last year were not related to contem- 
porary bilateral trade problems or technology transfer, but to 
whether the newly enthroned Emperor Akihito would issue a clear 
apology for Japan’s wartime colonial domination of Korea and 
Japan’s treatment of ethnic Korean residents, including many who. 
were brought to Japan during the war years as forced labourers 
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Emperor Akihito’s expression of “deep regret” for the Korean 
people's pre-war sufferings was not deemed entirely satisfactory by 
the Koreans, but Prime Minister Toshiki Kaifu went further in his 
remarks to Roh to express “sincere remorse and honest apologies.” 

Relations between Japan and Seoul were normalised only in 
1965 and a major stumbling block remains in the normalisation 
talks between Japan and North Korea that began in January. This 
_is Pyongyang’s demand that Japan pay not only war reparations (a 
claim which Japan rejects on the grounds that Korea was not a bel- 
_ligerent in World War I) but also compensation for damages and 
losses over the past 45 years attributable to the political division of 
the Korean peninsula. 

Since the normalisation of Sino-Japanese relations in 1972, the 
nse of war guilt felt by many Japanese political leaders and seg- 
ments of the public has become a useful Chinese lever for extract- 
ng additional Japanese economic aid and winning concessions on 
trade frictions. 

Chinas paramount leader, Deng Xiaoping, speaking to a visit- 
‘ing Japanese opposition leader in 1987, said: “Frankly speaking, 
Japan is indebted to China more than any other nation . . . [because 
of its wartime depredations and] should make much greater con- 
utions in order to assist China's development.” 

_ During the 1980s Peking and Seoul issued repeated diplomatic 
protests and warnings regarding cases such as Japanese school 
textbooks which glossed over Japanese war atrocities, and the 1984 
it by the then prime minister Yasuhiro Nakasone to the Yasu- 
i Shrine commemorating Japan's war dead. The textbook issue 
id Nakasone’s shrine visit, of course, were and remain contro- 
yersial matters in Japan as well. Together with the debate last au- 
tumn over Japan's participation in the Gulf and continuing dis- 
putes over the role of Japan’s Self-Defence Forces, they testify to 
the still deep divisions within the Japanese political system and 
public at large over the nature of its pre-war acts in Korea and 


__ There is no question that resentments and tensions ultimately 
rooted in the war and colonial era may limit the prospects for a 
greater degree of political and military integration in Northeast 
Asia. This is one of the main reasons why a Nato-style military al- 
liance in the region remains unthinkable. 

__ Of more immediate relevance is the question of how much 
__ these historical factors may impede other extrinsic and intrinsic 





EUROPE 


partnershi 
r he late French president Charles de Gaulle once disparaged 
visiting Japanese prime minister Hayato Ikeda as a “transis- 
o tor salesman” and an official European Community (EC) re- 
-port was later to refer in equally unflattering terms to the Japanese 
_ asa “nation of workaholics living in rabbit hutches.” 

_ Small wonder then that the Japanese feel that Europeans in gen- 
_ eral regard them as being little more than economic animals. The 
desire to be accepted in Europe as cultural and political equals runs 
_ deep in Japan. It influences the continuing efforts by Tokyo to 
_ deepen official dialogue with European nations. 

__.. To all intents and purposes, this means improving relations 
_ with the EC in Brussels — which Japan sees as the gateway to the 


_ new Europe. Tokyo is convinced that the EC will ultimately bring 
: ‘the six countries of the European Free Trade Association (Efta), as 
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forces working towards greater economic integration within the 
Asia-Pacific region. 

Japan's former long-term colonies of Taiwan and South Korea 
constitute much of the rest (aside from Japan itself) of the 
phenomenon that has come tobe known as the East Asian Eco- 
nomic Miracle. It is important to realise in this regard that Malaya 
(including Singapore) was to have been incorporated directly into 
the Japanese Empire, unlike the Dutch East Indies (Indonesia), 
Burma, and French Indochina, and ruled on the same basis as 
Korea and Taiwan. es 

The level of economic relations between Japan and the rest of 
Northeast Asia is already massive. Collectively, trade with the 
three Chinas and two Koreas in 1990 accounted for 16.7% of 
Japan’s global trade — 18.2% of exports and 14.8% of imports — al- 
most exactly the same amount as total two-way trade with the EC 
and equivalent to about 60% of two-way trade with the US, while 
Japan is the largest or second-largest trading partner for all the con- 
tinental Asian regions concerned, except North Korea. 

Trade, however, is not integration. Japan has little direct invest- 
ment in South Korea and mainland China (though its presence is 
substantial in Hongkong and Taiwan) and counter-part investment 
from these countries and regions to Japan is almost nil. Imports of. 
consumer goods from Japan are banned in South Korea and tightly 
controlled in mainland China. 

“Any economic grouping that comes into being in East Asia,” a 
high-ranking Japanese Foreign Ministry official explained, “by the 
nature of the countries which would make it up, would be much 
more vertically structured than is the case with the largely horizon- 
tal relationships envisioned for Europe after 1992.” 

This concept of a “vertically structured” regional economic 
grouping, as the official euphemistically put it, is unlikely to win 
much support in the foreign ministries of Japan’s former Northeast 
Asian colonies. 

Short of the inconceivable — an all-out trade war between Asia, ; 
the Americas and the EC — it is impossible to imagine these coun- 
tries agreeing to the removal of trade and investment barriers, coor- 
dination of macro-economic policies, and moves towards a com- _ 
mon currency with Japan — the policies that define economic inte- 
gration in the case of Europe. Here, the vast differences in scale be- 
tween Japan’s economy and those of its former colonies acts as a 
powerful contemporary buffer to historical 2ntipathies that may be 
old, but are still very much alive. a 





well as many of the Eastern European countries, into a more 
formal relationship with the 12 existing members of the commun- 
ity. . 
The Japanese Foreign Ministry claims that relations with major 
individual European countries are good, especially with Britain, 
where they are said to be “excellent” — matching levels achieved 
in the days before World War II. 

With Germany too they are good, though Tokyo seeks to avoid 
the impression that the economic successes which both nations 
have achieved could lead them again into an alliance of the war- 
time Axis powers variety. 

Several visits to Japan by former French prime minister Michel 
Rocard went some way towards mending a relationship long 
characterised by commercial disputes. The nadir came when 
France reacted angrily against Japanese imports of electronic goods 
by compelling them to be shipped through the tiny customs post 
at Poitiers. 

There is, nevertheless, still a mixture of fear and hauteur in 
French attitudes towards the Japanese and the appointment of 
Edith Cresson — a bitter critic of Japan’s “hermetically sealed” pro- 
tectionist economy — to succeed Rocard hardly seems calculated to 
improve relations between the-two countries. 

Tokyo's efforts to enter into a broader and more mature 
dialogue with the EC — one that goes beyond the realm of dealing 
with trade frictions — culminated in former prime minister Noboru 
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Takeshita’s speech in London during 1988 when he called for a 
new “three-pillar” relationship among the US, Japan and Europe. 

Now it looks as though that initiative is finally beginning to bear 
fruit. Tokyo may before long enjoy with Europe the same kind of 
“summit” diplomacy which nowadays takes place annually be- 
tween the US president and leaders of the EC, including the pre- 
sident of the Council of Ministers and the head of the executive 
European Commission. 

Annual dialogues bringing together these EC heads and the Ja- 
panese prime minister — meeting alternately in Brussels and 
Tokyo — are in prospect and should broaden and enhance the eco- 
nomic dialogue which Japan currently conducts with individual EC 
commissioners. Whether they will elevate it to quite the levels 
Tokyo is hoping for is open to question, however. 

Japanese diplomats continually stress the “security” angle in 
deepening relationships with Europe. Foreign Ministry sources 
note that Japan already enjoys some sort of dialogue with Nato 
through “informal seminars,” and that Tokyo was also able to join 
in the missile talks between the US and the Soviet Union. 

Now Japan wants to convince Brussels that Soviet weapon re- 
deployment — especially from the European theatre to east of the 
Urals — is very much a subject for Japanese-European discussion. 
“The security of the Western alliance 
is not separable: Japan and Europe 
too are involved,” argues one Japan- 
ese diplomat. 

The matter is seen in a somewhat 
different perspective from the Euro- 
pean viewpoint. The EC ambassador 
in Tokyo, Jean-Pierre Leng, argues 
that such matters are, for the time 
being at least, beyond the competence 
of the community and that the near- 
est the EC comes to security matters 
yet is d with issues such as the 
the Kurdish refugee problem. 

Tokyo's view may be far-sighted 
rather than misinformed, however. 
In the same way that the EC is like- 
ly to expand before long into a 
pan-European “economic space,” so 
its competence in the political and 
ultimately security field is likely to 
be enhanced considerably. Japan is 
probably knocking on the right 
doors even if the house is not yet oc- 
cupied. 

New treaties are expected to be ratified by the European Parlia- 
ment in Strasbourg and by individual European legislatures — 
probably in 1993 — giving effect to a considerably greater degree of 
political and monetary union in the EC. All of this, notes Leng, 
“makes the community into a partner with which Japan can have 
a comprehensive dialogue.” 

More significant from Tokyo's point of view is EC commissioner 
Leon Brittan’s argument that wider security matters — currently 
the province of Nato or the Western European Union — should be 
brought within Brussels’ competence through regular meetings of 
defence ministers. This was seen as a prelude to further widening 
of EC powers. 

Meanwhile, Brussels is working with Tokyo on a joint “state- 
ment” which is expected to provide a similar framework for 
dialogue between the two as was provided for between Washing- 
ton and Brussels by the trans-Atlantic declaration of September 
1990. Tokyo wants the enhanced dialogues to cover its “total re- 
lationship” with Europe — economic, political, security and cul- 
tural relations. 

Leng, admitting that the current Euro-Japan dialogue is “insuf- 
ficient,” sees it being expanded in future to embrace things such as 
environmental and energy concerns, scientific and technological 
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collaboration, industrial policy and social affairs as well as develop- 
ment aid. 

Some influential EC member nations do not yet appear willing 
to admit Japan to the inner sanctum of decision-making within 
Europe. They harbour too, the suspicion that Tokyo may be trying 
to divert attention from core economic issues — such as trade and 
market access — by stressing the need for political cooperation 
Europe. 

“All this should not be a subterfuge so as to forget about the im- 
portance of our trading relationship with Japan,” one EC official 
commented to the REVIEW. “We do not consider that the efforts of 
the Japanese to liberalise their markets have yet come to an end. 
There is still a lot to be done and the sort of issues that the US com- 
plains about we complain about too.” 

EC sources admit that Japan has made considerable progress in 
easing trade frictions with Europe in recent years — on fiscal mea- 
sures such as liberalising imports of luxury automobiles and al- 
cohol. But they claim that the recent economic slowdown in Japan 
has offset this benefit by reducing consumer demand, while Euro- 
pean demand for Japanese goods remains buoyant, exacerbating 
the Japan-EC trade deficit. Japan must open its market to more 
European goods, they argue. 

Concerns over Japan-EC trade fric- 
tions are not the sole prerogative of 
Brussels. Tokyo maintains that while 
it welcomes the idea of a strong and 
integrated EC which should result 
from the 1992 single market, and re- 
lated processes, it is anxious that post- 
1992 Europe should not discriminate 
against outsiders. 

Significant in this context was the 
observation by a Foreign Ministry 
source that if European or North 
American countries should be tempt- 
ed to create regional trading blocs, 
then Japan “might be forced to join 
similar types of cooperation in Asia.” 
This appeared to be an allusion to the 
East Asian Economic Grouping pro- 
posed by Malfysia. Tokyo has so far 
distanced itself from this scheme, but 
obviously finds it a useful stick with 
which to beat the Europeans over con- 
tinued market access. 

The EC appears to be at odds, 
meanwhile, over Tokyo's call for reg- 
ular trilateral discussions involving Europe, the US and Japan — 
thereby bringing Tokyo into full and equal partnership with Brus- 
sels and Washington on international relations. 

Leng says there are differing views in Brussels on this issue, but 
his personal view is that such dialogue takes place already within 
the G-7 grouping which embraces Japan, the US and the EC as well 
as individual European countries. Energies are best concentrated 
on getting in place an improved bilateral dialogue between Tokyo 
and Brussels, he argues. 

So far as Eastern Europe is concerned, Japan maintains that its 
interest in helping countries recently freed from the yoke of Soviet 
socialism is essentially philanthropic. “Japan is part of the free 
world with market economies and it is our responsibility to help 
eastern Europe come into the fold,” a Japanese diplomat argued. 
“We are not motivated by economic considerations.” 

He suggested, however, that the Japanese Government might 
have a hard time convincing its electorate that European countries 
should receive aid normally reserved for developing countries. This 
reinforces the impression that Japan is happy to accept that Europe 
is for the Europeans so far as reconstructing the continent goes, 
and that Brussels is the front door by which Japan should enter the 
new European house. m Anthony Rowley 
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AID, LOANS, INVESTMENT 


Generosity has 
its limits 


he question of whether Japan can afford to go on bank- 
f rolling the rest of the world to the extent that it has done is 
more important and problematical, than is generally 
realised. Nowadays, Japan is not only the biggest single source of 
official aid but of international bank credit and direct investment. 
. Future flows of Japanese official development assistance (ODA) 
to the so-called Third World — a category in which Japan's con- 
‘tribution has become primary since it overtook the US in 1989 — 
‘seem assured. Unless, that is, current trade frictions should degen- 
rate into trade wars that erode Japan’s current-account surpluses. 
Impressive though Japan’s Opa contributions are, however, 
-both in absolute terms (US$8.9 billion in 1989 against US$7.7 billion 
from the US) and relative to the size of the national economy 
(0.35% of GNP in Japan's case com- 
ared with 0.15% for the US), they 
-pale alongside other forms of wealth 
“recycling” by Japan. 
For example, at US$13.5 billion in 
1989, private flows of Japanese fi- 
ancial resources to developing 
countries — 84% in the form of di- 
rect investments by Japanese busi- 
ness concerns — dwarfed official as- 
sistance. 
These, in turn, were dwarfed by 
US$54 billion of Japanese direct in- 
vestments elsewhere that year — 
and by US$36 billion of international 
lending by Japanese commercial 
banks during 1989. 
== This means that Japan has be- 
come by far the biggest single source 
of. financing both for the 
developed and developing 
: Worlds. 
















































Where the money goes 





equally real question concerning Japanese banks’ international 
lending is how long they can go on acting as the world’s principal 
financial intermediary. 

The bulk of Japanese wealth available for recycling comes not 
from the export of domestic capital but from overseas earnings of 
major exporters. When deposited with Japanese banks, these 
surpluses finance loans of a much greater magnitude, because of 
the multiplier effect of banks’ loans to deposit ratios. 

As 50% of international bank lending is made in the form of US 
dollars and only 11.5% in yen, Japanese banks have to borrow very 
heavily in dollars and other international currencies to fund their 
loans. This means they are subjected to so-called maturity mis- 
matching to a much greater extent than other banks. 

Some idea of the unusual extent to which Japanese banks bor- 
row short in order to lend long overseas is given by the fact that 
their international liabilities to other banks in September 1990 
amounted to nearly US$1 trillion, or roughly double the amount of 
their outstanding international loans to non-banks. 

True, Japanese banks make a turn by on-lending much of this 
Euromarket funding to other banks but that still means around 
42% of their net overseas lending is funded by short-term borrow- 
ings from foreign banks. US banks are able to export domestic de- 
posits since the dollar is the key currency for international lending. 

The problem with all this, as vice-chairman of the Bank of 
Tokyo, Eiichi Matsumoto, observes, 
is that “since short-term market 
funds may dry up unexpectedly, de- 
pending upon market conditions, 
[Japanese] banks are running a risk 
— especially as there is no lender of 
last resort in the Eurodollar market.” 
The answer sounds obvious 
enough: Japanese banks should 
make more overseas loans in the 
form of yen, thereby helping to in- 
ternationalise’ the currency. That 
way they could use domestic yen: 
deposits to cover their mismatched 
positions, or even look to the Bank 
of Japan as a lender of last resort. 
But again according to Mat- 
sumoto, none of this is likely to 
happen until Japan deregulates its 
2 domestic financial markets 
= to the extent where foreign- 
ers find it an attractive‘ pro- 
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(REVIEW, 20 Sept. 90). Banks 
have already begun reduc- 
ing overseas asset growth 
and could yet cut back their 
absolute levels of foreign 
lending. 

A less publicised though 
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against Third-World risk. 
They are also demanding 
that developing countries 
themselves improve the cli- 
mate for inward foreign in- 
vestment. 

The reluctance by Japan- 
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| ese businessmen to continue investing overseas at the level of re- 


cent years has been exacerbated by the collapse of the Tokyo stock- 
| market in 1990. 

| According to Matsumoto, sustained flows of Japanese capital 
| are “reasonably assured” only for a few prime borrowers such 
as Asia’s newly industrialising countries. “Unfortunately the im- 
mediate prospects for increasing the outflow of private-sector 
money, through bank lending or direct investment from Japan to 
most of the developing countries are not very rosy,” he says. 

In the sphere of Japanese official aid, prospects do seem more 
assured, though here too not all countries.should continue to ex- 
pect ODA from Tokyo as of right. According to a senior Japanese 
foreign ministry official, the linking of Japanese official aid to the 
degree of arms and military spending by recipient countries has 
now become a “serious policy objective.” 

A flexible approach is likely to be adopted in the case of China, 
which Tokyo is anxious to avoid “destabilising” through any denial 
of official aid. But other Asian countries, such as India and Pakistan 
or even Burma, as well as areas of Africa, the Middle East and Latin 
America, could find aid from Japan levelling off or decreasing if 
they do not reduce military spending. af 

Overall levels of Japanese ODA are set to rise in future years 
however. Japan, unlike the US, has accepted the UN’s target for 
pushing ODA contributions up to 0.7% of GNP, though unlike many 
European countries Tokyo has not set a date for achieving this. 

At present GNP i 
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| values, this implies Wh ts what 

| that Japan will be re- 

| cycling at least US$20 : 

, billion by way of ODA Asia total US$14.9 billion 
| — more than double World total US$24°9 billio 
| the level of 1989 and C o% share of total ODA 


nearly three times 
what the US dis- 
bursed that year. A 
decline in US dis- 
bursements in 1989 
was the main factor 
propelling Japan into 
the position of leading 
opa donor. 

Some would query 
the idea that Japan is, 
in fact, the world’s 
leading aid donor, 
| since 55% of total bilateral aid extended by Tokyo is in fact in the 
form of loans. These mainly take the form of credits from the Over- 
seas Economic Cooperation Fund (OECF), which currently bear an- 
nual interest at the rate of around 2.5%. 

This is in contrast to the US, which makes only 4.3% of its ODA 
contributions in loan form and the rest in grants, though European 
countries’ loan proportion is around an average of 30%. The Japan- 
ese Foreign Ministry defends the principle of encouraging “self- 
help” by loans rather than grants and points to the economic suc- 
cess Asean recipients of OECF loans. 

Nevertheless, Tokyo says it is committed to increasing the grant 
element in its total ODA. Likewise it is committed to increasing sub- 
stantially its overall levels of ODA in the near future. Japan’s fourth 
medium-term target for ODA covering the years 1988 to 1992 inclu- 
sive aims at disbursing more than US$50 billion in total — more 
than double the level in the preceding five years. 

Government officials reject the idea that Japanese ODA is little 
more than a tool for securing access to developing country markets 
for Japanese companies. They point to the untied component of 
ODA — 78% in 1989 — as the highest among donor nations. 

Japan, they claim, stresses ODA because it is one of the few ways 
in which the country can contribute to.the international community 
in the absence of a constitution permitting it to offer military protec- 
tion in the way the US does. a Anthony Rowley 
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MULTILATERAL S 


Lots of money 


but few people 


By Anthony Rowley in Tokyo 


apan’s relationship with the so-called multilateral institutions 

— the World Bank, IMF, OECD, Gatt and so on — is a perfect 
J symbol of the problems the country still faces in its emergence 
on the international stage. 

Nowadays, Japan's policy input into such organisations is more 
in keeping with the nation’s economic and financial clout, but the 
Japanese physical presence is so small as to belie the idea of a seri- 
ous commitment to multilateralism. 

Nowhere is this more apparent than at the Washington-based 
Bretton Woods institutions — the World Bank and the IMF — 
where Japanese comprise little more than 1% of staff at the Bank 
and just over 2% at the Fund. Contrast this with Japan’s position 
as second biggest shareholder (after the US) at the World Bank and 
the joint second-largest quota holder along with Germany, again 
after the US, at the IMF. 

A similar situation prevails with regard to Japanese staffing at 
the Paris-based OECD and the Geneva- 
based Gatt. 

Times have changed from 20 years 
ago when the Japanese Government-ap- 
pointed directors in such institutions were, 
like Victorian English children, seen but not 
keard — or would respectfully parrot what 
their US mentors said. 

The intellectual input from Japan is 
considerable nowadays in the corridors of 
Washington, Paris or Geneva, but it has yet 
to be backed up by a rank-and-file presence 
large enough to suggest that Japan really 
regards itself as part of the multilateral es- 
tablishment. 

This aversion to serving in multilateral 
organisations — Japanese managers are 
much more willing to work abroad within 
the culturally protected confines of a Japan- 
ese corporation — runs from top to bottom 
of the status ladder. 

The World Bank has tried, and failed, to 
get at least two very senior Japanese into its 
uppermost echelons. Yusuke Kashiwagi, 
former vice-minister of finance for interna- 
tional affairs and now chairman of the Bank of Tokyo, turned 
down the post of vice-president for finance at the World Bank for 
family reasons. Later an equally senior financial bureacrat, Toyoo 
Gyohten, declined a top job at the Bank. 

The Bank has managed to recruit former Nomura Securities 
high-flyer Yoshio Teresawa as executive vice-president of its 
Multilateral Investment Guarantee Agency and another senior 
Japanese is in charge of co-financing programmes. But these 
remain a sprinkling among the names of senior Bank executives 
and there is still much more of symbol than substance in Japan’s 
presence. 

The World Bank has a programme of recruiting young profes- 
sionals (YPs) into its ranks every year. Most nationalities are at- 
tracted by the prestige, not to mention the tax-free salary, of a 
lifetime career with the World Bank under this yp scheme. But not 
the Japanese. Relatively few of them apply and those that do often 
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Business talent stays at home. 
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face discrimination from employers in Japan if they fail to make the 
grade in Washington. Even to try and secure employment with an 
overseas-based organisation can be seen as a kind of betrayal in 
Japan. 

P There are many more Japanese “on the ground” at the Manila- 
based Asian Development Bank (ADB). This is not just because of 
its physical proximity to Japan, or the fact that Japan is an equal 
shareholder with the US in the ADB (where the president is always 
a Japanese). 

The ADB is far more positive than the World Bank in supple- 
menting its YP programme with engineers and others on con- 
tract from Japan’s Overseas Economic Cooperation Fund and other 
such agencies. Japanese will work willingly for a regional body 
under such temporary conditions of employment. But this 
does not solve the problem of securing a real Japanese commit- 
ment to the institutions which underpin the concept of mul- 
tilateralism. 

What the World Bank rather euphemistically terms Japan’s 
“unique employment system” helps to explain why just 71 or 1.3% 
of the World Bank professional staff of 5,567 are Japanese. At the 
IMF the situation is slightly better. There, 26 or 2.2% of a total 1,196 
professional staff are Japanese nationals. 

Japanese staff working at the multilateral institutions admittedly 
have to cope with having to work in a foreign language — English 
— but so do scores of other nationalities who seem to adapt readily 
enough. 

The Japanese obsession with educating their children in (cultur- 
ally untainted) schools in Japan rather than at international schools 
is a major problem and their plea that they 
need to maintain two homes in order to do 
so understandably cuts little ice with mul- 
tilateral institutions. 

Such problems can be solved only by 
the Japanese themselves and until they do 
so they cannot hope to capitalise fully on 
the ascendancy Japan has gained over lead- 
ing European nations in the past couple of 
years both at the World Bank and IMF. 

If the massive amounts of co-financing 
which Japan doeg with the World Bank in 
the form of official aid, export credits and 
commercial bank loans is added to Tokyo's 
capital subscriptions, Japan’s financial role 
in the World Bank is seen to be as big as 
that of the US. And Japan is one of the 
biggest sources of World Bank market bor- 
rowing too. 

Yet all this financial support lacks 
the physical Japanese presence that 
suggests a willingness to get involved in 
policy implementation on the ground — 
beneath the elevated and somewhat iso- 
lated stratas of Bank governors and direc- 
tors. The parallel with Japan's willingness to throw money at the 
Gulf War without soiling its hands through physical participation is 
tempting. 

Former World Bank president Robert McNamara told the 
REVIEW he saw no reason why the president of the World Bank, al- 
ways an American up to now, should not be a Japanese, provided 
Japan is prepared to field a suitably senior candidate. But Japan 
should first expect to step up further its official aid programme to 
compensate for Tokyo's relatively small expenditures on interna- 
tional and regional security. 

However, Japan has to realise that in all multilateral institutions 
it has to accept that policy formulation and implementation is a bot- 
tom-up as much as a top-down process. However much money 
Japan throws at the multilaterals, it will not be regarded as a fully 
paid-up member of the international clubs until it learns to mingle 
fully with the other members. n 
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Southeast Asia, The region has a more favourable impression 
of Japan than, say Northeast Asia, which suffered more and 
longer from Japan's wartime aggression. After World War IL, 
__ Southeast Asia’s main threats have been Vietnam and China — not 
_ Japan, which is regarded more as a stabilising force. 
7 Despite occasional criticism, Japan’s aid, investment and trade 
with the region are recognised as positive for social and political 
_ stability. The region's economies, except for Singapore, are also 
ore complimentary to and compete less with Japan’s than those 
of Taiwan and South Korea in the north. 
In the otherwise cordial Japan-Southeast Asian relationship, 
however, wariness of a possible Japanese military resurgence still 
lingers. Every time Japanese leaders visit the region they have to re- 
peat Japan’s commitment never to be an aggressor — a telling sign 
hat Japan is still not trusted. 
The region also wants to be a more equal business partner with 
_ Japan — not to be dominated by an economic Pax Nipponica as 
feared by some. As Jalob Oetama, editor-in-chief of the Indonesia 
daily Kompas, wrote: “It [the relationship] must graduate soon from 
ca buyer-seller and ee relationship, from the realm of 








business economy to that of politcal economy ina partnership tor ; 
common strategic interests.” 

Others quickly add that whatever new power ‘relationship i is to 
emerge between Japan -and the region, it has to go hand-in-hand 
with the existing security framework with the US, Alone, Japan is 
potentially dangerous, they say. “There is still a lot of work to be 
done in boosting mutual trust. We need to be persuaded [that 
Japan’s aggression would not happen again],” said a Tokyo-based 
Asian diplomat. 

Some feel that Japan should continue to confine itself to the eco- 
nomic arena, where its leadership is most. wanted. Malaysia’s 
Prime Minister Datuk Sri Mahathir Mohamad recently suggested 
that Japan should lead.a new economic organisation, East Asian 
Economic Group (EAEG). Although he did not spell it out, some 
suspect he envisages such a grouping as.a counterweight to the 
North American and Western European economic blocs. 

Sensitive of Washington's concern of a closed economic group- 
ing, Tokyo has been. publicly negative about the EAEG. In recent 
months, however, observers note a change in Japanese officials 
who say the EAEG may be useful if the two other blocs: become 
more protectionist. Similar requests for Japan's economic leader- 
ship in organisations such as the Asia Pacific Economic Coopera- 
tion forum have been made -— a measure of the region’s accep- 
tance of Japan. 

Japan may shy away from a high-profile leadership role in a for- 
mal regional ‘institution. It is nonetheless taking initiatives to solve 
regional conflicts. These steps, though small, are significant for 
Japan, which is used to taking its cue from the US in foreign affairs. 

Japan’s continued economic aid to Thailand, despite the recent 
military coup condemned by the US, is one example. At the To- 
ronto Summit in 1988 Japan proposed’ sending personnel to 
monitor free elections to be held in Cambodia once a settlement is 
agreed. In January 1989 Japan declared its willingness to help re- 
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build Cambodia eventually. In February 1990 Japan sent a senior 
official to Cambodia to discuss a Japanese peace plan. In June 1990 
Japan hosted a meeting in Tokyo for the warring Cambodia fac- 
tions. Earlier this year Japan proposed another peace plan in prep- 
_ aration for the recent Jakarta meeting. 

>In all these manoeuvres Japan played the role of an honest 
broker, helping to generate momentum to slow-moving talks. 
These steps would have been impossible if the concerned parties 
harboured deep suspicions against Japan. 

Until recently, Tokyo was heeding closely Washington’s line as 
superpower rivalry extended to the region. Now that regional con- 
flicts are no longer viewed as part of the Cold War, Japan has more 
room for manoeuvre without upsetting the US. 

Japan also has more at stake in the region with rapidly growing 
Japanese business exposure. The region supplies all of Japan’s rub- 
ber imports, one third of its wood imports and one quarter of its 
imports of refined petroleum products. 

The share of Japan’s exports to the five countries of the Asean 
~ Singapore, Thailand, Malaysia, Indonesia and the Philippines, 
but excluding Brunei — rose from 6.3% of Japan’s total in 1985 to 

-11.5% in 1990. Japan’s imports from Asean rose more slowly, but 
the share of manufactured products is rising. In 1986 only 26.4% of 
Japan’s imports from the five Asean countries were manufactured 
products. In 1990 that share rose to 48%. 

The region, meanwhile, continues to be the biggest recipient of 
Japan's aid, despite earlier fears that demand for Japanese capital 
from Eastern Europe and elsewhere may dilute Asia’s share. In- 
donesia, Thailand and the Philippines: still account for 30% of 
Japan's overseas development assistance. 

Since 1985 Japan-Southeast Asian economic ties have taken a 
new dimension, with more Japanese firms going there to set up fac- 
tories to beat the rising yen. The region is no longer just a supplier 













IMAGE IN THE WORLD 


By the book 
or the comic 


By Andrew Horvat in Tokyo 


highly acclaimed book by Japan’s ambassador to Thailand 

and a comic strip about a renegade nuclear submarine | 
operating from Tokyo Bay have something in comm 

Both in their own way take as their theme the dissatisfaction many 
Japanese feel today with their “rich but resented” image around 
the world. 
Seeing Japan in Holland by Hisahiko Okazaki describes some of 
the mistakes of the wealthy Dutch of the 17th century in their _ 
dealings with those less fortunate or clever. It warns that the same. 
fate — isolation and defeat — may befall financially and technolo- 
gically advanced Japan unless the Japanese start thinking of the 
consequences of their actions. 
If Okazaki’s views are self-critical, those of Kaiji Kawaguchi, the 
creator of the comic-book serial Silent Fleet, are just the opposite. 
For Kawaguchi — and his hero, the super-handsome and ever-bril 
liant Capt. Shiro Kaieda — Japan’s difficulties, and indeed the 
perils of the world, all seem to have their origins outside Japan, 
more specifically in Washington. S 
Japanese today, in terms of their self-image, do seem to fall. 
fairly neatly into one of the two above groups: those who see Japan 
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their present difficulties with other nations, and those who view 
-> Japan as being basically correct and foreigners — especially those in 
_ leadership positions — as being both misinformed and wrong. 

Okazaki’s work seems to have been inspired at least in part by 
©, Paul Kennedy’s The Rise and Fall of Great Powers. Okazaki writes: 
_ > “While reading about Holland's wars with England and France 
during the 17th century, I felt a sudden shiver run down my spine. 
-< The parallels between Holland's international position then and 
_ Japan’s today were so disturbing I found myself having to avert my 
| gaze from the page.” 

The ambassador warns his Japanese readers that wealth implies 
responsibility and that it is not too late for Japan to learn from the 
past mistakes of the Dutch. 

“In Southeast Asia today,” Okazaki writes,” prawns are packed 
at great expense, frozen live lest their claws be damaged before ar- 
rival in Japan. Substandard prawns are thrown out. A Japanese is 
likely to think he is contributing to [the] modernisation [of a de- 

_ veloping nation] when he imparts knowledge of quality-control 
techniques. 

“That may be so. But how can one assuage the jealousy and re- 
sentment of a hungry man as he watches prawns being packed in 
this way. And how would such a person 
feel if he knew that the cost of one person's 
meal at the wedding where the prawns are 
to be served comes to more than his 
monthly salary?” 

Okazaki recalls that despite its financial 
and technological superiority over England, 
Holland lost its wars. He argues that the 
weaknesses of 17th-century Holland are the 
_ same as those of 20th-century Japan: a lack 
_ of concer for the sensitivities of foreigners, 

a disregard of the importance of security 
and a tendency to emphasise bureaucratic 
turf at the expense of national interest. 
o In the end, the ambassador urges Japan 
-to adopt a “grand strategy,” and though his 
book is mostly about Holland and England, 
he eventually homes in on the real issue: 
Japan and the US. Okazaki sees the con- 
stant bickering between the US and Japan 
on minor issues — when both countries 
stand to benefit from an open and free trad- 
ing system — as the result of Japan’s ab- 
sence of a grand strategy. 

He makes fun of the Japanese self-image 

<- Which has Japan caving in to the unreason- 
able demands of outsiders, when the domestic liberalisation 
_ achieved through the process of foreign pressure “has often done 
no damage — on the contrary, providing [the Japanese economy 
th] vitality.” 
_ By way of a contrast Silent Fleet, the story of the nuclear sub- 
marine Yamato, which takes on both the US and Soviet navies, 
_ seems to have found an audience that is tired of “Japan bashing.” 
The comic-book hero, Kaieda, is always correct. The villain is 
Nicholas J. Bennet, president of the US, who in episode 127 at- 
tempts to use the presence of the Yamato as an excuse to resume 
the US military occupation of Japan. 

It might be useful to remember that the last ship to be known 
as the Yamato, a 70,000-tonne battle-cruiser, was sunk in the closing 
days of World War II. Unsuited for fighting in an era of torpedo- 
equipped aircraft and submarines, the ship’s only mission was a 
futile gesture in which thousands sailed to certain death. In later 
_ years, the real Yamato was to become a symbol of nationalist 

_ romanticism. 
Silent Fleet represents the views of an increasingly vocal group of 
-nationalist Japanese who see Japan as basically correct and view 
__ most of the demands made upon Japan by outsiders as unreason- 
able. Morning Comics, the magazine that carries Kawaguchi’s serial, 
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Capt. Kaieda: super-handsome. 





is almost always sold out within a few days, thariks mostly to the 
popularity of Capt. Kaieda. An indication of the rising legitimacy of 
Silent Fleet may be had from the fact that Kawaguchi was recently 
interviewed in the official organ of the Japan Junior Chamber of 
Commerce. 

Although the crew of the Yamato contains a few foreigners, its 
aim seems to be primarily to defy the superpowers. As such, Silent 
Fleet is firmly nationalistic and shares a world view with those Ja- 
panese who blame the West for most of Japan's troubles today. 

Aera, a weekly published by the liberal Asahi newspaper, de- 
voted a special issue recently to the rise of anti-US nationalism in 
Japan. Quoting a prominent intellectual, the magazine argued that 
to many Japanese, US action in the Gulf War seems to have been 
little more than an extension of European colonialism. 

In this view, Saddam Hussein, far from being a pocket Hitler, 
stands at the vanguard of the correct non-white response to 
colonial encroachment. Another nationalist thinker, a 45-year-old 
female professor, was quoted by Aera as saying that the “increasing 
Westernisation of the world is like the spread of a disease.” 

The Aera cover story on anti-Americanism is highly significant 
because it argues that such views cut across political party lines. At 

m the vanguard is Shintaro Ishihara, author of 
The Japan That Can Say No, which in its ori- 
ginal form sold more than 1 million copies. 
(That work has been followed by The Japan 
That Definitely Says No, in which politician 
Ishihara’s co-author is Jun Eto, a professor 
who writes regularly about his unpleasant 
memories as a young man growing up 
under the US occupation.) 

According to Aera, Japanese of all politi- 
cal persuasions are united in an effort to 
have the “enemy” clause (which gives 
Japan and Germany special inferior status) 
removed from the UN charter. 

Okazaki, however, is not alone in the 
self-critical liberal camp. Naohiro Amaya, a 
former senior Ministry of International 
Trade and Industry official and a frequent 
contributor to newspapers and magazines, 
is one of several allies. Amaya, who today 
heads the research centre at the advertising 
agency Dentsu, called Japanese pacifists 
during the Gulf War “ostriches with their 
heads in the sand.” 

While at the height of the war Japanese 
opposition parties were busy exacting a 
promise from the Prime Minister, Toshiki Kaifu, that none of the 
US$9 billion Japanese contribution to the war would go for 
weaponry, Amaya warned that Japan should support the US-led 
coalition forces “because they are morally right, because they are 
fighting for Japan’s national interests, and because they will win.” 

Among others who can be seen as maintaining a self-image 
similar to Okazaki’s is Yoshikatsu Tsurumi, a New York-based 
professor who writes regularly on international affairs for Japanese 
publications. Tsurumi lambasted Kaifu for having spent nine hours 
of a 13-hour summit with Soviet President Mikhail Gorbachov talk- 
ing about a tiny group of islands which Japan wants the Soviets to 
return as a prior condition to economic help. Like Okazaki, Tsu- 
rumi argues that Japan has no national strategy and that its obses- 
sion with the islands was an indication of Japan’s inability to as- 
sume a world role. : 

Whether or not Seeing Japan in Holland will become a bestseller 
when it is published in mid-summer will be a good indication of 
the mass appeal of cool and reasoned logic at a time when many Ja- 
panese (as well as Americans and others dealing with Japan) are 
tempted to adopt passionate points of view. For the time being Si- 
lent Fleet, which is now in its 10th book-length volume, clearly has 
the upper hand. a 
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HARD-LINERS 


Ideological flip-flops by China’s neo-conservative polemicist 


A man for all seasons 


By Matt Peters in Peking 


e Xin, the ideological butler of Pe- 

king’s hard-line leadership, may 

see himself as a high-toned scho- 

lar-official in the Confucian mold 
of imperial China. But to anyone versed in 
20th-century revolutionary history, he calls 
to mind a figure from a different ancien re- 
gime: Rasputin, the licentious faith-healer 
who suborned the Czarist court on the eve 
of the Bolshevik uprising. 

He Xin’s rise was as meteoric in its way 
as Rasputin’s. A one-time foundry worker 
and ex-Red Guard, he earned his spurs 
with a secret memorandum to top party 
bosses warning of the explosive potential of 
the 1989 Tiananmen student protests. He 
became a protege of veteran communist 
theorist Hu Qiaomu, and recently was 
named to head a powerful new think-tank 
widely regarded as the personal brain-trust 
of Premier Li Peng. 

He Xin got where he is today by dispen- 
sing the same type of snake oil as Rasputin 
did — reassuring weak, tottering, out-of- 
touch autocrats that they still enjoy trans- 
cendent legitimacy. For the rulers of Peking, 
legitimacy comes from socialism “with Chi- 
nese characteristics.” For the tzars, it was a 
hot-line to the Russian Orthodox God. 

Besides offering them ideological “holi- 
ness,” He Xin panders to the paranoia of 
his new hard-line masters about their pur- 
ported enemies among the intelligencia. 
His colleagues at the Chinese Academy of 
Social Sciences regard him as one of the 
driving forces behind the post-1989 purge 
there. He is a frequent polemicist in the col- 
umns of party journals. His thinking, he 
proclaims, is “a world apart from those 
who have fled to the West.” 

Like Rasputin, He Xin comes from pea- 
sant origins — as reflected even now in his 
simple dress, his frayed cotton footgear, his 
perennial stubble and his propensity to 
punctuate his discourse with great gobs of 
spit. Some of his friends are reportedly “salt 
of the earth,” too, — liumang gangster- 

from Peking’s underworld. 

Not that He Xin shuns gentler com- 
pany, either. Married though he is, he en- 
joys a Rasputinesque reputation as a wo- 
maniser. Persistent rumours link him with 
a well-known movie personnage. Yet, de- 
spite this romantic side of his nature, He 
Xin brings a unique earthiness to the world 
of literary criticism. One pedant made bold 
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to suggest that He Xin’s work on mytho- 
logy, while well-written, might have been 
less than completely original. He Xin’s 
riposte reportedly arrived by mail: a used 
square of toilet paper. 

His pronouncements on much of 
China's recent history are almost as pun- 
gent. He attacks China’s pre-Tiananmen 
leadership for having allowed “the Ameri- 
can culture of cowboys, hippies and yup- 
pies” to invade the country, and warns of 
renewed “American hegemonism” in the 
aftermath of the Gulf War. As for the 
period of reform begun in 1978, he reserves 
judgment, but warns that if radical reform- 
ers ever have their way again, there will be 
“a second Cultural Revolution . . . chaos 
and civil war.” 

About chaos, He Xin knows first-hand. 
Born in 1949, his early career is typical of 
the “lost generation” intel- 
lectuals caught up in the 
Cultural Revolution. After 
graduating from a Peking 
middle school in 1968, he 
was sent, like many other 
“educated youths,” to the 
countryside to live with 
and learn from the pea- 
sants. 

He was to spend more 
than a decade in the "Ss. 
wind-swept fields of 
China’s “Great Northern 
Wilderness” bordering 
the Soviet Union. The Es 
militarised “Friendship ™ 
Farm” where He Xin was He Xin: pungent. 
sent was one of the ear- 
liest and largest of the almost 70 units in 
this region. Recalls one alumnus of the 
Friendship Farms from that period and re- 
gion: “there was more suffering, more hate 
[towards the Cultural Revolution] there 
than in other places.” 

No wonder that many of He Xin’s col- 
leagues there have become outspoken writ- 
ers and artists, or up-and-coming local and 
provincial leaders. As one of them explains, 
the Great Northern Wilderness “made us 
wiser and our spirit strong.” To this day, he 
says, the Friendship Farm alumni are unit- 
ed by a sincere camaraderie and a spirit of 
moral responsibility — traits that many of 
them feel are on the wane in today’s China. 

He Xin, himself, seemed to subscribe to 
these values — at least in his earlier work. 
His 1987 book Cultural Tradition and China's 
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Modernization, for example, adopts the 
same critical attitude towards Chinese trad- 
itional culture that later characterised the 
controversial television series River Elegy. 

In his 1987 book, He Xin contrasts 
China's traditional “isolation” with the 
“openness” of the West. Even when China 
builds Western-style edifaces, he writes, “if 
they have a hundred doors, often 99 of 
these are locked and never used.” 

As recently as March, 1989, He Xin was 
still writing in the Communist Party’s 
People’s Daily newspaper that “in China 
today old values and ideology are kept in- 
tact. A new enlightenment movement has 
become imperative.” 

Attacking official propaganda cliches, he 
claimed that “despite seemingly radical 
social changes and impressive economic 
statistics, real social progress has been very 

= . slow in China.” He con- 
cluded that “we still lack a 
favourable climate to de- 
velop the elite and the 
talented.” 

Yet, as soon as the po- 
litical climate to 
shift, He Xin quickly fi- 
gtired out how best to de- 
velop his own talents. 
Barely a month after his 
People's Daily article, he 
made a point of refusing 
to answer an appeal in the 
same newspaper for a 
reunion of “educated 
youth” who were in the 
Great Northern wilder- 
ness during the Cultural 
Revolution era. “When the leadership was 
‘liberal’ he was a ‘liberal.’ Now he’s a'con- 
servative’,” says an analyst in Peking. 

Like River Elegy and other works of the 
“cultural reassessment” movement of the 
late 1980s, He Xin’s writings of the day 
make much of the Great Wall as a symbol 
of China’s cultural autism. Yet, while many 
of his fellow writers now languish in jail or 
exile, He Xin’s star continues to rise. 

Rasputin began his career as a starets (an 
unordained holy man) by subscribing to a 
heretical Russian Orthodox sect called the 
Khilysty, or Flagellents, which held that sin 
is a necessary prerequisite to salvation. 
Perhaps He Xin has hit upon a similar in- 
sight — that, to finally transcend “spiritual 
pollution,” one must first experience an in- 
terlude of “bourgeois liberalism.” a 
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Letter 
from 
Port 
Klang 


estled in a tangle of mangrove 
New: the Mah Meri (sea 

aborigine) village here presents a 
tableau of backwardness: tottering huts on 
stilts, crab-traps cobbled together from 
styrofoam flotsam and old nets, naked 
children jostling with chickens and dogs — 
all in a miasma of smoke from slow-burn- 
ing wood fires. The boat trip to the aborig- 
inal settlement here is like a journey back- 
ward in time. 

A boat used to be the only way to reach 
this patch of coast, until a few years ago. 
Now a feeder road has been put in — not 
for the benefit of the 100-odd Mah Meri who 
live here, but for new factories nearby. Just 
on the other side of the feeder road, sepa- 
rated from the shantytown by a long con- 
crete wall studded with glass shards, a 
huge boatyard now cranks out luxury plea- 
sure craft. 

Malaysia’s boomtime economy increas- 
ingly affects — but seldom really benefits — 
the aborigines. Most of Klang’s Mah Meri 
are illegal squatters from the islands of 
Pulau Carey and Pulau Lumut in the 
nearby Straits of Malacca. They eke out a 
living catching crabs for upscale Kuala 
Lumpur restaurants. 

“What can I tell you? It’s a difficult life,” 
shrugs Waas Anak Attan, a customer at the 
settlement’s only store. The weather-beaten 
wooden shop-hut rocks on its pilings every 
time a large boat goes by, rattling the scanty 
assortment of tinned foods and beer on its 
shelves. 

Necessities are in such short supply 
that many of the tribals accept donations 
of clothes and cooking utensils from 
charitable outsiders. The only trace of 
modern technology appears to be the Ja- 
panese-made outboard motors which have 
replaced muscle-power to propel their 
skiffs. 

At night, the jury-rigged shacks of the 
Mah Meri are silhouetted against the eerie 
glow of Kuala Lumpur, whose immense 
candlepower suffuses the sky even from 
20 km away. Here in the village, however, 
there is no electricity, nor even any running 
water. 

The Mah Meri bathe and refresh them- 
selves from a recently installed standpipe 
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MINORITIES 


Ajourney through time. 


that runs alongside the main road. Even 
that is better than the previous system of 
catching rainwater in plastic pails. 

Water mains have yet to reach the rest 
of the tribe — the 1,300 or so Mah Meri that 
still live on offshore islands, including the 
160-acre reservation set aside for the sea 
aborigines three years ago on nearby Pulau 
Lumut. Many out-island Mah Meri still 
have to journey by small boat across to haul 
water from the precious standpipe outside 
the squatter settlement here. 

Aziz Anak Satat, one of the settle- 
ment's oldest residents, relates how three 
of his children have been pitched over- 
board and drowned making this perilous 





Aziz: Chariots of the Gods. 
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passage. The squatters speak stoically of 
such tragedies which are never reported to 
the police. The swamps also breed leeches 
and dengue-carrying mosquitoes. Encoun- 
ters with sharks are routine. 

But at least, this harsh life seems to have 
endowed the Mah Meri with wondrous 
physical stamina. Aziz, 63, already has 
three wives and looks forward to bedding 
his fourth. No wonder his immediate fam- 
ily already numbers 31 members. “We eat 
pig, monkeys, snakes and monitor lizards,” 
he says proudly. “And I am not ashamed 
to say that I am not circumcised.” 

As these dietary and anatomical pre- 
dilections attest, the Mah Meri have resisted 
all attempts to cgnvert them to Islam. 
Nevertheless, the Malaysian Government 
— which only in the last few years got 
around to issuing them identity cards — 
classifies them as bumiputras, or “sons of 
the soil,” a category usually in peninsular 
Malaysia associated with Muslim Malays. 

As far as Aziz is concerned, “we are the 
real bumiputras. Malaya [as he persists in 
calling the country] belongs to us.” The 
basis for this claim lies in the Mah Meri’s 
myth of their own origin. Citing stories 
handed down from before the time of his 
great-grandfather, Aziz believes that his 
people crash-landed on the Malayan penin- 
sula aboard a “flying machine.” 

Prior to their arrival, Aziz explains, his 
ancestors were “blinded” and had no mem- 
ory of their extra-terrestrial existence. But, 
after the crash, the space-farers split into 
two groups. Some landed in the forests and 
became the Mah Meri (“that’s why we are 
poor,” says Aziz), while those who landed 
in places which later became towns de- 
veloped into the Chinese (“that’s why they 
go to school”). 

On the basis of this presumed kinship, 
many Mah Meri maintain small red Chinese 
altars — the only visible signs of religion in 
their homes. These devotions are regarded 
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with bemused tolerance by most of the 
Chinese in Malaysia, who used to dismiss 
the Mah Meri as “Red Indians.” 

According to the few anthropologists 


who have paid them any attention, the | 


Mah Meri are seagoing scions of the forest- 
dwelling Senoi, judging from linguistic evi- 
dence. The Senoi are one of three main 
groups of Peninsular Malaysia’s nearly 
72,000 aborigines, or Orang Asli (“original 


people”). 
Malaysia's treatment of its aborigines 


compares favourably with countries such as | 


Australia and the US, which have been ac- 
cused of systematic extermination of their 
native populations. 


Nevertheless, monthly earnings for 


most Orang Asli are still less than M$200 
(US$73) — well below the official poverty 
line of M$350. 

Widespread malnutrition — especially 
among children — is made even worse by 


the poisoning of their fish and other food | 
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Mah Meri main street. 


supplies as a result of Malaysia’s growing 
industrial pollution. 

Leery as they are of authority, the 
aborigines are also easy prey for exploiters. 
Rapes of aboriginal women by outsiders, 


for instance, are more often hushed-up | 


than prosecuted. 

“The government doesn’t care much 
about us and we don’t care much about the 
government,” says one Mah Meri village 
elder, a theme echoed by many aboriginal 
advocates. The nationwide dropout rate 
among Orang Asli children attending pri- 
mary school is high: nearly 68% of those 
enrolled from 1978-88. Another 40% fail to 
finish high school. 

Few Malaysians from other ethnic 
groups care to mingle with, much less 


marry, the Orang Asli. So, among the | 


dwindling population of Mah Meri, inter- 
marriages between members of the same 
family are common, despite the associated 
genetic problems. “There just isn’t that 
much to choose from,” says one villager 
here. m Doug Tsuruoka 
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Far from the mandarin crowd 


China and the Chinese Overseas 
by Wang Gungwu. Times Academic Press, 
Singapore. US$30.00. 


Like Chinese migration, Wang Gung- 
wu’'s scholarship knows no boundaries, 
straddling the conventional divide be- 
tween China and Southeast Asia. This col- 
lection of his lectures and writings has the 
unusual virtue of ranging nimbly over both 
diaspora and homeland. It would be note- 
worthy enough even if Wang were not 
vice-chancellor of Hongkong University. 

While he is correctly mindful of the con- 
trast between the emigrant and stay-at- 
home (he notes, for example, that immi- 

ts are “notoriously restless,” longing 
for “upward mobility” or at least for “the 
promise of future upward mobility”), 
Wang also reminds us that the distinction is 
not as hard and fast as one might think. 
Nowadays we distinguish migration from 
foreign business trips or extended visits, 
but not so the 19th-century seafaring 
Chinese who traded in the waters of the 
Straits of Malacca and established footholds 
in Singapore or Sumatra. Until modern 
times, it was hard to separate the settler 
from the commercial bird of passage. 

Even today, it is not always easy to 
classify the Chinese outside China. A 
Hongkong Chinese does not fit into the 
huagiao (Overseas Chinese) category, in 
popular usage, unlike a Malaysian of 
Chinese ancestry. Yet the label is applicable 
to neither, since strictly speaking it refers to 
Chinese nationals living abroad temporari- 
ly, people who may expect Chinese consu- 
lar protection and who owe their primary 
loyalty to China. 

Many still understand huagiao to mean 
all Chinese overseas, regardless of national- 
ity. But officials in China have learned to be 
circumspect with the term, so redolent is 
it of Chinese nationalism, of the “once a 
Chinese, always a Chinese” notion so sinis- 
ter to Southeast Asian host governments. 
China's hands-off stance on Chinese over- 
seas is reflected in its Nationality Law of 
1980, which makes it clear enough that 
“any Chinese national who has settled 
abroad and who has been naturalised there 
or has acquired foreign nationality of his 
own free will automatically lose Chinese 
[PRC] nationality.” 

What is less clear, though, is whether or 
not Hongkong is “abroad,” and whether 
any Chinese who acquires a foreign pass- 
port there without having put in time in 
that foreign country may think himself safe 
from the claims of the Chinese Govern- 
ment. One would think not, from the 
Chinese refusal to recognise the validity of 





76 


the passports Britain will bestow on several 
hundred thousand Hongkongers under a 
scheme requiring no residence qualifica- 
tions. 

Hongkong’s equivocal state recalls that 
of the treaty ports — places like Shanghai 
and Canton that were in China, but not of 
it. To blur things further, some now speak 
of a Greater Hongkong lapping over south- 
ern China. Wang clearly knows whereof 
he speaks when, instead of dichotomising 
mother country and overseas community, 
he identifies a partially or totally “detached 
periphery of areas with Chinese majorities 
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My uncle lies over the ocean. 


which [are] outside central [Chinese] con- 
trol.” Hongkong, Taiwan and the former 
treaty ports all fall within this periphery. 
Just as the treaty ports, part of the detached 
periphery before the communists exerted 
central control, were re-attached in 1949, so 
will Hongkong be re-attached in 1997. 

Wang also refers to “a cultural periphery 
inside China,” ordinary people at a certain 
remove from the mandarin Confucian 
centre, These were the traders, the arche- 
typical Chinese emigrant. 

The key to these traders’ commercial 
success lay in their being “merchants with- 
out mandarins,” Wang suggests, free of 
the mandarins’ disdain and meddling. At 
home a vigorous “merchant culture” could 
not have flowered, but abroad, Chinese 
merchants found that “working to laws 
that encouraged and protected trade, and 
answering to officials who abided by such 
laws, gave them a freedom to develop their 
talents and expand their business empires 
in ways unknown in Chinese history.” 

Since it paid to be on the right side of 
the mandarins, it suited the merchants in 
China to sustain the myth that their busi- 
ness success dervied from hard work, 
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thrift, trust, family-mindedness and so on 
— all ostensibly virtues lauded by Confu- 
cians. In fact, Wang says, the merchants’ 
value system was eclectic, and comprised 
elements frowned upon by Confucians, 
such as profit-seeking and risk-taking. 

Besides, putting the family at the centre 
of their business was not merely a bendin 
to Confucian tradition, but a commercial 
necessity. If the merchants wanted to dress 
up a rational and practical arrangement for 
starting and expanding a business with a 
bit of Confucian rhetoric, good luck to 
them. But we should not imagine that they 
were being Confucian. In any event, Wang 
reminds us, putting family first is the im- 
memorial practice of agrarian societies, 
whether Confucian or not. 

So much for the theory, in vogue in 
some American academic circles, that Con- 
fucianism predisposed a people to capital- 
ism. But what about the appeal of Confu- 
cian tradition to the Chinese overseas, 
those who thrive by being relatively free of 
Confucian dicates, but who nonetheless jib 
at attributing their success to “barbarian” 
openness and pluralism? 

The Singaporean doctor-reformer-busi- 
nessman Lim Boon Keng, the subject of a 
piquant essay in this book, was one such 
person. Lim was invited back to China in 
1921 to head Amoy (Xiamen) University, 
where he showed himself to be “obsessive” 
about Confucianism. All quite predictable 
for a foreign-born, British-educated, trans- 
planted Chinese straining to be more 
royalist than the king. Typically, because 
his spoken Chinese was not up to it, he 
urged Confucian ideas upon his students in 
English — by no gneans the last Singapo- 
rean Confucian to do so. 

The glorification of tradition is an immi- 
grant susceptibility, part of the struggle for 
identity. For the Chinese in Southeast Asia, 
that identity has always evolved as a reac- 
tion to China, and to the adopted country’s 
awe or fear of China. This gives the Chinese 
minority a tragic quality, says Wang in his 
final chapter, “because China is so much 
greater in everyone's eyes than it will ever 
be.” m Lynn Pan 





City of laughter 
and death 


The Calcutta Psyche edited by Geeti Sen. India 
International Centre, Rupa. Rs 250 (US$11.85). 


Now in its tercentenary year, Calcutta 
has transformed itself into a shibboleth, an 
emotionally surcharged buzzword akin to 
“Nam” in the late 1960s: the image of a 
Vietnamese girl enveloped in a halo of 
napalm dissolves into one of a skeletal 
human derelict in Mother Teresa's Home 
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Once upon a time you approached flying with a keen perhaps become simply a means to an end. Rediscover the 
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for Dying Destitutes in Kalighat. Like Viet- 
nam, Calcutta has spawned an industry 
based on outrage apotheosized, as in 
Dominique LaPierre’s best-selling City of 
Joy, now being made into a controversial 
film. The international attention Calcutta 
has received is a source of both gratification 
and embarrassment for the bhadrolok (mid- 
dle class) intelligentsia which in tum has 
produced a spate of publications seeking to 
explicate a city that most of the contributors 
to this book seem to agree is beyond expli- 
cation. 

“Calcutta . . . thrives on the under- 
ground — whether this be in the arena of 
political agitation, or in the new wonder 
that is the metrorail, or in the subterranean 
passages of the minds of men and 
women,” says Geeti Sen in her preface to 
this anthology that attempts to map the 
“inner landscape” of the city. 

The result is like a family album of snap- 
shots, some faded with age, showing the 
subject in foundling infancy, vagrant child- 
hood, revolutionary youth, decaying mid- 
dle age and, finally, what some claim is 
moribund senility and others assert is the 
chrysalis of a new birth. 

With the notable exception of Mother 
Teresa, all the familiar stock shots are here. 
Amitabh Bhattacharya shows the changing 
face of Calcutta reflected in Satyajit Ray’s 
films. Artist Paritosh Sen writes on Rabin- 
dranath Tagore’s paintings. Moti Nandy re- 
lates the city’s volatile politics with its other 
grand passion, football, and R. P. Gupta 
evokes the “Sounds and Street Cries of 
Calcutta.” Such pavement excursions not- 
withstanding, the subject remains an 
armchair preoccupatiore a bloodless ab- 
straction. 

Bhabani Sengupta follows the current of 
“The ‘Radical’ Mind of Calcutta” through 
successive “waves” of dissent and reform: 
“the Bhakti cult of Chaitanayadeva, the 
sublime eclecticism of Ramakrishna, the 


Brahmo Samaj movement of Ram Mohan | 


Roy and Keshab Chandra Sen,” through 
the call to arms against foreign domination 
raised by Surya Sen and later Subhas Bose, 
to the Marxist advent in 1969. Noting that 
in Calcutta the communist dream is not 
dead but merely fossilised, Sengupta says 
“The appalling disorder of life [is] . . . too 
barren to produce sparks of radical thought 
or action. It is a molten universe of lumpen 
humanity, thriving . . . on crime, supplying 
muscle power to political parties . . . The 
myth that communist{s] . . . are incorrupti- 
ble has proved to be false in Bengal as in 
other parts of the world.” He concludes: 
“The Bengali will still claim to be a rebel. 
Perhaps he will remain what a Bangladeshi 
poet calls a komal-bidrohi, a soft and mellow 
rebel.” 

In “Revisiting Calcutta: Dusk or Dawn?” 
Asok Mitra traces the rise, fall and possible 
resurrection of the city as the premier met- 
ropolis of the country. “The educated mid- 
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Brushing up in West Bengal. 


dle-class . . . Bengali imbibed his attitude to- 
wards money from the Victorian middle 
dass . . . from England. This attitude was 
very similar to the Victorian attitude to- 
wards sex: dirty but necessary.” Citing la- 
bour indiscipline, a decaying work ethic, 
and prolonged disruptions as the chief 
causes, Mitra outlines how “in the 1960s 
the disinvestment of capital from sick and 
antiquated industry . . . yielded place to its 
reinvestment in real estate promotion,” re- 
ducing Calcutta from industrial leadership 
to parasitic trader status, thus narrowing 
both its economic and cultural horizons and 


giving rise to an “alienation [which] is an 
excellent invitation to vainglory, as well as 
self-pity.” 

Calcutta’s salvation, from self-pity if no- 
thing else, might lie in its gallows humour, 
as Sumanta Bannerjee suggests in “Laugh- 
ter as Subversion.” Confronted by the city’s 
pomp and circumstance, which cloaked 
avarice and deceit, 19th-century migrants 
from the countryside devised a safety- 
valve: parody, which became a “distinctive 
trait of Calcutta’s comic spirit . . . a ten- 
dency to mock itself, to deflate its claim to 
superiority.” Bannerjee quotes the seminal 
line: “Forgery, swindling and falsehood: 
These three make up Calcutta.” 

That irreverent doggerel may have more 
validity today than when it was composed. 
For while Calcutta has mastered the knack 
of eluding — or deluding — its detractors, 
it now must learn to cope with its would-be 
suitors — not despite its warts, but because 
of them. Like the lovers in Phanibhusan 
Acharya’s poem in which the city is com- 
pared to a dying courtesan: “We, her lovers 
at different times/Like ghost figures sit un- 
moving/Our hands crosswise on our chests 
. . /And tried to smile but pain came/And 
gleamed in our eyes/Like a ship’s siren 
wailing/Crying ‘Calcutta, Calcutta my Cal- 
cutta’...” 

After this epiphany, what forgiveness? 

m Jug Suraiya 








SOME PEOPLE INSIST ON THEIR RIGHTS 
TO UNWORLDLY DELIGHTS. THE IMPERIAL IMPERATIVE. 
Decades ago the Imperial set a standard for Japan by sending cooks to Paris to master the Escoffier culi 
nary style at the leading hotel in France. Since then, dining in the Escoffier tradition has been a fixture in 
the Imperial culinary experience. And people who insist on this standard insist on the Imperial Hotel. We 
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__ Singapore stock exchange takes aim at high -flying property firm 


Double-barrelled blast 





_ By Ed Paisley 
nited Industrial Corp. (UIC), the 
Singapore  property-to-detergent 
group which last year splashed 
ee out on an expensive takeover bat- 
_ tle, is preparing for a fire sale of assets fol- 
__. lowing two bruising actions by the Stock 
-Exchange of Singapore (SES). The SES on 6 
_ June censured the company for share deal- 
ings in Japan, and on the following day re- 
jected proposals for a rights issue seen as 
vital to bolster the finances of the debt- 
strapped company. 

The rejection, which will also make UIC 
more dependent on the cash flow of Singa- 
= ¿pore Land (Singland), the company it 
_.. bought in May 1990, represents the legacy 
` of former chief executive Oei Hong Leong. 
-| Oei, who stepped down from his post after 
UIC was in turn taken over by Indonesia's 
Salim Group in December 1990, was re- 
_ © sponsible for the censured share deals. He 
- was simultaneously dealing in the Japanese 

stocks on his own account, according to the 
= SES. Among its actions, the SES has now 

_. tightened its rules on directors’ private sec- 

urities transactions in response to the case. 

; UIC was castigated on three counts: fail- 
ure to disclose price-sensitive information 
=> to shareholders, directors’ conflict of in- 
_. terest and improper use of the proceeds of 
a previous rights issue in October 1990. 
-This last charge was the most damaging, as 
_ it directly precipitated the ses’ refusal of 




















permission for the $$266 million (US$150 
million) rights issue announced by UIC in 
March. 

The decision leaves UIC with no alterna- 
tive but to initiate a massive sale of assets to 
raise funds to reduce roughly $$1.5 billion 
in group debt. Following the SES’ decisions, 
UIC said it would seek to raise S$400 million 
by reducing its 72.6% stake in Singland — 
while retaining a majority interest — and 
off-loading other investments. 

The SES criticised Oei, who ceased to be 
a board member of UIC on 17 May, for fail- 
ing to disclose publicly paper losses on a Ja- 
panese property and shares in two Japan- 
ese banks. When Oei sold his stake in vic 
to Indonesian magnate Liem Sioe Liong of 
the Salim Group late last year, he divulged 
the extent of the losses — then S$79 million 
— to Liem but not to UIC shareholders, ac- 
cording to the SES. 


Up to its eyes in debt 























Oei 


The cost to UIC of the Japanese bank 
stocks was covered in part by a sum of 
5$52.9 million from the sale of utc’s stake in 
Malaysia’s D&C Bank, the Ses said. Accord- 
ing to the exchange authorities, this action 
contradicted the company’s intention — as 
stated in the prospectus of its October 
rights issue — to reduce its debts. 

In retrospect, Oei’s. concealed losses in 
Japan explain why Liem bought Oei’s uic 
stake for S$1.60 a share after earlier offering 
$$2.00. Under the earlier offer, Liem had 
agreed that Oei should stay at the helm of 
UIC. In the event, Oei stepped down on 
completion of Salim’s takeover. At the 
time, the apparent about-face on the stock's 
value generated concern at the ses that for- 
eigners were playing fast and loose with 
Singapore property assets. Like Liem, Oei 
is Indonesian-Chinese, being the son of 
another Jakarta-based tycoon, Eka Cipta 
Wijaya. 

By its actions, the SES has served notice 
that it will not permit Oei’s style of manage- 
ment. UIC chairman Lee Kim Yew, the 
brother of former prime minister Lee Kuan 
Yew, had been highly supportive of Oeci’s 
flamboyant approach. In UIc’s 1990 annual 
report, Lee recorded his appreciation for 
the extraordinary gains Oei achieved for 
the firm as chief executive. 

In its statement, issued on 8 June, UIC 
avoided comment on the censure. Pri- 
vately, its officials pointed out that its rights 
application was turned down along with a 


David Tong Cun Lin; Ming Xiaguong, a senior official of China- 
backed China Construction Engineerin, 


g Co.; and Jack Sun, 


chairman of Taiwan’s Pacific Electric Wire & Cable. 
a 16.7% stake in Tomson Pacific for HK$223 







-Wheeler-dealer Oei Hong Leong has resurfaced in Hongkong 


in the appropriate role of president of two listed companies, 


Bond Corp. International Ltd (Bc) and Tomson Pacific. To- 
. gether with another listed company, Rivera Holdings, the firms 
- are known as the Tomson Group. 


Even before Oei’s arrival in the territory, BCIL and Tomson 


3 Pacific had been known for the kind of inter-corporate asset 
-< shuffles and unpleasant balance-sheet surprises that marred the 
-_ Tatter stage of Oei’s tenure at United Industrial Corp. (UIC). 
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Oei’s March arrival at Tomson Pacific and BcIL — formerly 
the Hongkong flagship of failed Australian raider Alan Bond — 
added to the already intriguing mix of entrepreneurs involved 
in the group. Principal shareholders and directors include 
Macau casino boss Stanley Ho; Taiwanese property developer 
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million (US$28.6 million) in February, becoming its third-largest 
shareholder. Despite becoming president of two of the group's 
companies, he has made little obvious mark on the group's ac- < 
tivities. Nor has he appeared publicly on its behalf. = = 0 

Analysts say Oei, who has moved into a luxury flat in Hong- < 


kong, appears to be lying low, awaiting possible legal action by 


the Singaporean authorities relating to his activities as chief 
executive of UIC. Oei did not return phone calls from the 
Nonetheless, the Tomson Group is an ideal vehicle for Oei’s 
once-vaunted share and property trading skills. And three group 


companies are engaged in real estate and equity investment in - i 


Rivera and Tomson posted after-tax losses of HK$58 million and 
HK$116 million respectively for the year ending in March 1990. 


Hongkong, Macau and China. All three are losing money. 
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number of other proposed cash calls by Sin- 
gapore property firms. 

UIC acquired roughly $$1.2 billion in ex- 
pensive debt during Oei’s takeover of Sing- 

land. Servicing the debt cost UIC roughly 
~ $$94. million in interest charges last year 
and will cost an estimated $$132 million 
this year. 

Following Singland’s acquisition, Oei 
unloaded uic assets with abandon to re- 
coup some of the acquisition costs. Sales in 
Singapore, Malaysian and the US garnered 
about $$400 million. 

The sell-off has continued since the 
Salim Group’s takeover of UIC in late De- 
cember. Oei’s extensive asset-trading oper- 
ations have been scrapped, and offices in 
the US and Australia closed. UIc’s Hong- 
kong operations have also been sharply cut 
back. However, the moves are expected to 
save only about $$2 million this year. 

Despite these actions, the company’s 
debt has continued climbing. UIC says its 
net group bank borrowings totalled $$1.5 
billion as of 30 April, against total consoli- 
dated assets of S$4.2 billion. 


Ic now has precious little to sell 

besides the assets of Singland. 

The core Singapore assets com- 

prise the Shell Tower and Clifford 
Centre office complex in Raffles Place, val- 
ued at $$1.1 billion and $$418 million re- 
spectively; nearby Shin Kwan House, an 
office building valued at $$235 million; and 
the Gateway, a twin-tower office complex, 
valued at S$915 million. 

However, Singland managing director 
David Lawrence told the Review that these 
assets will be retained.*The reason: Sing- 
land’s strong cash-flow, which accounted 
for roughly one third of UIc’s property rev- 
enues of $$133.3 million in 1990 — despite 
the fact that Singland contributed only in 
the second half. 

The Singapore properties are almost 


fully occupied, with old rentals at the four 
office complexes running at S$4-6/ft? a 
month and new rentals pulling in between 
$$8-11.50/ft2. “There is very little downside 
to our property portfolio, as we've locked 
in good tenants for the next several years,” 
Lawrence says. 

Local property analysts agree. Indeed, 
Singland is perhaps the best-positioned of 
any Singapore property firm to ride out the 
glut in office space which is expected next 
year. The Gateway complex has several 
first-time tenants locked into recently con- 
cluded six-year rentals at discounted rates. 
Future renewals can be expected to achieve 
much higher rents. 

The overseas assets that Singland may 
sell include an office building in Glasgow, 
Scotland, and minority interests in a com- 
mercial complex in Ankara, Turkey; the 
Beijing Landmark Towers and Kunming 
Green Lake Hotel in China; and five hotels 
in Thailand. 

The Singland shares that UIC intends to 


sell may be attractive to institutional invest 
ors. Singland’s net asset value of roughly 
S$6.82 exceeds its recent share price o! 
$$6.50. Still, unless the share price rises sig 
nificantly in the next few months, UIC faces a_ 
loss on the shares; itbought them for rough= 
ly $$7.50 a share as part of the takeover. E, 
Manufacturing operations of the group, 
including UIC Chemicals, UIC Electronics,- 
United Detergent Industries, Singapore. 
Soviet Shipping Co., Eastern Chandling 
and UIC Computer Systems, will soon be 
on the block. Manufacturing accounted for’ 
$$102 million of the group’s turnover of | 
$$337 million in 1990. = 
UIC officials have indicated that the come = 
pany could have one last trick up its sleeve 
— a cash infusion from the Salim Group.: 
But Salim has little room to raise its 24.5%. 
stake in UIC without breaching the 33% trig- 
ger point requiring it to make a general. 
offer. UIC, then, will have to survive largely- 
on Singland’s cash flow or — eventually =- 
the sale of the subsidiary’s assets. o 


BCIL, whose fiscal year runs July-June, lost HK$134 million after 
tax for the six months to December. 

Oei’s track record of late, however, does not inspire confi- 
dence. His punt, on behalf of UIC, on two Japanese bank stocks 

- in mid-1990 resulted in a paper loss of $$77 million (US$43 mil- 

lion) for the firm and a censure of the company by the Stock Ex- 

change of Singapore for its failure to disclose material informa- 
tion to shareholders. 

Similarly unsuccessful was a personal investment by Oei in 
Honshu Paper options made in December 1990. The options, 
which could have given Oei a one-third stake in the asset-rich 
Japanese firm for a whopping US$2.5 billion, were not exercised 
before their expiration at the end of February. It remains unclear 
how much money Oei lost when the options expired. 

Hongkong sources who have met Oei since his arrival in the 
territory say he plans to shift BCIL towards investment in China 
and Indonesia. This would leave Tomson Pacific to focus on 
Macau real-estate investments alongside Ho's gambling 
monopoly, Sociedade de Turismo e Diversoes de Macau (STDM). 
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In the past year, Tomson Pacific has purchased several Macau | 
condominiums and land from Ho's companies and is involved _ 
in a joint venture with STDM to build a Regent Hotel in the Por- 
tuguese enclave. 

BCIL owns an 85% stake in Carlsberg concessionaire Huizhou 
Brewery in Guangdong province, a 60% stake in an industrial _ 
estate near Canton and a Hongkong office building, the World 
Trade Centre. BCL also owns three other Hongkong office 
blocks, one of which was purchased from Rivera. ees 

Despite the purchase of the World Trade Centre from Hong- 
kong Land for HK$1.7 billion in August 1990 and an estimated 
HK$68 million in losses on securities trading announced in- 
April, BCIL still appears to have leeway for further investment. 
Chase Manhattan granted the company a HK$800 million 
medium-term loan in November to finance the World Tr 
Centre acquisition. Shortly afterwards, BCIL was also able to se 
for HK$1.1 billion a star-crossed Rome property left over fro! 
the Bond era. Analysts estimate that BCIL’s net current assets — 
could be as high as HK$500 million. u Jonathan Friediand - 
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Tawan’s biggest shipping firm takes to the skies 








va Airways, Taiwan’s first private in- 
ternational airline, has encountered 
unexpected headwinds just before 
the start of its scheduled service on 1 July. 

The carrier, a subsidiary of Evergreen 
_ ©. Marine Corp., is not in serious trouble. But 
-pothe hitches highlight the difficulties of start- 
ing up a venture in a country where regu- 
lations are murky and politics and big busi- 
ess are often inseparable. 
Some lawmakers are trying to reverse 
- -government decisions on Eva's operations. 
-~-A further complication arose in May when 
_. Communications Minister Clement Chang 
___ resigned because of a stock-trading scandal. 
_ Some observers say the controversy could 
slow down the final approval of the air- 
_ line's operating licence, which is expected 
> imminently. 

The fledgeling airline became a target in 

-< Taiwan's unruly legislature earlier this year 

< when a conservative faction of the ruling 
-.« Kuomintang (KMT) charged that Ever- 
-= green’s links to President Lee Teng-hui ac- 
-` counted for the government's cooperation 
-<in helping the group get Eva off the 
_ ground. Evergreen founder Chung Yung- 
< fa, who pioneered two-way worldwide 
__ -containerised-freight services, is a close 
_ friend of Lee. 
| = Analysts, however, say there is no evi- 
_ dence to support accusations that the gov- 
-ernment has broken any rules in helping 
_ Eva. In fact, says David Yang, an aviation 
“attorney with Baker & McKenzie, Eva has 
had problems conforming to revised airline 
rules that do not permit an operating li- 
cence to be issued until operational prep- 
-arations are complete and aircraft are pre- 
“sent. 

For Chung, arguably Taiwan's most 
enigmatic entrepreneur, the risks have 
been manageable. Eva could serve dozens 
_ of destinations not visited by China Airlines 
_ (CAL), Taiwan’s flag carrier, thereby filling a 
=< gap in air-transport services for a country 

whose citizens are travelling in record num- 
"bers because of rising incomes and the lift- 
_ ing of travel restrictions beginning in the 
late 1980s. In 1990, outbound travel 
Originating from Taiwan increased 40% 

from a year earlier, and travel-industry offi- 
cials say a new airline is badly needed. 
At least two other private airlines are ex- 
_ pected to begin scheduled international ser- 
_. vices in the next two years. One, Mandarin 
~ Airlines, is partly owned by CAL. 
Eva has ordered six Boeing 767-300 air- 
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more 747-400s. The carrier has also 
ordered 14 McDonnell Douglas MD11s, 
pushing its total aircraft-purchase costs 
to US$3.6 billion. Two each of the 767-300s 
and 747-400s are scheduled to enter service 
next year, 

Without offering any details, Eva presi- 
dent Frank Hsu said in a newspaper inter- 
view that financing for the aircraft pur- 
chases came from Japanese banks. A com- 
pany spokesman was unable to give fur- 
ther information on the financing. 

Evergreen has also been unwilling to 
disclose how much money it has spent on 
Eva. In addition to the aircraft acquisitions, 
the carrier has built a 17-storey headquar- 
ters building in Taoyuan, south of Taipei, 
and a 14-storey flight-training centre sche- 
duled for completion at the end of the year. 

Eva will be flying on some of the same 





routes as CAL. Its scheduled services to 
Seoul and five destinations in Southeast 
Asia, such as daily flights to Bangkok that 
are to begin in July, bring it into direct com- 
petition with CAL. 

When a third leased Boeing 767-300 ar- 
rives in September, the aircraft will begin 
service to Vienna and possibly Sydney, 
routes barred to CAL. Eva may also consider 
flying to New Zealand under a landing- 
rights agreement just signed by Taiwan. 

Eva’s access to Hongkong, the most po- 
pular destination for Taiwan travellers, will 
depend on negotiations between Taiwan’s 
Civil Aviation Administration and Cathay 
Pacific Airways scheduled to take place 
later this year. Current landing rights in 
Hongkong are shared by CAL and Cathay. 
Services to the US are expected to begin in 
1993. 

“The market is so big we don’t see our- 


FAR EASTERN ECONOMIC REVIEW 


selves in competition with CAL,” Evergreen 








spokeswoman Kitty Yen says. CAL holds 
only a 22-25% market share of international 
travellers to and from Taiwan. But analysts 
say Evergreen is not happy. with CAL’s 
plans to back Mandarin, which will. com- 
pete with Eva on routes CAL cannot fly and 
where the market is uncertain, such as the 
Taipei-Sydney route, 

Eva obtained a waiver from the Ministry 
of Communications to begin service with 
only leased aircraft. The waiver set aside.a 
rule dating from the early 1950s that re- 
quired a 1:1 ratio between owned and. 
leased aircraft and allowed Eva to lease air- 
craft and begin service a year earlier than 
planned. The ministry also waived a pro- 
hibition on hiring foreign pilots. 

The decision that most provoked KMT 
lawmakers, however, was a land lease that 
enabled Eva to construct a'hangar and 
maintenance terminal at Chiang Kai-shek 
International Airport. Legislator Yu Mu- 
ming and other members.of the New KMT 
Alliance complain that the Communica- 
tions Ministry compromised the airport's 
masterplan without authorisation from the 
cabinet by granting the lease to Eva. 

The government disputes this accusa- 
tion, pointing out that the decision on the 
site for Eva's hangar had the full coopera- 
tion of the Civil Aviation Administration as 


: well as CAL and the site was not designated 


for any special use in the airport’s mas- 
terplan. Officials also say the opening of a 
second maintenance area at the airport will 
benefit other new airlines. 

Criticism of government decision-mak- 
ing related to Eva surfaced in April, when a 
financier of the RMT’s conservative non- 
mainstream faction, Weng Da-ming, was 
implicated in a stock scandal. Conservative 
KMT legislators subsequently attacked then 
Communications. Minister Chang’s. deci- 
sion two years earlier to give Eva a land 
lease at Chiang Kai-shek Airport. Chang 
was forced to resign. His successor, Eugene 
Chien, is re-examining the decision. 

Attorney Yang says the waivers granted 
by the government to Eva and the decision 
on the airport lease were within the 
Communications Ministry's authority. 
Moreover, he says, Taiwan needs a world- 
dass private airline and there are few com- 
panies qualified to start one besides Ever- 
green. 


Travel agents say CAL's management 
has not been as service-oriented as other 
airlines in the region and has been slow to 
expand its routes. CAL has been especially 
hampered in air-rights negotiations by 
Taiwan’s lack of diplomatic recognition. 

“There's a huge market here,” Yang 
says. “CAL has long been the subject of criti- 
cism, and there’s been a public outcry for a 
new airline. The government had to 
choose.” - 

The choice went to Evergreen because 
of its financial strength. The company has a 
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Dynamic results in 1990: Commerzbank has started the new 
decade with strong growth in both business volume and earnings. 
Group business volume surged 12.5% to DM 235 billion and our 
equity base was boosted by DM 1 billion to DM 76 billion: The 
Parent Bank's robust performance and the positive outlook for the: 
future have enabled us to raise our dividend from DM _9:to DM 10. 


Creating value 


Eastern Germany a top priority: The continued expansion of our: 
east German network will remain a primary focus for creating value. 
in the coming years. Commerzbank's strategy: of" going our own» 
way” by independently opening new branches allows us to establish 
our corporate identity and ensure quality nent fon the start 











Convinced that an economically sound eastern Germany] is-critical 
for Europe, Commerzbank, together with fellow members of the 
Europartners Group (Banco di Roma, Banco Hispano Americano, 
and Crédit Lyonnais), launched “The European Initiative for Eastern 
Germany” in 1990, a programme to promote investments in the area. 


for our clients 


Commitment to internationalization: Operating in more than 
30 countries, the Commerzbank Group provides wholesale and 
investment banking services.on’a global scale. in addition to ax 
panding our capabilities to serve the Single European Market, we” 
| are also extending our presence in Eastern Europe this year wie 
new offices.in Budapest, Prague and Warsaw. 


Commerzbank’s shares are quoted on more international stock = 
poe exchanges than any other German corporation. In. 1990, we were 
a : the first foreign company to. become listed on the Spanish! bourses, 

: in Madrid and Barcelona. i SE 





and shareholders 


As the new decade of accelerating change unfolds, creating value 
will continue to be the cornerstone. of our long-term strategy: Over 
the years, we have systematically reinforced our financial base. Our. 
strong earnings position has in turn opened up. new perspectives 

for the Bank's future that will both strengthen customer service and 
enhance value for our shareholders. 
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top 20 companies last year in revenue 
terms. 
+ Evergreen’s unconsolidated operating 
_- revenue in 1990 rose 9.7% from a year ear- 
-lier to NT$28.3 billion (US$1 billion). Its pro- 
_. fit jumped 50% to NT$2.7 billion. In addi- 
_ tion to Eva, the Evergreen group includes 
_ companies with interests in finance, com- 
_ | puters, construction and container manu- 
< facturing. 
The airline venture suits Chang’s diver- 
¿sification strategy, which includes the 
‘opening of tourist-class hotels at Eva's de- 
stinations. The first hotel, Evergreen Plaza, 
opened in Hongkong’s Wanchai district 
-this year, In 1992, the company plans. to 
_ open a hotel in Taichung on Taiwan's west 
coast; and in 1992, it plans to move into 
Thailand with hotels in Bangkok and 
- Phuket. i 
_ Evergreen received approval to establish 
va two months after new air-transport 

















fleet of 65 ships and was one of Taiwan's 





of Communications in January 1989. The 
revised regulations for establishing a Class 
A international carrier stipulated that appli- 
cants be: an international transport or trad- 
ing company with annual operating rev- 
enue of at least NT$1 billion; at least two- 
thirds owned by Taiwan nationals; and in 
business for more than five years. 

The new rules were an open invitation 
to Evergreen and CaL, both of which qual- 
ified easily. Taiwan’s eight domestic car- 
riers must meet different criteria for up- 
grading their Class B domestic service, ef- 
fectively delaying their international opera- 
tions by several years. 

The revised rules required existing car- 
riers to operate a domestic service without 
incident for three years with a cumulative 
passenger volume of 900,000. The carriers 
may then apply to operate an international 
charter service for two years with a 
minimum of 60 flights a year before being 
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By Michael Vatikiotis in Ho Chi Minh City 


-Å new Vietnamese airline is planning 
_ to take off, hoping to expand the 
L MA limited number of international 
routes to and from Vietnam — and to 
ioneer. what could be a new form of 
hareholding enterprise. With plans to fly 
_ international as well as domestic routes, 
Pacific Airlines is a symptom of Vietnam’s 
feverish attempts to develop its economy. 

<- The company is the first to be estab- 
lished under a regulation passed in De- 
cember permitting joint-stock companies. 
‘The air venture hopes to establish sche- 
~duled flights to Taipei, Hongkong, Seoul 
_and Singapore, as well as cities in Canada, 
Europe and Australia. 

_.. The establishment of Pacific Airlines on 
20 March came barely two years after the 
emise of an earlier attempt to set up a sec- 
ond carrier in Vietnam called Air Saigon, 
~» alongside state-owned Vietnam Airlines. 
_ Following what businessmen say was a bit- 
-ter dispute with the Ministry of the Interior, 
_ Air Saigon’s licence was revoked. 

_. Pacific Airline’s owners are Vietnam Air- 
lines (with a 25% stake) and six other com- 
; — panies controlled by the Ministry of Com- 
<. munications and Transport, each of which 
_ holds 5-15% of the shares. The company’s 
paid up capital is said to amount to US$5 
million. According to a licence issued by 
__ the State Committee for Cooperation and 
_ Investment, another US$5 million will be 
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Vietnam tries again to start a second airline 


Prayer for a wing 


provided by a Taiwanese company called 
Ching Li. The director of Pacific Airlines, Le 
Van Chung, was previously deputy direc- 
tor-general of Vietnam Airlines. 

Nguyen Van Vinh, an official at Saigon 
Tourism, one of Pacific Airlines’ sharehold- 
ers, declined to say if participation by the 
Taiwanese company meant the carrier was 
a joint venture. He also said it was “not 
quite a private company, but a partnership” 
with some private businessmen. According 
to the airline’s charter, the company will be 
known as the Vietnam Shareholding Air- 
line, while Pacific Airlines is the company’s 
international trading name. Banking 
sources in Ho Chi Minh City believe the 
Taiwanese investor may be accommodated 
as a partner in an affiliated joint venture to 
be named Pacific International Airlines, a 
point which is still under negotiation. 

Staff at the airline’s office in Ho Chi 
Minh City say the carrier will begin flying 
on 1 July, with a scheduled flight to Taipei. 
But at the moment the airline has no aircraft 
of its own. Several aircraft have been of- 
fered for leasing, including an Airbus A300 
and A310. An older, British-made BAC 111 
may be used on domestic routes. 

Past attempts by Vietnam to lease wide- 

ied aircraft have foundered because the 
US trade embargo forbids the use in Viet- 
nam of any aircraft made with US parts. 
Vietnam’s current fleet contains only 
Soviet-made aircraft. The Airbus, for exam- 
ple, only comes with US manufactured en- 
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regulations were approved by the Ministry - authorised to start scheduled intemational 





fights. : 

“Of course, we feel this is unfair,” says 

Evan Shen, a vice-president with Foshing 

Airlines, a domestic carrier that has applied . 
for international routes, “but actually, we 

are not so eager to go into international ser- 

vice because it takes time to prepare.” =- 

Foshing, which has applied to begin 
its international charter service on 1 Au- 
gust, and other domestic carriers have 
petitioned the Civil Aviation Administra- 
tion to reduce the requirements for interna- 
tional service. A revision is expected soon 
that may abbreviate the charter-service reg- 
ulation. 

Since domestic airlines are eyeing the 
potentially huge China market, Shen says, 
domestic carriers have not objected to Eva’s 
plans for a worldwide service. With 2 mil- 
lion travellers from Taiwan expected to visit 
China this year, the market could provide 
ample business for domestic carriers. = 


gines. “Until the embargo is lifted, Vietnam 
can only lease aircraft for specific trips and 
only use aircraft based outside Vietnam,” 
said a Western aviation specialist. 

Industry sources say that possible coop- 
eration with another new airline, Eva Air- 
ways, from Taiwan is the company’s only 
hope to commence flying. Aviation sources 
said Pacific hopes to use a Boeing 767 of 
Eva Airways for its inaugural flight, even 
though the Taiwan carrier has only just 
started to take delivery of its aircraft. 

Eva Airways, which is due to start its 
own operations in July, says it has no plans 
to begin a service {p Vietnam. But a source 
at Ching Li in Taipei confirmed that discus- 
sions with Eva Airways had been held. He 
added that there is almost no chance of 
Vietnam leasing an aircraft of the type used 
by Eva Airways before the US trade em- 
bargo is lifted. ae 

Given the paucity of routes to East 
Asian destinations, it is hardly surprising 
that Vietnam wants to encourage more air 
links of its own. Curiosity focuses on why. 
the state airline, Vietnam Airlines, would 
allow these potentially lucrative flights to 
fall into the lap of Pacific Airlines, not- 
withstanding the former's stake in the lat- 
ter. 

Vietnam Airlines is hardly strapped for 
cash. Since rationalising its domestic net- 
work in 1989, the state-owned airline has 
made an annual profit of US$3-5 million. 

One view is that Pacific Airlines is no- 
thing but a paper airline. The joint venture 
with Taiwan might be the only way to cir- 
cumvent the US trade embargo by using 
aircraft leased by an offshore company. 
Vietnam Airlines has been talking with 
Scandinavian Airlines System about 
using a similar leasing arrangement to 
operate. flights. between Vietnam and 
Bangkok. a 
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Prof. Dr.-Ing. Werner Saemann 
CEO, BMW Motoren Gessellschaft m.b.H 
Steyr, Austria 


“BMW has built a worldwide repu- 
tation for automotive excellence. To 
maintain that leadership in building the 
BMW engine, especially in a time of ris 
ing costs, we knew we needed the best 
computer technology to integrate our 
automated factory. In Digital, we 
found the perfect partner to help us. 

“Digital recognized that for effi- 
cient, flexible manufacturing, it was 
critical that applications in our engine 
plant be available 100% of the time. 
And even though these applications 
run on many different computers, 
information must be shared quickly 
and easily among them. 

“Digital’s manufacturing systems 
and their multi-vendor applications 
integration were the answer. We now 


have the complete reliability we need. 
We can react quickly to production 
changes, thanks to rapid information 
sharing. And we lowered our manu- 
facturing costs. 

“In addition, Digital is a step 
ahead in implementing key standards. 
This makes our investment in Digital’s 
integration solutions doubly wise— 
for today and for down the road.” 


The rewards of working together. 

Digital provides manufacturers 
with complete solutions that work in 
their complex, multi-vendor environ- 
ment. Solutions that are designed to 
meet tomorrow’s demands because 
they’re based on standards. 


in ure trad irks of Digital Equipment Corporanor 


“Digital helps 
buildthe heart 
of BMW 


automobiles? 


Today, Digital’s manufacturing 
solutions give you an elegantly simple 
way for your people to work together 
more productively, more creatively, 
more efficiently, more competitively. 

To learn more, write to Digital 
Equipment Hong Kong Ltd., 19-21/F 
Fleet House, 38 Gloucester Road, 
Wanchai, Hong Kong, or Digital Equip- 
ment Corporation Japan, Sunshine 60, 
PO. Box 1135, 1-1, Higashi Ikebukuro 
3-chome, Toshima-ku, Tokyo, Japan 170, 
or Digital Equipment Corporation 
(Australia) Pty. Limited, 410 Concord 
Rd., Rhodes, New South Wales, 


Australia ee 
| Digital 


A way to work 
has 
It 


together like never 
before. 


NOW. 
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ECONOMIES 1 


Cambodia’s private businessmen given more leeway 


Flowers in the dirt 





By Murray Hiebert in Phnom Penh 


im Chhean is bullish on Cambo- 

dia’s beleaguered economy. De- 

spite the country’s 12-year civil war, 
international isolation and a drastic reduc- 
tion in Soviet aid, Chhean — with backing 
from Hongkong and Taiwan companies — 
has signed a contract to invest US$33.5 mil- 
lion to rebuild Phnom Penh’s O’Roussey 
and Olympic markets. He received a 50- 
year lease that will enable him to recoup his 
investment by renting stalls to merchants. 

Chhean, a Chinese-Khmer building 
contractor who resettled in France after Pol 
Pot’s Khmer Rouge seized power in 1975, is 
part of a growing number of overseas 
Khmer and foreign companies doing busi- 
ness in Cambodia since the communist 
government that rose to power in 1979 
began free-market reforms a decade later. 
Following the cutback in Soviet assistance 
last year, the government has increasingly 
turned to local and foreign capitalists to buy 
imports. 

More than 40 private import companies, 
most of them owned by Chinese Khmers 
with business links to Singapore, Hong- 
kong, Taiwan and Thailand, have begun 
operating in the capital. “Soviet aid has 
been partially replaced by internal capital,” 
a diplomat says. 

Cambodia’s private sector, for instance, 
has not faced fuel shortages because local 
companies geared up to meet the country’s 
energy needs when Soviet oil supplies 
were depleted. Three private companies 
now import about 10,000 tonnes of oil pro- 
ducts each month. 

But the cash-strapped state sector has 
been hit hard by the Soviet Union's aid 
restraints. Daily electricity brown-outs in 
Phnom Penh are the most obvious exam- 
ple. Officials attribute the power cuts to fuel 
shortages, the lack of spare parts for Soviet- 
made generators and the withdrawal of 
Soviet technicians. 

Although the government is negotiating 
with the Soviet Union for a new economic 
agreement, a Soviet diplomat says Moscow 
will not reverse its decision to carry out 
“great reductions in every field.” He says 
only about 100 Soviet advisers — mostly 
military and civil-aviation experts and 
teachers in technical institutes — are in the 
country. About 1,300 Soviet advisers were 
in the country two years ago. 

Before the economic crisis in the Soviet 
Union, Moscow had given Phnom Penh 
about US$100 million a year in trade credits 
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and grant aid. Under this arrangement, the 
Soviets supplied 190,000 tonnes of oil pro- 
ducts and 35,000 tonnes of fertiliser, as well 
as cement, steel, cotton and vehicles. 
Phnom Penh sold many of these com- 
modities to finance its budget. 

Since the beginning of this year, Cam- 
bodia has been expected to pay for Soviet 
commodities with hard currency at world 
market prices. Consequently, the govern- 
ment has been trying to balance its trade 
with the Soviets. In the first half of 1990, 
Cambodia's imports of Soviet goods total- 
led nearly Rb! 53 million (US$88 million). Its 
exports of things like rubber, wood and ag- 
ricultural products to the Soviet Union to- 
talled Rbl 5.5 million, says Uy Sambath, a 
Trade Ministry official. 

The Soviet aid reduction could hardly 
have come at a worse time for Cambodia, 
which has been refused aid and investment 
from most non-communist countries since 
the Vietnamese-installed government took 
over from the Pol Pot regime. A widening 





budget deficit, brought about by the gov- 
emment’s need to pay more for defence 
against three guerilla groups after the 1989 
Vietnamese troop withdrawal, has caused 
inflation to jump sharply. 

The Cambodian riel has lost more than 
half its value in the past year. The US dollar 
now trades at Riel 790 on the free market 
even though the official rate is Riel 600. Fur- 
ther, the price of basic domestic com- 
modities has increased at least 140% in the 
past year, according to foreign relief work- 
ers. Rice has jumped to Riel 150 a kg from 
Riel 90 in the past six months, and it is ex- 
pected to rise higher. 

Annual rice production, which had 
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Phnom Penh market is being rebuilt by a private company. 


averaged around 2.5 million tonnes, fell 
sharply in 1990 because of increased hos- 
tilities between the government and resist- 
ance forces, drought and fertiliser short- 
ages, Deputy Agriculture Minister So Khun 
says. In March, the government appealed 
for 100,000 tonnes of food aid to avert 
hunger in the drought-stricken provinces of 
Kampot and Kompong Speu, and to feed 
about 187,000 people displaced by fighting. 

The civil war raging in the country’s 
western provinces alone has taken about 
50,000 ha of paddies out of production, 
while less Soviet fertiliser has caused pro- 
duction in other parts of the country to fall. 
In 1990, the Soviet Union delivered 10,000 
tonnes of fertiliser, down from 35,000 ton- 
nes a year earlier, 

Cambodia's primitive industrial sector, 
which had been supplied with raw mate- 
rials by the Soviet Union, is also struggling. 
Three of the country’s six government- 
owned textile mills have closed because 
Phnom Penh expected to obtain less than 
25% of the 2,500 tonnes of cotton yarn 
needed to keep them operating. 

In an effort to soften the blow of a de- 
teriorating economy, the government is 
looking to the private sector and foreign 
companies. “To develop . . . we'll try to im- 
prove the private sector,” Planning Minis- 
ter Chea Chanto says. 

The government has handed over most 





of its struggling industries to the private 
sector in the past year. It has also offered 
tax exemptions to companies willing to im- 
port and distribute fertiliser. 

But a complaint of businessmen is that it 
is difficult for them to find the money to 
pay for imports because the government 
maintains a state monopoly on exports of 
timber, rubber and agricultural products. 
“We risk a lot selling in local currency and 
having to buy hard currency [to pay for our 
imports],” the head of a company import- 
ing oil products complains. 

Foreign companies, who long ignored 
Cambodia because of its civil war and inter- 
national isolation, are also beginning to 


20 JUNE 1991 






explore investment opportunities. Hul Lim, 
director of the Planning Ministry’s Depart- 
ment of International Economic Coopera- 
tion, says the government has received 200 
_ investment applications since the country’s 
_ foreign-investment law was promulgated 
in 1989. Twenty of the applications have 
been granted, and 70 others have been 
'. given tentative approval. 
About 60% of the investment applica- 
. tions have come from foreign investors. 
The most visible foreign-investment pro- 
jects are the 380-room Cambodiana Hotel in 
» Phnom Penh. and a satellite earth station. 
The US$20 million hotel, which was built 
by Singapore-based Cambodiana Invest- 
“ment, is managed by Accor Group of 
France. 

The satellite earth station, installed by 
Overseas Telecommunications Interna- 
tional of Australia, has given Cambodia its 
_ first modern communication link to the out- 
side world. 

_ Another Australian company, Pacific 
Malters, has signed an agreement to up- 
‘gtade a brewery in the port city of Kom- 
pong Som. It is expected to begin produc- 
ing Angkor Wat beer in September. 

About 30% of the investment applica- 
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tions have come from overseas Khmers, 
and 10% have come from local capitalists. 
The White Hotel in Phnom Penh has been 
taken over by Tri-Star, a Chinese-Khmer 
company from France, while another 
French-based Chinese-Khmer company 
has been granted a licence to build a 140- 
room hotel near Wat Phnom. 

Several foreign banks are also interested 
in helping Cambodia upgrade its banking 
system and establish its first commercial 
banks. In early June, Bangkok's Siam Com- 
mercial Bank agreed to form a joint-venture 
bank with Cambodia’s National Bank. 


'; have been released, but National Bank pre- 





Few details of the banking joint venture - 




















sident Cha Rieng said before the signing o 
the agreement that the new bank wo 
have start-up capital of USS million, © 
which 40% was to be provided by the The 
side. mo 
National Bank has also nearly com- 
pleted negotiations with a Hungarian bank - 
to set up a joint-venture bank with capital. 
of US$10 million, of which 70% is to be pro- 
vided by the foreign partner. 
Meanwhile, Mitsubushi Corp. is prep 
ing to open the first Japanese representa 
office in Phnom Penh. Other foreign com- 
panies are discussing plans for offshore oi 
exploration and timber extraction. 
The Planning Ministry's Lim, however, 
admits. that many foreign businessmen are 
still reluctant to invest in Cambodia because | 
investment regulations are ambiguous. and 
because of a lack of legislation to protect 
them. a 
“Some big companies also. don’t want to. 
make business because they're afraid of poe 
litical change,” he says, “but others are 
coming, recognising that they can make a> _ 
lot of money at a time when the country: 
doesn’t have enough laws.” s 





ECONOMIES 2 


Last frontier 


For the first time in two decades, the lure 
of oil is attracting foreign companies to 
Cambodia. Sixteen companies have ex- 
pressed interest in beginning oil explora- 
tion since the government opened the 
field to foreign investors in February, ac- 
cording to officials. 

“Td be quite excited about Cam- 
bodia,” an oil company representative 
working in Vietnam says. “It’s one of the 

‘few unexplored areas left.” 

Among the foreign oil companies be- 
lieved to have held discussions in Phnom 
Penh are Royal Dutcl/Shell Group, the 
British-Dutch oil company; Compagnie 

_ | Francaise des Petroles; British Petroleum 
-}-and Enterprise of Britain; Petrofina of Bel- 
“gium; Mobil Corp. and Hunt Oil of the 
‘US; Santos of Australia; and Borcom of 
‘Canada. 

The Ministry of Industry offers foreign 
companies documents describing six 
potential oil basins — five on the main- 
land and one offshore — prepared by a 

|2 Soviet company. The package of surveys 
_ is available for US$100,000, while the sur- 
veys of individual basins cost US$10- 
30,000 
One company purchased all six docu- 
ments, another bought two and two 
companies took one each, says Sov Chiv- 








kun, head of the Ministry of Industry’s 
Department of Geology and Mines. He 
says the documents provide detailed 
geological information on each of the ba- 
sins, together with an estimate of their 
potential reserves. 

Foreign oil officials believe some 
companies might agree to begin explora- 
tion before a settlement of the 12-year 
civil war between the Vietnamese-backed 
government and three resistance groups 
supported by the US, China and 
Asean. 

“The oil business is competitive,” a 
foreign businessman says, “and new 
[area] is limited. I would imagine some 
oil companies would go in, particularly 
offshore, if Cambodia's terms are okay. It 
takes a lot to drive an oilman away from 
a new field.” 

The Ministry of Industry has divided 
the six basins into 19 mainland blocks 
and seven offshore blocks that will be 
opened for bids from foreign companies 
around September. Exploration and 
exploitation rights will be given to the 
highest bidders under production-shar- 
ing contracts similar to those granted by 
Vietnam. 

Five other offshore blocks will be 
withheld from tender because they fall in 


territory disputed with Thailand and 
Vietnam. 

Two of the Cambodian basins are be- 
lieved to have great potential for oil and 
natural gas: the offshore blocks that lie 
near natural-gas fields being exploited by 
foreign companies in Thailand and the 
mainland blocks around the Tonle Sap, 
or the Great Lake, in northwestern Cam- 
bodia. 

Elf Aquitaine of France drilled three 
wildcat wells off Cambodia's continental 
shelf in the early 1970s before being 
forced to leave because of the Vietnam 
War, which had begun to engulf the 
country. 

Rumours have persisted that the com- 
pany found significant oil and gas de- 
posits and perhaps made a commercial 
discovery. 

The Geology and Mines Department's 
Chivkun. says. Cambodia also wants for- 
eign participation in exploiting other min- 
eral resources. Citing a 1972 French study 
updated four years ago, he says Cam- 
bodia has significant deposits of gold, 
silver, iron, copper, marble, limestone 
and phosphate. The country is best 
known for its gem industry. 

Chivkun says companies from Aus- 
tralia, France, Japan and Hungary have 
already held talks on possible mining 
ventures, ; 

“We're not waiting for a peace settles _ 
ment to sign contracts,” he says. “Time is 
not waiting for us. Our economy is very: 
weak.” m Murray Hiebert 
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he Thai Government is weighing 
options for increasing private-sec- 
tor involvement in financing its 
state enterprises, particularly in air 


: transport, electricity and telecommunica- 
>|- tions. Arguably its most attractive option is 


to raise capital through a broad-based issue 


< [of new shares in its dynamic, emerging 
"| capital market. 


Although the circumstances and goals 


— Were different, Britain pioneered such 
-privatisations with the sales of British 
| Aerospace and Cable & Wireless in 1981, 
-and the landmark privatisation of British 
-Telecom (BT) in 1984. In 1979, before privati- 
| gation began, there were only 2 million 
“shareholders in Britain. By 1987, there were 


nearly 9 million. 

This broad-based model has sub- 
‘sequently worked just as well in countries 
-with far less developed financial markets, 
such as Jamaica and South Korea, where 
the government floated the Korean Electric 


2 - Power Co. (Kepco) in 1989. The Kepco of- 


fering attracted an astonishing 6.7 million 


investors who paid about US$1.9 billion for 


__ | their shares. 


In Thailand, plans for the partial pri- 


| vatisation of Thai International Airways 
| through a share issue are already proceed- 


_ | ing and privatisations of other large state 





enterprises will hopefully follow soon. 
_. | Were these share sales to be broad-based, 
-| the Thai Government could both improve 
|_| the efficiency of these firms and take a giant 
| step towards developing the Stock Ex- 
__ | change of Thailand (SET). 


<> The need for privatising such giants as 


| the Electricity Generating Authority of 
| Thailand (Egat) and Telecommunications 


- | Organisation of Thailand (TOT) is becoming 














"| urgent. This stems less from a need to im- 
_ | prove their performance than to provide 


them with access to the capital. 
~~ In the case of Egat, the challenge is 
daunting. Domestic demand for electricity 


| is expected to grow at 14-17% a year for the 


rest of the decade. The investment required 


| to satisfy that demand is estimated at Baht 


30 billion (US$1.1 billion) in 1992, rising to 


“>| nearly Baht 50 billion by 1996. Yet retained 


‘earnings are only expected to cover around 


| 40% of this amount. 


Since 1985 the government has capped 
annual foreign borrowing at US$1-2 billion, 


40% of which is typically allocated to Egat. 


Assuming this cap remains, and that Egat 
seeks to finance its investment plan with- 
out raising electricity rates, it must either 


-borrow or issue equity. Borrowing would 
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By Richard Samuelson and Michael McLindon 


worsen its current debt:equity ratio, which 
was around 1:1.75 in 1989. Issuing equity, 
however, would both raise capital and im- 
prove the company’s balance sheet. 

The ser would benefit mightily from 
having a company like Egat listed. It cur- 
rently boasts fewer than 400,000 sharehold- 
ers — less than 1% of the population. Total 
market capitalisation is around US$33 bil- 
lion, or roughly 40% of GDP. By compari- 
son, the Kuala Lumpur market's capitalisa- 
tion exceeds 100% of GDP. 

Clearly, the SET has plenty of room to 
grow. Its small size explains why its ab- 
sorptive capacity for flotations is still limit- 
ed. To date, the largest stock flotations on 
the SET have amounted to about Baht 4.5 
billion, less than 5% of the value of Egat. 

As of 1989, Thai International, Egat and 


the TOT together were worth prove its computer sys- 
approximately US$10 billion eee ET fo handle the increased 
(assuming a valuation of 15 workload. 
times after-tax earnings at a Additional measures 
30% tax rate). Properly exe- Fora would be needed to prom- 
cuted, a broad-based share ote institutional participation 
issue of any or all of these broad-based in the ser, so that the 
firms would both substan- A growth of individual and in- 
tially enhance the SET’s mar- Thai share stitutional investors remains 
ket capitalisation and pro- . balanced. One idea would 
vide the government with issue to be to ease the regulation 
an ideal tool for expand- which prevents insurance 
ing investor participation in succeed, the ims fom owning more 
the market. The high quality than 2% of a company. Ac- 
of all three companies government tual distribution of the issue 
would help offset what should be done through a 
some analysts daim is a Should make bank which has offices 
preponderance of highly E ` S throughout Thailand. 
volatile, smaller capitalis- privatisation To avoid flooding the SET 
tion stocks. x with. stock, the largest state 
Thailand boasts several a national enterprises. would have to 
factors that would help en- be privatised in tranches. 
sure the success of such an goal Care should be taken to 


undertaking. Not the least of 

these are a robust economy 

and, for its size, a relatively sophisticated 
stock exchange. Moreover, a consensus 
within the government is building, and a 
Thai privatisation law has already been 
drafted. 

For a broad-based Thai share issue to 
succeed, the government should make 
privatisation a national goal. Ideally, a high- 
ranking government official would. cham- 
pion the effort, so it is not defeated by po- 
litical and other obstacles. 

The programme must also be 
popularised. Those most directly affected 
by a share issue, namely the management 
and employees of the candidate firm, must 
be brought into the process early and per- 
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suaded of its advantages. Several state-en- 
terprise unions have been hostile to privati- 
sation without even knowing how they 
could benefit from it. Support must also be 
drawn from influential media.and business 
organisations. : i 

Lastly, potential investors must be made 
aware of the opportunity; Since many will 
be first-time investors, this will require edu- 
cation through pamphlets, newspaper arti- 
cles and official presentations. 

There are also numerous “technical” re- 
quirements which must be met. For exam- 
ple, state enterprises such as Egat and the 
TOT must be reincorporated under the Civil 
and Commercial Code before shares can be 
issued for private investment. In addition, 
the SET registrar, responsible for registering 
new shareholders, must substantially im- 


Selling Thailand Inc. | 


make the share price afford- 

able to first-time investors. 
This will help to achieve what should be a 
primary aim of the government, particu- 
larly for the first issue, namely, an over- 
subscription. It also creates a healthy after- 
market. 

Finally, with the foreign appetite for 
Thai equity still running strong, the gov- 
emment may want to allocate a minority 
of shares to foreign institutions and 
charge them a premium. This would also 
contribute to over-subscription of the 
issue. n 


| 
| 
Richard Samuelson and Michael McLindon | 
are senior executives of Emerging Markets Re- | 
search, a consultancy based in Washington D.C, | 
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Highlights of th 


BdS records new significant developments: 
with the satisfactory results of the past 
year as well as the current 600 billion lire 
recapitalisation from the Treasury and the — | 
forthcoming transformation intoa limited 
Company. The BdS group operates 

through the commercial banking Section, 

five Special Credit Sections, with a net- 

work of over. 350° branches. in Italy and 

9000 employees, plus seven branches and 

four representative offices in Europe, Asia | 
and North America and a number of sub- 
sidiaries and affiliates. The BdS group con- 
tinues to achieve progress through in- 
novation and constant attention to the 
requirements of domestic and inter- 
national clients... 
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find ways to tame its ballooning 
current-account deficit without stall- 
ing growth or back-tracking on economic 
liberalisation. But it has little room for man- 
oeuvre in its efforts to dampen both import 
demand and inflation by keeping local in- 
terest rates high. 

In the past few months, a fall in tourism 
‘Teceipts and remittances from overseas 
‘workers has converted the longstanding 
current-account deficit from a relatively be- 
nign symbol of Thailand’s booming eco- 










most pressing problem, Prime Minister's 
: Office Minister Phaichitr Uathavikul in May 
ordered the Bank of Thailand (BOT, the cen- 
tral bank) to come up with a concrete plan 

_ to combat it. 
: The BOT subsequently acted on 24 May 
¿oto dissuade commercial banks from making 
a threatened 1-2 percentage-point cut in in- 
terest rates. Instead, the banks raised rates 
on the strength of a BOT promise that it 
‘would follow through with action to 
tighten liquidity. 
‘While the banks are worried that their 
customers are seeking cheaper funds off- 
shore, the monetary authorities are con- 
cerned that rate cuts would inflame infla- 
tion and rekindle the only recently dam- 
pened speculation in stocks and real estate. 
In the two weeks following the BOT's re- 
quest, prime rates rose 1-1.5 percentage 
points to 15.5%. However, there has been 
only a limited tightening in the money mar- 
kets, and commercial bankers are looking 
to the BOT for more support. 

-. The current-account deficit has been fes- 
tering for four years as a result of Thailand’s 
break-neck growth. Manufacturing invest- 
ment has increased demand for overseas 
. machinery and raw materials, while spend- 
_ ing on infrastructure has increased the 

“need for steel and cement, making Thai- 
_ land one of the region’s largest importers of 
-> both. 

; In addition, Thailand has witnessed 
_ ~, Strong consumer spending growth, driven 
-< by new wealth from skyrocketing wages 
= and capital gains on shares and property. 

-< Demand for new homes, cars, motorcycles 
< and consumer goods has soared, further 

= adding to the import bill. 

Imports grew by an average of 36% an- 





Thai Government tries to curb trade deficit 




















_Is Thailand over the worst? 
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nually in 1988 and 1989 before the rate 
slowed somewhat last year to 27%. By com- 
parison, average export growth in 1988-89 
was 25%, falling last year to 14%. The imba- 
lance has continued in the first four months 
of this year; the BOT estimates that imports 
continued to grow at 27%, versus 19% for 
exports. 

Government economists had reckoned 
that exports would more quickly close the 
gap with imports. But they had not 
counted on a slump in volumes and values 
of traditional exports — primary commodi- 
ties like rice, rubber, tin and cassava — 
which over the past two years have suf- 
fered cyclical downturns in prices on world 
markets. 


BOT moves on ballooning deficit. 
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For years, services receipts, particularly 
from tourism and overseas workers, coun- 
tered much of the trade shortfall. However, 
remittances began to drop after a diploma- 
tic falling-out. with Saudi Arabia two years 
ago and further declined after the outbreak 
of the Gulf conflict last August. 

Visitor arrivals, also hit by the Gulf hos- 
tilities, are estimated by the BOT to have fall- 
en 10% in the first quarter of this year, with 
visitor receipts down by 15%. 

Partly as a result, the current-account 
deficit for the first quarter amounted to 
Baht 48 billion (US$1.9 billion). The deficit is 
expected to reach Baht 190-200 billion for all 
of 1991, or about 7.5-8% of GDP, according 
to Nimit Nonthapunthawat, chief 
economist at Bangkok Bank. Last year, the 
deficit was an estimated Baht 161 billion, up 
from Baht 65 billion in 1989. 

Until recently, the deficit has been ade- 
quately financed by strong capital inflows, 
almost entirely generated by the private 
sector. That had left. the government san- 
guine about the trade gap; its domestic and 
external borrowing has fallen, it maintains a 
healthy current surplus, and foreign re- 
serves have stayed at a comfortable equiva- 
lent of five months’ imports. 

However, the unrelenting demand for 
private capital, and its availability, is now 
vexing the BOT. Despite its hopes of keep- 
ing growth of commercial-bank lending to 
25% this year, credit expanded by more 
than 30% in the first quarter, having grown 
33% last year. 

Such strong demand for capital would 
in most economies have forced a rise in in- 
terest rates — eventually inducing the kind 
of cooling-off thatthe BOT has been waiting 
for. 


December and early May because 

banks were worried about losing busi- 
ness. Softer rates in Japan and the West: 
have thus made it difficult for the BOT to 
tighten liquidity by keeping rates high. 
When local rates exceed foreign ones by 4- 
5%, Thai firms go abroad for money, while 
foreign investors bring cash into Thailand 
to earn high interest. 

The government's. current surplus has 
not helped, because it has no need ‘of the 
debt that might otherwise be issued to soak 
up liquidity. It redeemed Baht 16 billion of 
government bonds in April, re-issuing only 
Baht 7 billion. 

It is unlikely that the government will 
resort to more direct measures, since the 
trend of the past few years has been one of 
continued steps to liberalise the economy 
— from reforming taxes to cutting duties on 
capital goods.and commodity imports and 
removing foreign-exchange controls. 

With few means of control at its dis- 
posal, the BOT predicts. that annual eco- 
nomic growth will accelerate slightly in the 
second half of this year, achieving 8% or 


[= Thai rates fell sharply between 


20. JUNE 1991 








more, still less thar 1990's 10%. Faster 
growth will exacerbate shortages, especial- 
ly. of labour, adding further fuel to infla- 
tion. 

The official consumer-price index shows 

-inflation running at only 5.5-6.5% a year, 
unchanged from 1990. However, the index 
mainly reflects a basket of goods tailored to 
the poor, especially rural Thais. 

Prices jumped late last year, chiefly in 
response to higher oil prices caused by 
the Gulf crisis. However, though oil prices 
have since fallen a long way from their 
highs, the benefits have yet to show up in 
industrial-products prices. This is partly be- 
cause oil is bought on a forward basis, and 
because prices of other producer inputs, in- 
cluding construction materials, were al- 
lowed to rise early this year. 

Some economists have speculated. that 
the BOT would revalue the baht to re- 
flect Thailand's overall balance-of-pay- 
ments surplus; others think just the oppo- 
site — that the trade deficit requires that the 
currency should be allowed to drift down- 
wards. 

Over the first quarter of this year, the 





H AMOI 


in 


alance of 
“payments 


baht lost about 2% of its value against the 
appreciating US dollar, to which the Thai 
currency is loosely tied. 

BOT spokesman Phisit Lee-artham says 
both arguments are flawed, and that the 
composition of Thailand’s imports and ex- 
‘ports shows that for the long term the baht 
should remain steady at around current 
levels. 

According to the BOT, 70-80% of imports 
are still destined for manufacturers, with in- 
termediate products and raw materials ac- 
counting for 33% of imports in 1990 and 
capital goods 39%. 

This strong demand for industrial im- 
ports clearly does not need encouragement 
from a stronger baht, Phisit argues. It is 
more probable that a strong currency 
would simply create an unwelcome im- 
petus to consumer demand for goods such 
as cars, whose sales are growing by more 
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than 30% a year. 

The slower growth in exports, Phisit 
says, is also deceptive. The 19% increase 
in the first four months masked a healthy 
28% rise in manufactured exports; this was 
offset by an anaemic 2% gain in traditional 
primary exports, such as rice and cassava. 

In addition, exports are being crimped 
because many manufacturers are produc- 
ing at capacity. Many of these capacity re- 
straints, however, are expected to be over- 
come in the next 12 months, enabling ex- 


ports to narrow the gap with imports. New | 


factory capacity is being added rapidly 
which will both supplant imports and boost 
the country’s export capability. 

With no compelling reason to adjust the 
currency and hemmed in on interest rates, 
the BOT appears largely to have taken a 
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“wait for the turnaround” approach. Cen- 
tral bankers believe interest rates overseas 
have bottomed out — which, if true, will 
bring some stability to the liquidity situa- 
tion. They also reckon that most of Thai- 
land’s companies are already near their bor- 
rowing limits, and that credit demand will 
ease naturally. 

Indeed, local bank-lending growth slow- 
ed in April and May to an annualised rate 
of about 27.5%. That, however, could have 
been caused by expectations that many 
banks were about to drop lending rates by 
1-2 percentage points — a hope unlikely to 
be realised following the BOTs 24 May 
guidance to banks. 

If the BOT's action does not begin to 
drain away the excess liquidity within sev- 
eral weeks, the central bank will have to 
soak it up itself through bond issues — a 
costly process. 

The BOT hopes this will be avoided 
in part by a traditional mid-year tightening 
of liquidity as about Baht 20 billion is 
sucked from the system to meet corporate 
tax payments. Furthermore, Baht 20-30 bil- 
lion of state-enterprise bonds is expected 
to be issued over the next two to five 
months. 

Another helpful factor is that within 


three months, a new regulatory framework | 


to establish a secondary debt market will 
be in place. This will encourage companies 
and state enterprises to fund investment 
through bond issues, thus avoiding credit 





expansion and helping to maintain a liquid- | 


ity balance in the long term. 


However, the risk for the BOT remains | 
the possibility that US and European eco- | 


nomies have not bottomed out and that 
world interest rates will soften still further. 
In that case, the Thai authorities could be 
forced to issue costly and unwanted debt to 
keep liquidity under control. 


Some observers speculate that pre- | 
sented with that choice, the government | 


might be forced into a short-term rethink of | 


recent foreign-exchange and tariff liberalisa- 
tions, regardless of the BOT's adamant op- 
position to such a move. 2 
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By Review Correspondents 


: wan Japan has played an in- 
JAPAN IN strumental role in Singa- 


ASI A pore’s economic deve- 





lopment over the past 
25 years, helping to fill 
the city with gleaming 
skyscrapers. Japanese 
construction firms have 
been involved in nearly 
every major civil en- 
gineering project, from 
=) land reclamation to the 
ART 11: building of express- 
INGAPORE ways, the Mass Rapid 
— Transit railway and 
‘Changi International Airport. It seems that 
every other hoarding at a construction site 
bears the name of a Japanese construction 
company, often in a joint venture with a 
Singapore firm. 

Such a tangible role befits a 
country which Singapore's 
¿ leaders openly admire, not- 
-< withstanding the sufferings ex- 
` perienced on the island when it 
was under Japanese occupation 
‘in 1942-45. Memories of the Im- 
perial Army’s behaviour during 
the war are now officially con- 
igned to the places Singapore's 
leaders consider appropriate. 
_ These include: a tourist exhibit 
in Changi prison depicting life 
for the prisoners of war during 
the occupation; an obelisk com- 
memorating the war dead near City 
all; and occasionally expressed reser- 
-vations by former prime minister Lee 
“Kuan Yew about Singapore joining a yen 
bloc. 

Wartime memories were to the fore, 
owever, during a visit to Singapore in 
‘May by Japanese Prime Minister Toshiki 
Kaifu, who delivered a speech expressing 
“sincere contrition” for the pain and suffer- 
ing caused by Japanese troops during 
‘World War I. 

Lee later complimented Kaifu for his 
words of reconciliation, but few people in 
Singapore took much notice of what Kaifu 
said. Most saw his “apology” for Japanese 
wartime atrocities as an attempt to lay to 
rest a ghost haunting Japan’s modern role 
in regional politics. 

If so, it did not succeed. The Tokyo cor- 
©. respondent of The Straits Times, Singapore's 
main English-language newspaper, report- 

ied soon after that as far as the Japanese 






S$ billion 
25- 
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_ Singapore admires subtle blend of East and West 


Japan as No. 1 


were concerned, Kaifti had not apologised 
to anybody. “Through a judicious choice of 
words in the Japanese text and a skilful 
translation of these into English, the Japan- 
ese have succeeded in conveying a sense of 
apology to outsiders without actually hav- 
ing said they are sorry,” the reporter 
wrote. 

History is one thing, socio-economic in- 
fluences another. Lee’s policies were based 
on a blend of other countries’ experiences, 
including Japan’s, but his successor, Goh 
Chok Tong, seems to have only Japan as a 
model. 

As far as Singapore’s new leader is con- 
cerned, Japan is No. 1 because it has suc- 
ceeded in absorbing the best of Western 
technology and research to fuel its eco- 
nomic success without losing its cultural 
identity. There was even talk in the mid- 
1980s of modelling Singapore's ruling 


__ Singapore's trade with Japan 
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Liberal Democrats. But little has been heard 
of this notion in ‘recent years. 

Goh would like Singaporeans to display 
the same “core values” of hard work, thrift 
and sacrifice that are, he says, displayed by 
the Japanese. Schooling is another field of 
endeavour where Singapore should look 
towards Japan, he suggests. “We cannot 
hope to match the high standard [of educa- 
tion] of the Japanese, but we will maximise 
the educational attainment of every Sin- 
gaporean,” says Goh. 

Japan is a model, too, for investment 
strategies. As long ago as 1986, Goh was 
urging Singaporean businesses to invest 
abroad. “When exports became more dif- 
ficult because the cost of manufacturing 
them in Japan had gone up, they relocated 
their plants in countries where labour costs 
were lower,” he said. Singapore’s govern- 
ment-backed corporations recently em- 
barked on a drive to make direct invest- 
ments around the werld. i 

Singapore’s admiration for Japan is par- 
tially reciprocated. In 1942-45, the island 
was renamed Shonanto (light of the South). 
There are now 20,000 Japanese in Singa- 
pore because, Japanese businessmen say, 
the city-state is the “hub” of Southeast Asia 
and one of the three S's where 
their fellow countrymen love to 
live, the others being Sydney 
and San Francisco. 

Japanese industrialists first 
came to the city-state in the late 
1960s because they were at- 
tracted by the tax incentives the 
government provided in the 
form ef pioneer status for for- 
eign investors. Japanese con- 
struction firms built factories for 
the. manufacturers and Japan- 
ese banks came to service their 
clients. Hotels and department 
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Home away 
from home 


One characteristic of the Japanese which 
Singapore Prime Minister Goh Chok Tong 
admires is their willingness to go wher- 
ever their employers send them. Goh un- 
derstands that his plans to “globalise” 
Singapore, by shifting business operations 
offshore, depend on Singaporeans leaving 
behind their home comforts. So far, few 
private firms have taken the plunge, 
and Goh says they will have to be 
“pushed.” 

Shoji Ishihara is the sort of citizen Goh 
wishes Singapore had, and his employer 
— Obayashi Corp., Japan’s fourth-largest 





construction company — is the kind ol 
“global” firm Goh wants Singapore to de- 
velop. Ishihara came to Singapore eight 
years ago as site manager for the con- 
struction of the Treasury Building, which 
houses the Monetary Authority of Singa- 
pore. 

People in the building industry tend tc 
stay in one place longer than those in 
other endeavours. “In the construction 
business,” Ishihara says, “we need to 
have a continuing relationship with the 
client, on a person-to-person basis, 
not a corporation-to-corporation. basis, 
so we have a good relationship with 
owners.” 

Obayashi came to Singapore 25 years 
ago “when nobody in Japan thought 
about overseas business.” Its first job was 
to reclaim land on the east coast of the is- 
land along what is now part of Singa- 
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stores followed suit, to the point 
where things Japanese seem om- 
nipresent, from exclusive golf clubs 
for Japanese (caddies love the gener- 
ous tips they leave) to Japanese 
schools. 

Long gone are the days when Ja- 
panese manufacturers were at- 
tracted by Singapore’s cheap labour. 
But even though many Japanese 
manufacturers have moved to 
Malaysia and Thailand in recent 
years, they are still attracted to Sin- 
gapore because “this is the hub for 
information and distribution — you 
have to move what you make,” says 
Shizuhiko Ishikawa, secretary-gen- 
eral of the Japanese Chamber of 
Commerce and Industry in Singa- 
pore. 

To persuade foreign firms to 
come to the island territory, the gov- 
ernment slashed the corporate tax to 10% 
from 32% if a company sited its operational 
headquarters there. The government wants 
these headquarters to be planning centres 
and to transfer technology by locating the 
manufacture of critical components on the 
island. 

Seven Japanese manufacturers have set 
up operational headquarters in Singapore: 
Sony, Fujikura, Omron, Matsushita, 
Hitachi, Toshiba and Nec. While these 
firms are taking advantage of the low tax 
rates, they do not appear to have kept their 
end of the bargain by making their Singa- 
pore units the nerve centres of their opera- 
tions. Nevertheless, some transfer of 
technology is taking place. An artificial in- 
telligence project has bean agreed between 
Singapore’s National Computer Board and 
the Information Technology Promotion 
Agency of Japan to develop a computer- 
aided instruction system to improve teach- 
ing at technical institutes. 





Japan's rising share g 


Cumulative foreign investment in manutacturing 
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now deals extensively with ‘Japan : 
firms. “We need Japan more than 
Japan needs us.” But it is nota one- 
way street. The basing of operatio 
in Asean “helps the Japanese. sta’ 
off some consequences of prot 
tionist moves against them. They are 
not in Asean because they love us,” 
says one businessman. 

While commerce between. th 
countries has expanded in ‘rece’ 
years, Singapore's trade deficit wi 
Japan has widened steadily, if 
ports are excluded, from 5$6.3 
lion in 1980 to $$15.9 billion in 1990 
Singapore exports refined petroleum 














Japanese direct investment in Singapore 
reached a record $$708 million (US$400 mil- 


lion) last year, 32% of the total and 30% 
more than in 1989, Much Japanese money 
(about S$500 million last year) has gone into 
property in the past few years, because the 
yields of 5-6% are higher than those in 
Japan. This was reflected in the high prices 
bid for sites. In its successful tender for a 
plot of land in Chinatown in late March, a 
little-known hotel group named Hakuei 
paid $$83 million, 20% more than the next 
highest bidder. There is also interest in resi- 
dential property because, businessmen say, 
more and more Japanese will be coming as 
regional headquarters staff. 

The overall relationship, however, is im- 
balanced, weighted against Singapore. This 
grates on Singaporeans in varying degrees, 
but it is unlikely to stir up strong enough 


feelings to result in any protest against . 
says a Singaporean | 


Japan. “Be realistic,” 
graduate from a Japanese university who 





pore’s banking district. It also constructed 
the DBS Building in Shenton Way. 

By the time Ishihara came to Singa- 
pore, his company had $$1 billion worth 
of contracts. Today, the building of the 
road linking the islet of Sentosa to Singa- 
pore, the construction of an extension to 
DBS Building and other tower blocks pro- 
vide $$440 million worth of work for the 
firm. 

Despite the reduction in Obayashi’s 
order book, Ishihara says construction 
work in Singapore is far from over. “There 
is still a lot to build in Singapore,” he says. 
Obayashi’s plans for Singapore involve 
the setting up of a local subsidiary headed 
by a Singaporean as the way to be “more 
competitive.” Rather than be dependent 
on builders and civil engineers from 
Japan, Ishihara says, Obayashi has em- 
ployed many local engineers. “Boom time 


in Japan means it is very difficult to get 
our people out here.” 

Ask Ishihara or any other Japanese ex- 
patriate where he would like to go next 
and his reaction is simple: “We go only 
where the company wants us to go.” Be- 
hind this smooth image of company loy- 
alty and efficiency, however, lies another 
story. 

One Japanese expatriate explained that 
the replacement seldom met with more 
than the bare minimum of cooperation 
from the person he was replacing. 

The matter of introducing replace- 
ments to friends does not even arise. “I 
cultivated them, they are my friends. No- 
thing to do with the company,” he says. 
Fortunately for the newcomer, there is a 
well-established business and social net- 
work in the Japan Association to help him 
and his family to settle in. 


to and imports manufactures from 
Japan. Nevertheless, components 
and other manufactured goods sold 
to Japan comprised a third of Singa- 
pore’s domestic exports: totalling: 
$$6.2 billion last year. Japan, how- 
ever, accounts for only 15% of Singapore's. 
trade (including re-exports), a smaller 
share than the US, Europe or the rest of 
Asia. 
To try to redress the balance over a 
range of business issues, including techno- 
logy transfer and access to the Japanese: 
market, a Japan-Singapore Economic: Ad- 
visory Group was set up in 1989 at the r 
public's initiative, to meet twice a year, 
once in each capital. The Singapore side i5 
filled with high-flyers from both the public 
and private sectors, while the Japan side. 
has top representatives from big Japanese 
conglomerates. 
The four meetings of the group have not 
produced anything of consequence. But 
some Singaporeans resent the fact that the 
Japanese side has used the forum to gain 
access to the republic's leaders, while they 
have not reached a similarly senior audi- 
‘ence in Tokyo. Some Singaporeans say the 
republic is “nothing” in relation to Japan's 



















While doing so, he will swiftly recog- 
nise the socio-economic strata in the Ja- 
pan Association, formed nearly 34 years 
ago when there were only 200 Japanese in 
Singapore. In terms of prestige, banks and 
trading companies are at the top, followed 
by manufacturing and construction firms. 
In third place are the big hotels and de- 
partment stores, and at the bottom of the 
rung comes the “water business” of the 
food-and-beverage line. es 

Consequently, the president of the 
Japan Association is usually from the 
Bank of Tokyo or one of the big trading 
houses. Similarly, the president of the Ja- | 
panese Chamber of Commerce and In- ` 
dustry in Singapore is also from a bank or 
trading company. In many ways, says >) 
one Japanese, living in Singapore is like 
living back home in Japan, only better. : 

m Review Correspondents 
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: © patient if they want some of Japan’s high 
regard for Lee Kuan Yew to rub off on 
them. 

i One area in which the Japanese are will- 

` ing to share experience with Singapore is in 

productivity training. There is a formal re- 

lationship between Singapore’s National 

Productivity Board and various major Ja- 

panese corporations, which, it is hoped, 

* will show the way to counter the republic's 

oo endemic problem of labour shortage. 

Under this arrangement, the board runs 

"regular courses in Japan for selected staff 
from its member organisations. 

Employers have a strong interest in 
helping to overcome the shortage of labour. 
The nearly 1,500 Japanese companies in 

=o Singapore employ 70,000 people. About 

40% of these are foreign labourers, for 

«whom the government recently increased 

-= the “levy” on employers by 5$50 to $$350 a 

-< worker. 

=> The Japanese reluctance to transfer 

| technology, chamber official Ishikawa sug- 

_. © gests, is improving a little, though he con- 

_<-cedes the current rate of transfers is still 

“not so good.” But critics say the improve- 

ments are benefiting skilled machine opera- 

tors and below. There are less than a hand- 
| of Singaporeans heading Japan-owned 
corporations here. They include Noel Hon, 
managing director of NEC Singapore and 

S. K. Gan, who runs NMB Singapore, the 

semiconductor affiliate of Minebea. 














however, are not all to do with the 
latter's unwillingness to share 
technology. “It belongs to them,” says a 
Singaporean specialist on Japan. “They will 
transfer the technology if we can add value 
to it in Singapore.” For many, the source of 
the frustration is a cultural gap between the 
two peoples. While some English-speaking 
Singaporeans readily describe themselves 
as “Asian,” they have difficulty under- 
standing Japanese insularity in their social 
behaviour and believe they cannot see be- 
-hind the mask of politeness. 
Singaporeans in middle-ranking posi- 
tions in Japanese companies accept the fact 
that promotion prospects are very limited, 
‘They learn as much as they can about the 
job and move on to better positions within 
Singapore companies which deal with 
Japan. One Singaporean woman employed 
| by a Japanese information agency says: “If 
“someone else offered me a job with good 
prospects tomorrow, I'd leave straight 
away. You simply cannot move up here be- 
cause you are not Japanese.” 

One businessman said Singaporeans 
would rather do business with Americans 
than Japanese because they were more at- 
tuned to the straightforward American way 
of working. The Singapore leadership’s em- 
phasis on things Asian can make life frus- 
trating for such people. a 


L ocal frustrations with the Japanese, 


= 92 


“global strategy, so businessmen must be 


Too fast for comfort 


outh Korea has a problem many 

countries would envy: a fast-track 

economy. GNP rose at an annual 

rate of 8.9% in the first quarter, but 
economists say this expansion was too fast. 
They point out that such growth has fuel- 
led inflation and bloated the current-ac- 
count deficit by sucking in imports. 

In the first quarter, consumer prices rose 
4.9% from the fourth quarter of 1990, 
threatening to shatter the government's 
hopes of keeping inflation below 10% this 
year. And pay rises in the first five months 
of the year remained high, reflecting under- 
lying concern about inflation. 

The Ministry of Trade and Industry says 
that only 32% of companies with more than 
100 employees finished wage negotiations 
by 30 May, compared with 39% a year ear- 
lier. The average pay rise in the five-month 


South Korea's wider deficit | 
-US$ bill 











Source: Bank of Korea 


period was 9.5%, compared with 8.6% in 
the year-earlier period. 

Settlements have been even slower at 
large companies. Only 70 of 275 companies 
affiliated with the largest 30 conglomerates 
have finished wage negotiations. 

The slow pace of wage talks may be an 
indirect result of the continuing street pro- 
tests in Seoul. Workers could be thinking 
that they have nothing to lose by stalling on 
settlements. During times of civil unrest, 
South Korean employers are willing to set- 
tle wage disputes at higher rates in an effort 
to buy industrial peace. 

Wage talks may be slowing, but the 
number of labour disputes has declined 
sharply. In the first five months of this year, 
137 labour-management disputes occurred, 
down from 205 in the year-earlier period. 
Production losses because of labour dis- 
putes fell to Won 307 billion (US$424 mil- 
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lion), compared with Won 1.2 trillion in the 
year-earlier period. 

In 1986-88, everything went right for 
South Korea. Oil prices fell; the US dollar 
depreciated, pulling the won along with it; 
and world interest rates fell. Now, wages 
and inflation are rising, pricing the country’s 
goods out of the international market. In the 
first five months of this year, exports rose 
15% from a year earlier to US$27.7 billion, 
but imports jumped 25% to US$33.9 billion. 

Nonetheless, Bank of Korea, the central 
bank, forecasts the current-account deficit 
will shrink slightly to US$2 billion from 
US$2.1 billion in 1990. Other estimates, 
however, put the trade deficit as high as 
US$5 billion. 

President Roh Tae Woo promised in May 
to keep inflation at less than 10% this year. 
If the past is any guide, the officials. will try 
to meet this target by manipulating the cost 
of the many goods in the market. basket 
whose prices are set by the government. 

Roh also ordered government ministries 
to delay some infrastructure: projects in a 
bid to take pressure off the overheated con- 
struction sector. The president has been 
trying to get companies to keep their prices 
down and workers to moderate their wage 
demands, though. with little apparent ef- 
fect. His plea to affluent South Koreans to 
“curb over-consujnption and take the lead 
in stabilising the economy”. appears likely 
to fare little better. 

Credit is tight, but not tight enough to 
slow down the economy and cut inflation. 
Interest rates on the unofficial curb market, 
where even many of the biggest companies 
turn for working capital, are about 3.5% a 
month. The rate on the benchmark one- 
year government-issued Monetary Stabili- 
sation Bonds is 18.2%. 

Local elections on 20 June followed by 
legislative and presidential elections next 
year will ensure that the government does 
not pursue an excessively contractionary 
policy. But businesses have to compete 
with government-directed policy loans. 
New policy loans in the first five months 
were equivalent to nearly half the growth in 
the M2 money supply last year. 

Meanwhile, the Korea Stock Exchange 
remains depressed, with the composite 
index bumping along at the 600 level, its 
lowest mark since 1988. Making matters 
worse, the market's three investment-trust 
companies are financially battered. In May, 
the government had to lend these techni- 
cally insolvent companies Won. 2.3 trillion 
so they could pay back loans. to. the coun- 
try’s ailing banks. m Mark Clifford 
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Extend Your Line of Thinking 
With Incremental Levels of soll 


The NCR Systenf 3000 Family of Scalable Processors. 
Microprocessor technology has reduced the cost of 
processing as much as 100 times compared to conventional 
computing architectures. In the near future, that cost 
advantage will grow to more than 300 times. 

The NCR System 3000 brings this step-change in tech- 
nology to a complete family of scalable platforms, running 
open operating systems like UNIX$ OS/2 and MS-DOS. 
To give you the widest range of open computing options 
in the industry. 

From desktops and large servers to future massively 
parallel models offering more than 100,000 MIPS, our new 
System 3000 family will provide the power you need, when 
and where you need it. 

The NCR System 3000 takes advantage of the 
Intel® x86 chipset series -the most powerful microproces- 
sors available - to provide you flexibility in design and 


integration, and an extensive set of existing applications, 
tools and peripherals. In fact, this system will be among the 
first to use Intel’s new 50MHz i486" microprocessor in a 
multiprocessing design. 

The System 3000 offers total scalability of hardware and 
software, and complete object code compatibility, to give 
you access to an enormous application software suite. Three 
levels are now released for sale ~ offering performance from 


7.5 to 320 MIPS. And support for the computing needs of ~ oe 


one to hundreds of users. 

The System 3000 is designed to connect to your current 
computing environment. So customers with large invest- 
ments in proprietary systems can preserve that investment, 
while moving toward a more flexible, open environment. 

NCR’s System 3000 can help raise your organization 
to new levels of performance. Call your local NCR 
representative for details. 


CAA 


Open, Cooperative Computing. 
The Strategy For Managing Change. 


NCR is the name and mark of NCR Corporation, intel and i486 are registered trademarks of Intel Corporation, UNIX isa registered trademark of AT&T. ©1996 NCR Corporation. 
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_ What if the number you're using comes JUD GEM ENT, IF YOU CAN T 
of k 5 ? Or is a trifl j 

Pie ETA TRUST THE NUMBERS? 


Then it’s a number that can ruin a brilliant 
< trading decision. 


An unfortunate outcome. 














Preventing this has always been the highest 
priority at Dow Jones Telerate, the leader 
in fixed income and U.S. Treasuries prices. 


The Telerate Treasury 500° package is a 
perfect example of our commitment. It 
provides the exclusive delivery of Cantor 
Fitzgerald numbers, the premier pricing 
source for active Treasury issues. 





-And now as part of the basic service, it 
includes 24-hour coverage of the entire 
_ scope of government securities, among 
‘them; Off-the-Runs, live basis trading, — 
zeros and agencies. 










_ But the value of these numbers only 
» becomes apparent when you use them. 


i : They're live, they're attributable, and 
_ they're completely tradable. 


There's no need to work the 

phones digging up information on 
who bid what and when. And when 
you set out to analyse the data, you’re 
working with real trading prices. 












In addition to treasuries, we also deliver 
thousands of pages of numbers on the 
foreign exchange, equities, mortgage and 
energy markets. Numbers that are worthy 
of your trust, and available to you at the 
push of a button or two. 








All you have to do is uncross your fingers. 





Dow Jones 


 LIELERATE” 


Number One in Numbers. 


For more information, call your local 
Telerate office. 


Telerate is a registered mark of, and Telerate Treasury 
+) 500 is a service mark of Telerate systems 
=o Incorporated. r 
© © 1991 Telerate Systems Incorporated. 


All rights reserved 
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ADR News 


You Can Use 


Foreign corporations have discovered 
that it pays to ‘shop and compare’ when 
it comes to establishing an American 
Depositary Receipt facility and selecting 
the right bank to serve as the depositary 
institution. 

One reason is that issuers want to max- 
imize ADR potential and here the 
depositary choice can make all the dif- 
ference in the world. 

Another big factor behind the trend, 
however, is the aggressive, pro-active, 
value-added" approach SecPac's 
Sequor Group has taken to this special- 
ized marketplace. 

‘Today,’ says Sequor's key ADR execu- 
tive, senior vice president Ralph Marinello, 
‘the ADR depositary has to be highly 
innovative. . . particularly on the investor 

side. . and 


RE 


Ma tnslio ~~ 4 
its money. 


How it does so is very much in line with 
Sequor's views on the best way to access 
and grow in the U.S. capital markets. 

Recognizing that sponsored but un- 
listed programs—so-called Level 1 
ADRs—stifle trading activity in the 
secondary market, Marinello’s ADR Group 
has been the industry's leading propo- 
nent on the use of sponsored ADR pro- 
grams which utilize listed securities along 
with strong investor relations support. 

Consequently, Sequor's ADR Group 
functions as a key intermediary between 
the broker/dealer community and in- 
vestors to expand ADR visibility, support 
the buy side of the market and elevate 
investment values. What's more, it does 
this at its own expense. 

Such service support is rare among 
depositary institutions and this gap is 
becoming more and more noticeable. As 
a result, the ADR Group is concentrating on 
working with issuers whose sponsored, 
listed programs have not performed 
because they lack the investor relations 
and marketplace support Sequor can deliver. 


Terminating an existing depositary rela- 
tionship and starting a new one with 
Sequor is easy. And, to make such a 
decision a very comfortable one, 
Marinello’s ADR Group offers a highly 
attractive range of cost incentives. 

With these initiatives, the ADR Group 
has introduced a new standard of leader- 
ship to the field, one backed up by two 
key factors: (1) Security Pacific's strength 
as a global financial power and (2) the 
ADR Group's position as a unit of 
Sequor’s Corporate Trust Division. 

One of the largest corporate trust oper- 
ations in the U.S., the Corporate Trust 
Division is the most diversified organization 
of its kind—and the fastest growing. While 
providing complete trust and agency 
services, it also occupies top tier status 
as America's leader in processing 
asset-backed securities and other struc- 
tured financings. Additionally, it has 
pioneered major new developments in 
puts, options, tender services, reorgani- 
zations and related fields. 

Because of the Corporate Trust support, 
the ADR Group is the only depositary that 
can process ADRs on both US. coasts. 
And, due to this facility also, an ADR 
issuer who selects Sequor as its depos- 
itary benefits in other ways. 

Sequor executive vice president, Cor- 
porate Trust, Al Pagliaro puts it this way: 
“Once a foreign corporation has estab- 
lished a financial base here, there's a 
definite need for an array of support 
services. We'll perform them on a con- 
solidated purchase basis with the ADR 
business to create a unique savings 


How Security Pacific is redefining the 
American Depositary Receipt Marketplace. 


advantage. Moreover, we are expanding 
quickly as an international entity and so 
we can offer one-source service 
assistance in other world markets.’ 


every client 
enjoys pre- 
ferred status 
ii ; Sg re- 

Pagliaro ceives guar- 

wa anteed 

first-rate, quality service. There's no ‘big 
fish. . .small fish’ distinctions.” 

That's why foreign corporations expect 
more and get more with Security Pacific. 


The Sequor Group 
Sequor, a division of Security Pacific, 
is an integrated securities processing, 
treasury management, fiduciary ser- 
vices and international ments S 
processing o! n. Major Sequor 
operations mee 

+ Institutional Custody/Securities Lending 
+ Cash Management 

+ Clearing and Settlement 

* Corporate TrusvADRs 

+ Dollar Clearing 


Securi 
Pactig’ 


THE 
SEQUOR 
GROUP 









POLICIES 





Pakistan’s private-sector revival starts shakily 


Hesitant take-off 





By Salamat Ali in Islamabad 
pP akistan’s privatisation programme 





is stumbling forwards. Dogged by 

poor organisation and excessive 
haste, the government has opened up 
some state-owned industries to the private 
sector, but asset sales have been slow. The 
programme has largely fallen into three 
categories: the opening of previously dosed 
industries to private business, the disin- 
-vestment of companies taken over by the 
government under its 1972 nationalisation 
plan, and the sale of companies set up by 
the government. 

In May, the country’s cabinet granted 
approval to the Aga Khan Fund for Eco- 
nomic Development to operate an airline 
in Pakistan to compete with state-owned 
Pakistan International Airlines (PIA). Ana- 
lysts expect the international development 
agency to set up the airline with sev- 
eral European airlines, associated com- 
panies in Pakistan and other Pakistani in- 
vestors. 

Analysts believe the Agha Khan Fund 
was selected to pilot the new airline be- 


rm 
INVESTMENT 





Pakistan, which has long discouraged its 
private sector, has finally opened its mar- 
kets to the symbol of liberalisation: the 
closed-end. country fund. 

Citicorp International is introducing a 
US$20-30 million seven-year Pakistan 
Fund that will be managed by Morgan 
Grenfell Asset Management out of Singa- 
pore and Karachi. The fund is coming at 
a time when privatisation plans have 
‘been given an energetic shove forward 
by Prime Minister Nawaz Sharif. 

Liberalisation measures announced 
by the Sharif administration earlier this 
year include relaxed restrictions on im- 
porting foreign exchange and allowing 
Pakistani residents to open foreign-cur- 
rency accounts. In addition, the need for 
government approval for foreign invest- 
ment in most industries was waived. 

The Pakistan Fund is nevertheless a 
bold venture because of the unruly na- 
ture of the Karachi Stock Exchange (KSE). 
“As an emerging market, there are going 












Competition for PIA’s domestic routes. 
cause it is involved in tourism in Pakistan 
and it already operates domestic air services 
in Italy and Spain. 

The agency is required to submit a feasi- 
bility report to the government by January 
before a licence to operate the airline will be 
granted. 

Once the licence is granted, the airline is 
required to begin operating within four 
months. It must also share international 


Karachi, here we come 


to be a lot of teething problems just like 
there were in Indonesia,” a Morgan 
Grenfell spokesman says. “We will exer- 
cise a lot of caution, and do a lot of 
homework, but if you pick the right com- 
panies and the right management, the in- 
vestment opportunities are quite excit- 
ing.” 

Some fund-management groups in 
Hongkong agree. But the KSE’s thin 
liquidity has put it out of bounds for most 
open-ended funds. For example, neither 
Indosuez Asia’s Himalayan Fund nor Jar- 
dine Fleming’s India Pacific Fund have 
invested in Pakistan, despite their dedica- 
tion to subcontinental markets. 

In the case of the Himalayan Fund, a 
bar on investing on the KSE formed part 
of Indosuez’ agreement with the Indian 
Government under which the fund was 
started. As for the India Pacific Fund, the 
KSE was believed to be insufficiently 
liquid to provide cover for possible heavy 
redemptions of units. But this has not 
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cargo with PIA immediately and any inter: 
national routes after two years. The airline 
is to share domestic routes with PIA on an 
equitable basis. 
In addition to approving the start-up o 
a privately owned domestic carrier, the 
government granted licences to 22 shipping 
companies and 20 card-phone operators, 
The shipping companies, which are to pro- 
vide competition for state-owned Shipping __ 
Corp. of Pakistan, have been told they can- 
not use vessels that have been in use for 
more than one year. Some of the com- 
panies had been planning to buy older ves- 
sels, raising doubts about the number of 
companies that will ultimately begin 
operating. a 
The licences for the shipping companies = 
and the card-phone operators were award- 
ed too quickly, sources say, and applicants 
did not have time to study the govem- 
ment’s terms and conditions. They say © 
nearly 20 of the card-phone operators may 
eventually give up their licences. © 0e 
Analysts blame many of the problems __ 
afflicting the privatisation programme on 
inept bureaucracy. They cite the unsuccess- 
ful tender for bids to install 500,000 tele- 
phone lines on a build, lease and transfer 
basis. The standard for the equipment was 
fixed too high to make the contract 
economical within the prescribed tariff. 
structure. = 
The tender is being repeated with sub- 
stantially lower equipment standards. Dae- 
woo Corp. of South Korea has agreed in 











mE 
stopped Jardine Fleming's high-risk curio 
fund, Asia Select, from dabbling in the 
market. 

Although 494 companies are listed on 
the KSE, only a small number are blue- 
chip contenders, and the 10 largest com- 
panies account for 26% of market capitali- 
sation. Market enthusiasts point to pri- 
vatisation stocks such as Pakistan Inter- 
national Airlines with capitalisation of 
Rps 2.1 billion (US$90 million), Sui South- 
ern Gas with Rps 1.4 billion, Sui North- | 
ern Gas with Rps 1.2 billion and National: 
Refinery with Rps 2 billion. fee 

In addition, Pakistan's industrial sec- 
tor is fancied by many fund managers 
and brokers because it services a Pakis- 
tani middle class that is as wealthy as 
India’s. Still, there is general agreement 
that investment in Pakistan’s banking a 
sector should be treated with caution. E 

Citicorp- is marketing its fund not only 
in Asia and Europe but also in the Middle 
East. It hopes the fund will be fally in- 
vested within three to six months of its 
start-up. But Morgan Grenfell first must 
find a suitable Pakistani to manage the 
fund. In the meantime, the company is 
being advised by the president of the KSE, 
Johangir Siddhiqui. æ Michael Taylor 
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_ principle to invest in the project (as well as 


in building a new Islamabad-Lahore high- 


way). 
Moreover, the government could be try- 


ee ing to dispose of too many companies too 


quickly. Except for Muslim Commercial 
Bank, no state enterprise has been con- 
verted to private ownership. And of the 150 
public-sector companies listed for privatisa- 
tion, only 30 have been advertised for sale. 
With so many companies on the block, 
‘analysts say, it may prove nearly impossi- 
ble to sell such giants as Pakistan Railways, 
the Water and Power Development Au- 
thority and Pakistan Telecommunications 
Corp. They point out that bids received for 
small companies such as Roti Corp., a bak- 
ery, have been far below the price fixed 
by the government and that Alfutaim of 
Dubai was the sole bidder for Al Ghazi 


About 90 of the companies earmarked 
for sale are wholly owned by the govern- 
ment. These concerns are mostly industrial 
units, trading organisations and banks. 
~The companies advertised for sale in- 
clude 10 concerns taken over by the gov- 
ernment in 1972: Pakistan Engineering, 
Pioneer Steel, Quality Steel Works, Naya 
Daur Motors, Republic Motors, National 
Motors, Bela Engineering, Ravi Rayon, 
‘Sindh Alkalis and Fazal Vegetable Ghee 
‘Mills. 

- The former owners of these companies 
complain (disingenuously, critics say) that 
_ forcing them to bid in an auction is unfair 

‘because other bidders may be only in- 
“terested in the break-up value of the busi- 
nesses. They also complain that many bid- 
ders may lack the ability or the intention to 
manage some of the financially troubled en- 
terprises. a 


BORROWINGS 


Foreign lending makes a comeback in China 


Guarantor’s market 





By Elizabeth Cheng in Hongkong 
F oreign lending to China is beginning 





to regain some of the momentum 

lost after the Peking massacre in June 
1989, according to bankers in Hongkong. 
China's improving economy and the rise 
of progressive officials such as vice-pre- 
miers Zou Jiahua and Zhu Rongji to the top 
ranks of the communist party in the past 
year have contributed to the growing confi- 
dence of foreign banks. 

Among the new loans signed in the first 
half of this year are some innovatively 
structured credits such as a US$50 million 
loan arranged in early June by Morgan 
Stanley for Sinochem International Oil 
Hongkong. The loan is linked to a three- 
year oil option allowing Sinochem to buy 
oil through Morgan Stanley. It is backed by 
Sinochem’s parent, Peking-based China 
National Chemicals Import-Export Corp. 

In January, a US$50 million loan was 
made by a Japanese syndication to China 
International Trust & Investment Corp. In 
February, another US$50 million loan was 
granted to a Shanghai steel mill by a Japan- 
ese-European consortium. 

Despite a growing incidence of loan de- 
faults by foreign-financed projects in China, 
mostly in the hotel sector, foreign banks ap- 
pear to be accepting the problem as just 
another aspect of doing business with the 


Chinese. “We -continue to make loans to 
Chinese clients on a regular basis,” says 
Klaus Inhuelsen of WestLB, a German 
bank participating in the Sinochem credit. 

Two Hongkong banks, Hongkong & 
Shanghai Banking Corp. and. Standard 
Chartered Bank, have also been active in 
the China lending business, despite the 
souring of some loans. Hongkong Bank re- 
cently won a mandate to arrange a US$48 
million syndication to finance a bridge- 
building project in Shanghai. Standard 
Chartered has also expanded its branch 
network in China into what now may: be 
the biggest foreign-bank presence in. the 
country. 
Hongkong Bank has taken legal action 
against some of its Chinese clients for the 
recovery of loans totalling US$25.6 million. 
The bank is suing Shaanxi United Finance 
& Investment, guarantor of-a US$16.4 mil- 
lion loan made to World Up of Hongkong 
for a hotel project in Xian. 

Standard Chartered. is. suing Guang- 


-dong’s Huaxian Tourism Services Develop- 


ment Corp. for repayment of a US$615,000 
loan. Huaxian Tourism is the. guarantor of 
the loan made to Wostrong. Development 
of Hongkong for upgrading facilities at 
Huaxian Hotel in Guangdong’s Huaxian 
county. 

Most loan disputes have ended with 
both parties agreeing to a rescheduling of 





FINANCE 


Further restructuring is expected in the 
< Australian financial system following the 
< announcement of a “strategic alliance” be- 
tween the country’s largest life office, the 
AMP Society, with assets of A$64 billion 
(US$48 billion), and its largest private 
bank, Westpac, which controls assets of 
A$107 billion. 

While both parties insist that the al- 
fiance, which will see the AMP buy a 10% 
stake in Westpac, is not the forerunner to 
a merger, it is clear that the two see 
a much doser operating relationship in 
the future — both in Australia and over- 
seas. 

The changes, announced on 5 June, 
are expected to generate pressure for simi- 
lar alliances between banks and life of- 





| Bank’s new life 


fices, allowing a handful of large groups to 
dominate the long-term savings market in 
Australia. They also raise concerns about 
the potential concentration of too much fi- 
nancial power in a few hands. 

They follow clear indications from the 
Hawke government in Canberra that full- 
scale mergers between Australia’s major 
banks and between the major banks and 
life offices would be rejected on anti-com- 
petitive grounds. In May last year the gov- 
ernment struck down plans for a merger 
between Australia’s second-largest life of- 
fice, National Mutual, which controls assets 
of A$30 billion, and the third-largest pri- 
vate bank, the ANZ, which controls assets 
of A$104 billion. The ANZ had to content 
itself with taking a 10% share in National 


Mutual. However, indications are. that 
those two would press ahead. with. their 
plans in the event of a change of policy or 
a change of government in Canberra. 

The Westpac-aMP alliance has been 
formally approved by Australia’s new 
Treasurer, John Kerin, who replaced Paul 
Keating on 3 June. However, he rejected 
a request for the AMP to increase its 
shareholding to 15%. He allowed: the in- 
crease to 10%. with the promise to review 
the matter again in 12 months. Westpac 
expects this to be-approved. 

The latest strategic deal has clear ad- 
vantages for both parties. Westpac is seen 
as the greater beneficiary in the short 
term, with the AMP probably the. greater 
beneficiary in. the long run. At a time 
when bank shares.are depressed, it pro- 
vides Westpac, which has been hit by loan 
losses, with an immediate infusion of new 
capital. 

Westpac will receive A$200 million for 
the sale of its life-insurance operations to 
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payments. The exceptions include two 
cases settled in May. 

First National Bank of Chicago had to 
settle for a repayment of US$11 million on a 
US$15.9 million trade facility extended in 
the mid-1980s to Carroway Enterprises, the 

Hongkong-based affiliate of China National 
Machinery & Equipment Import-Export 
Corp. The loan was guaranteed by China 
National Machinery’s Guangdong branch. 
The other exception involved China’s 
surprise decision to pre-pay the US$200 
million drawn-down facility of a US$475 
million syndicated loan to the high-profile 
_ Antaibao coal-mine project, a joint venture 
between Occidental Petroleum Corp. of the 
US and China Trust & Consultancy, a Bank 
of China unit. The acquisition of the debt 
‘will allow Occidental to withdraw from the 
coal project, a move the company has 
“Sought since the death of its chairman, Ar- 
mand Hammer, last December. 


tlements is in the influence of the 

guarantors. First Chicago's case took 
longer to settle, a Hongkong banker points 
out, and the bank had to compromise on a 
reduced repayment because its guarantor 
was not as powerful as the Bank of China, 
he notes. 

Both loans fell victim to China’s eco- 
nomic reforms that devolved financial re- 
sponsibility to local organisations. As a re- 
sult, First Chicago had a difficult time col- 
lecting from China National Machinery be- 
cause under the trade reforms started in 
1988, central government organisations had 
become independent economic units. 
China National Machinery eventually as- 
sumed responsibility, perhaps setting a 
precedent for future cases. 


T he main difference between the set- 


In Occidental’s case, when the project 
started in the early 1980s, firm central gov- 
ernment control had led the company to 
believe that the necessary infrastructural 
back up and fuel supply would be assured 
for the project. But as economic reforms 
evolved, the project had to compete against 
a host of local priorities. World coal prices 
also collapsed to about US$30 a tonne from 
US$58 in 1982. 

Bankers believe that in resolving some 
of its high-visibility problem loans quick- 
ly, China is paving the way for its first 
international bond issue since the Peking 
massacre. The issue, widely believed 
to be about ¥20 billion (US$144 million), 
may be launched in Tokyo at the end of the 
year. 

But even before the Peking massacre, 
the rate of new lending was slowing as the 
central government — worried about its 
huge trade deficit — clamped down on in- 
ternational borrowings. China’s interna- 
tional debt stood at US$45 billion at 30 June 
1990, with peak-repayment periods averag- 
ing US$5 billion a year until 1996. New 
loans signed last year were less than half 
those contracted during the peak 1988 
period of US$9.8 billion. 

Foreign banks, meanwhile, are becom- 
ing increasingly selective in lending to 
China. They are demanding higher returns 
and scrutinising projects for weaknesses. 

WestLB’s Inhuelsen points out that 
much of the current lending to China by 
foreign banks is made on a commercial 
basis. He says improvements made in re- 
cent years in the availability of market infor- 
mation in China make it possible to assess 
the credit risk of many projects in the coun- 
try. But he adds that having the right loan 
guarantor is as important as ever. a 





the AMP and another A$100 million as a re- 
sult of AMP increasing its shareholding 
from 8% to 10%. While its capital ade- 
quacy ratio is more than 10% (well over 
the 8% set by the Bank for International 
Settlements), it is expecting to be hit with 
further bad loans. The deal will add 
another A$100 million to its bottom line. 
Westpac Life, created for the bank’s foray 
into life insurance five years ago, has been 
successful. But Australian banks are 
under pressure from the Reserve Bank to 
provide additional capital to cover their in- 
surance operations. 

-For the AMP, the benefit is the access to 
a much cheaper form of distribution for its 
insurance products through Westpac 
branches. Life offices in Australia have 
come under heavy pressure to reduce the 
high cost of marketing their products 
through life-insurance agents, which 
charge high commissions. The AMP re- 
cently announced plans to cut staff. 

The alliance not only removes a pow- 





erful competitor, in the shape of Westpac 
Life, but provides the basis for a major re- 
duction in the AMP's costs. It also allows 
the life office to get out of its disastrous 
venture into the Australian banking busi- 
ness. with Chase Manhattan Bank. 

Executives of Australia’s major banks 
have been talking for some time about the 
need to attain a “critical mass” to be seri- 
ously competitive on a world scale. While 
cooperative alliances with other domestic 
banks are ruled out, links between banks 
and life offices provide the basis for coop- 
eration in international operations. 

The deal has already sparked off ques- 
tions about potential alliances between the 
other major banks and life offices. The 
government-owned State Bank of New 
South Wales recently reached an agree- 
ment with the life office, MLC, to market its 
products. Market watchers see this as a 
forerunner to the MLC taking a strategic 
stake in the bank when it is privatised. 

æ Glenda Korporaal 
seca 
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PROPERTY 


Japan faces a glut of 
new apartments 


Flat 
prices 


By Louise do Rosario in Tokyo 








ising domestic interest rates and 
Tokyo stockmarket’s continuing de- 
cline have led to expectations that | 
another component of the Japanese ecos. 
nomic miracle — ever-rising perty 
values — may begin to teeter as well. A- 
glut is indeed appearing in the apartment 
market, but indications are that the res 
ing decline in prices will be moderate. 
A three-year sales boom in Japan's so- 
called mansion, or apartment, market has. 
run its course, with unsold units piling uj 
and small developers running into liquidi 
problems. The supply of new apartments’ 
has been growing by 13-16% a year since _ 
1988, to 144,697 units in 1990, according to 
the Japan Real Estate Research Institute. 
But the ratio of apartments ees to 


— Tokyo's apart ent glut 
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total supply in metropolitan Tokyo and 
Osaka, the two most important markets for 
new apartments, dropped to 60% in April 
from 80% in the year-earlier period. 

In Tokyo, the monthly inventory of un- 
sold flats had risen from 2-3,000 units in. 
early 1990 to 8,014 by the end of the year, In 
Osaka, unsold units rose from a few 
hundred units to 7,330 in the same period. 
This should be good news for Japanese: 
home buyers, as an average family-sized’ _ 
flat of 75 m2 now costs about ¥70 million 
(US$500,000), or 10 times the annual salary 
of the average white-collar worker. ; 

Unfortunately, apartment prices are un- 
likely to come down as a result of the glut, 
since most real-estate companies are pre- 
pared to leave their property empty rather 

























|. than sell it ata discount. Indeed, big prop- 

“erty developers are likely to absorb any ex- 
cess supply of flats resulting from small de- 
velopers going bankrupt, in order to keep 
property from being dumped on the mar- 


ket at a heavy discount to consumers. 


Etsusuke Masuda, a property specialist 
© at Salomon Brothers Asia, predicts that 
prices will rise 8-10% this year from 1990 
levels. This compares with the 50-70% an- 
nual rise in apartment prices in the pre- 
vious three years. 
Price rises for apartments are being 
moderated by slowing demand, as higher 
mortgage rates of 8-9%, compared with 7- 


7.5% a year ago, depress the market. 


Another factor is a new land tax that goes 

<o into effect in 1992. Buyers hope this will 

lead to a decline in property prices. Mitsui 

Real Estate, a leading developer, reports 

> that some customers are cancelling pur- 

` chase contracts in anticipation of better bar- 
gains in future. 

This tug-of-war between buyers and 
developers will eventually be won by 
the latter, analysts believe. Demand for 
apartments will remain strong, they say, 


__. given Japan’s limited land supply and the 


growing influx of rural migrants to urban 
areas. 

Moreover, the supply of flats in major 
© metropolitan areas will never be excessive, 
- Notes Bernard Siman, a property analyst at 

_- Jardine Fleming Securities. The conversion 


of farmland to urban use — the main 


> method of increasing urban land supply — 


will continue to be slow, he argues, while a 


-Tow tax for farmland has encouraged farm- 
-ers to leave land undeveloped and enjoy 
"growth in asset value instead. 

Further, the apartment glut has led de- 
= -Velopers to curtail new construction, with a 
drop in apartment complex starts of 5.5% in 





~. April, the first decline since October 1989. 
_ In metropolitan Tokyo, new supply this 
year is expected to decrease to 30,000 from 
42,000 units in 1990 with an inventory of at 


most 8,000 unsold units. This is a far cry 
“ from the inventory of 24-26,000 units in the 
last market downturn in 1983-85. 

. Overall, residential land-price increases 
_ in metropolitan Osaka have eased to 6.5% 
in 1990, from a staggering 58% annual 
growth rate a year earlier. In Tokyo, prices 
rose 6.6% last year, the same as in 1989. 
However, other prefectures such as 
Nagoya, located between Tokyo and 


Osaka, registered double-digit growth in 
prices last year. 


` The National Land Agency reported in 
March that the year-on-year increase of re- 
sidential land prices in-most metropolitian 
areas has remained the same as in 1990. 
Another survey by the private Japan Real 
Estate Research Institute, however, shows 
a fall of 2% in the top six cities in the six 
months ending on 31 March, compared 
with an increase of 5.1% for the same 
period a year ago. a 
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Taxi prank 
It may surprise those who think of Hongkong as a financial centre, but a seat — 
behind the wheel of a battered red Hongkong taxi currently costs HK$1.2 
million (US$153,800) — about double the price of a seat on the local stock ex- 
change. 

Taxis are big business in every city in the world, but in Hongkong, where 14,750 
issued taxi licences are capitalised at nearly HK$18 billion, it is bigger than most. 
Taxis are politics too: keeping the taxi business happy is a matter of public-policy 

rudence. 
j The resulting policy of limiting the number of licences while periodically increas- 
ing fares has been to ensure that the taxi business has been good to its investors. 
However, the “inflation-fighting” abolition of a HK$1 Gulf War fuel surcharge, and 
the howls of outrage from drivers, shows that this policy has now reached crisis 
point. Worse, the way the government plans to deal with the problem is more likely 
to exacerbate than cure it. 

Recent government moves, starting with a disastrous 18.3% rise in taxi fares in 
May 1990, opened up a wide division between taxi owners and taxi drivers. The 
most obvious manifestation: of this is 
that, while taxi owners. are already lob- 
bying for a 20% increase in fares, the _ 
drivers are appealing to the government 
to hold fares down to maintain business. 

The state of the business is revealed 
by the market for government-issued 
taxi licences.: The government auctions a 
number of: permanent licences every 
year, the number depending on surveys 
of road use and the health of the taxi in 
dustry. There is also an active secondary 
market in these licences. : 

The price of licences has risen a full 50% from the HK$800,000 they fetched at the: 
time of the May 1990 fare increases. No other tradable Hongkong asset can match 
this appreciation over the past year. : : 

Moreover, this appreciation is backed by some impressive yields. If the licence 
cost HK$800,000, and the vehicle costs another HK$90,000, and together they can 
be leased to a driver for HK$200 for 12 hours, the investment yields in the order 
of 16% annually. Even at today’s price of HK$1.2 million, yields are still more 
than 11%. i Pe 

The licence market is tied up by a handful of investor-operators. At the last pub- 
lic tender, in December 1990, a dozen people or companies cornered the market, 
spending HK$134.6 million on the 150 licences available. cou ee 

The escalation in licence prices shows that it is the licence investors who rent: 
taxis to the drivers that profited most from last year’s fare increases. Meanwhile, it 
was the taxi drivers who first bore the cost of fuel increases, and subsequently be- 
nefited from the fuel surcharge. LE oA 

Given this business structure, removing the drivers’ HK$1 fuel subsidy is un- 
helpful and unfair, since the major component of taxi fares is now the return on as- 
sets taken by the licence owners: 

Digging its way deeper into trouble, the government has responded by an- 
nouncing it will not issue the 400 new licences it had planned to introduce over the 
next two years. This will give the spiral in licence prices another upward twist, re- 
warding the taxi owners. It will also restrict taxi supply, thus forming the basis of the 
next inflationary fare rise. eae a ey 

If the government wants to help, it must tackle the root of the problem — its sys- 
tem of auctioning permanent licences. If it auctioned temporary licences lasting, say, 
two years, it would go some way to re-establish the severed link between the man 


who drives the taxi and the man who holds the licence. And that would be good 


for the man behind the wheel, his passenger, and even the Hongkong taxpayer. 
obs mw Michael Taylor 
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BRIEFING 


_New Zealand Telecom 
floats 19% of shares 
$> Some 420 million shares of New Zealand 
‘Telecom were floated on 11 June, 
representing 19% of the national telephone 
company’s total share capital. The offer: 
partially satisfies conditions of Telecom’s 
sale last year to US-based Ameritech and 
Bell Atlantic, which are obliged to reduce 
“their stake of 99% to no more than 49.9% 
by September 1993. Equal portions of the 
shares are being offered in New Zealand, 
the US and internationally at a price of 
'NZ$1.80-2.00 (US$1.05-1.16), to be 
“determined during the month-long float. 
The shares will be listed in New Zealand, 
_New York and London. Telecom’s 
after-tax earnings in the year to 31 March 
rose 30% from a year earlier to NZ$338.5 
million. 


Japanese insurers report 
slower asset growth 

> Asset growth at Japan’s top eight life 
insurance companies slowed in the year to 
31 March. The insurers said overall assets 
rose 11.2% from a year earlier to ¥101.7 
trillion (US$732 billion). This compares 
with average growth of 20% in 

previous years. Six of the eight companies 
saw their premium revenues fall for the 
first time since 1945 because of sluggish 
sales of single-premium endowment 
policies. Investment returns also dropped 
because of the fall in Japanese stock and 
bond markets. 


General Motors venture 

to build cars in Taiwan 

P General Motors Taiwan announced a 
joint venture with Chinese Automobile 
Co. (CAC) to assemble 15,000 Opel Astra 
cars annually in Taiwan, beginning in 
1993. CAC is investing NT$600 million 
(US$22 million) in the project, with 
US-based General Motors contributing the 
assembly technology. General Motors, 
already Taiwan's largest importer of 
foreign-made cars, will begin importing 
the Opel model later this year. 


Tokyo presses Seoul 

to lift import curbs 

> Japan is putting new pressure on South 
Korea to open its markets to Japanese 
goods, despite the fact that Seoul's trade 
deficit with Tokyo is swelling rapidly. 
According to South Korean officials, Japan 
has complained specifically against Seoul’s 
decision to restrict imports of a further 20 
items, including colour Tv parts. The 
officials said South Korea and Taiwan are 
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working together to see what electronic 
parts they could mutually supply to avoid 
sustaining heavy deficits. 


South Korea firm plans 
Hanoi cigarette venture 


> Sae Young International of South Korea 
has received approval to produce cigarettes 
in Vietnam in a joint venture with the 
Dong Thap factory in Hanoi, according to 
a Vietnamese magazine report. The South 
Korean company will provide 60% of the 
venture’s initial capital of US$2.5 million 
and will supply modern equipment to 
manufacture high-quality filter cigarettes, 
the report said. 


Bangkok stock exchange 
introduces computer system 

> The Stock Exchange of Thailand 
introduced a computer-controlled 
automatic matching trading system for all 
listed shares on 31 May, following a trial 
two weeks earlier on a limited selection of 
shares. 














Thailand frees prices 

of consumer goods 

> Thailand's Commerce Ministry removed 
long-standing price controls on 46 
consumer goods in another step towards 
liberalising domestic markets. Price ceilings 
on items from wheat flour and shrimp 
paste to bicycle tyres, household appliances 
and farm equipment were removed on the 
grounds that adequate competition existed 
in the market. The move followed the 
freeing of retail fuel prices on 1 June. 
However, the government will still be able 
to control fuel prices by setting ex-refinery 
wholesale prices. 
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Indonesian banks directed 
to cut foreign borrowing 

> Indonesian Finance Minister Johannes © 
Sumarlin, alarmed at the country's oe 
burgeoning overseas debt, has told the 
seven state-owned banks to curtail sharply _ 
their foreign borrowings. He appealed also 
to private banks to be more prudent in 
borrowing abroad, but he stopped short of | 
issuing new regulations. 


India’s payments crisis 
threatens car production 


P India’s balance-of-payments crisis could 
force car-maker Maruti Udiyog to suspend 
production, its chairman, R. C. Bhargava, 
warned. The crisis has led: to stringent 
controls being imposed.on imports in 
order to conserve foreign exchange. 
Maruti, a joint venture between Japan’s 
Suzuki and the Indian public sector, 
produces three models based on Suzuki... 
designs, all of which use a high percentage 
of foreign parts. Separately, Japan agreed 
to provide India with a second US$150 
million soft loan to boost its 








foreign-currency holdings. 


Salim Group to buy 

German chemical firm 

> Indonesia's Salim Group has agreed to 
acquire Deutsche Hydrierwerke, a i = 
chemical company in what was formerly > 
East Germany. Salim will purchase the 
company from the Treuhand, a 
privatisation agency charged with 
disposing of former state-owned assets in: 
eastern Germany. The purchase price was 
not:disclosed, but Salim said it would). 
invest about US$40 million in the plant. 
The chemical company is expected to 
supply raw materials to PT Aribawana,.a 
Salim-run company in Indonesia which 
makes fatty alcohol. 





Tan Koon Swan’s wife 

charged in Malaysia 

> Penny Chang, wife of former Malaysian. 
Chinese Association president Tan Koon 
Swan, was charged on 6 June in Kuala 
Lumpur with misappropriating M$500,000 
(US$202,000) worth of shares in December 
1985. The offence is alleged to have taken. 
place while Chang was executive director 
of Supreme Finance, a local finance 
company. Chang, who was granted 
M$200,000 bail, pleaded not guilty. If oF 
convicted, she faces a maximum sentence: 

of 20 years imprisonment. Her husband 
served an 18-month prison sentence. after 
being convicted of criminal breach of trust 

in Singapore in 1986. 
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Last sate to 10 June Latest 
Gold London (2) 372.80 
Copper New York 13) 
© Current delivery (uly) 99.60 
Sept. delivery”. 98.00 
Aluminium London {7} 
-Current delivery (June) 1,430.00 1 
oo Tin Kuala Lumpur {1} 15.48 
i Cotton New York (3) 
“Current delivery {duly} 86.87 
: delivery 78.82 
OO Rubber 005 Kuala Lumpur-{8} 
i Gurren delivery: (duly) 231.50 
© Bept-delivery 0 pi 232.50 
Jute ~ Dhaka (11): 440.00 
a Kuala Lumpur (4) 
Current delivery (June) 763.00 
~ Aug: delivery 727,00 
‘Sugar New York {3} 
Current delivery (July) 8.73 
«Oot. delivery f 8:20 
Pepper Singapore (9) 
Sarawak Asta bik 100% 225.00 
Wheat Chicago (5) 
Current delivery (July) 296.00 
Sept. delivery 299.80 
Maize Chicago (6) 
Current delivery (July) 245.60 
Sept. delivery 247.50 
Rice Bangkok {7} 
5% white fob 302.00 
< Soyabeans Chicago (5) 
‘Gurent delivery uly) 583.40 
Aug. delivery 586.60 
Cocoa New York (7) 
Curtent delivery (July) 982.00 i 
t deli 4,013.00 
New York (3) 
85.60 
87.70 
Tokyo (10) 18.46 


London (16) 18.00 





Previous 3 months 


week ago 
363.50 366.45 
96.85 114.80 
255.00 1,540.00 
15.25 14.89 
86.58 84.43 
229.50 229.60 
410.00 410.00 
784.00 866.00 
8.05 9.30 
225.00 270.00 
287.90 275,40 
245.80 247.60 
302.00 338.00 
581.60 600.20 
030.00 1,154.00 
86.70 91.45 
18.56 17.50 


19.25 18.00 


(1) M$.akg (2) US$ anoz (3) USé a fb (4) MS a tonne {5} USe a 60 lb bushel 
} US¢ a56 tb bushel (7) USS atonne (8)PSS1-Me akg (9) S$a 100kg (10) US$ a barrel 


~ (11) BWD; Chittagong/Mongla, US$ a tonne 


























Australia 
Economic Growth % {real} (1) 
4990 


-0.5 
4994 2 
“Intemational Reserves (5) 
Latest US$16.16b (Feb) 
Year earlier US$13.27b 
Trade Balance (total merchandise) 
Latest 3 months +US$0.91b (Feb-Apr) 
Previous 3: months +US$0.176 
ar earlier +US$0.18b 
Exports (7) 
Latest 3 months < US$10,02b 
% change previous 3 months `. 0.9 
+Y Change year earlier +6.1 
Imports (7) 
Latest 3: months US$9.11b 
%e change previous 3 months “8.3 
% change year earlier 15 


; ek : Jul 80-Jun.81=100 
Latest 3 months index average 214.1 (Jan-Mar) 
c Sh change previous 3 months 0.2 

% change year earlier 
Money Supply (3) 
Latest: 
% change previous month 
% change year earlier =o 


(1) Official and other estimates of GDP @ ; 


+4.9 


~A$201.75b(9) (Mar) 











China 
5 
6 


US$30.73b (Jan) 
US$18.84b 


+US$2.26b (Jan-Mar) 
+US$3.82b 
+US$0.82b 


U8$13.39 
“35.3 
424.2 


USS11.14b 
34.0 
ahh] 


Mar 1990-100 
101.6011) (Mar 


47:3(10} 
429.9 


Year 
ago 


356.25 


41675 


1,585.00 
16.64 


80.01 
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but not yet consummated harken 
5 back to the bad old days of 1987, 
when the local property market collapsed. 
|. Itis a bit early to say that the end of the cur- 
‘rent property market upswing has arrived. 
But the stuffing of air rights owned by the 
Low Yat group into their listed Asia Pacific 
Land (AP Land) and the sale of Shahzan 
Prudential Tower to penny-counter Insas 
-are cause for concern. 

The 40-storey Shahzan Tower, located 
in the heart of the Malaysian capital’s Gold- 
en Triangle commercial district, has an ex- 
citing history for a building completed in 
mid-1989. Its developer, the Pahang royal 
family-linked Taras Holdings, agreed in 
October 1989 to sell the prime property to 
Guthrie GTS for M$150 million (US$54.3 
million) — only to turn around and flog it 
‘instead to Tan Sri Vincent Tan’s Berjaya 
Corp. for M$153 million a few weeks later. 

Berjaya, in turn, sold it two months later 
to another unit of Tan’s Inter-Pacific Group, 
Sports Toto, for M$198 million. Both set 


Pr gwo Kuala Lumpur commercial- 
! | poan deals announced in May 


| new highs for Golden Triangle sales. In 


mid-May, Sports Toto announced that it 
‘would sell Shahzan Tower to Insas, a 
-money-losing paper- Liat and property 
concern, for M$220 milli 
ce Since Insas does not have any money — 
~ | indeed, its paid-up capital of M$55 million 
is overwhelmed by accumulated losses of 
»M$48.5 million and borrowings of M$30 
million — it is issuing scrip to pay for 





i. r Shahzan Tower. Under a scheme an- 
‘i nounced on 17 May, Insas will reduce its 


capital and convert some of its bank debt 
into new shares. Some 32.5% of the new 
scrip will be placed with Sports Toto, which 
in turn will sell 17.5% of Insas (for an undis- 
closed price) to Singapore-registered M&A 
Capital Corp. 

M&A is controlled by companies as- 
sociated with Malaysian property de- 
veloper 1GB. Ironically, though, another 
rumoured shareholder in Insas is none 
other than the Pahang royal family, the 
original owners of Shahzan Tower. 
Should Malaysian authorities approve 

| this paper-shuffling exercise, Golden 


| Triangle property developers will have a 


new price ceiling to aspire to. It is no sup- 
“tise, then, that Vincent Tan, who indirectly 
has a small stake in M&A, and the Tan 
family (no relation) that controls IGB see this 
deal as commercially desirable even though 
their yield on Shahzan Tower will shrink. 
Both either have property developments 
completed or under way in the surround- 
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SHROFF 


Shaking the foundations 


ing area, and both need to pay down debt 
by selling off pieces of them. 

Although long-suffering ĮInsas min- 
orities are getting something for nothing 
out of the deal, Shroff suspects that after a 
decent interval, the two Tans will be back to 
pick their pockets clean via a rights issue. 
Caveat emptor! 

Then there is the case of AP Land. For- 
merly known as Mount Pleasure Holdings, 
the company has a wretched earnings his- 
tory, returning to the black in fiscal 1990, 
which ended on 31 January 1991, after four 
years of losses. 

Last year, AP Land's controlling share- 
holders sold the City Square shopping 
complex into the company for M$140 mil- 
lion but kept the rights to develop an office 
block upon its podium to themselves. The 
shareholders, Low Yat Construction, are 
now proposing to stuff the partially com- 
pleted block, known as Empire Tower, into 
AP Land for a cool M$300 million. 

AP Land, which already has M$90 mil- 
lion in debt from previous inter-group pur- 
chases, now plans to issue 776 million new 
shares to pay for Empire Tower, to retire 
loans taken out by Low Yat on the building 
and to increase the capital of a subsidiary. 
The move will give AP Land a capital base 
of 1.3 billion shares, roughly the same size 
as premier Malaysian conglomerate Re- 
nong Corp. 

But while Renong might make about 
M$70 million in fiscal 1991, AP Land man- 
aged an attributable profit of M$12 million 
in fiscal 1990. While AP Land’s controlling 
shareholders have done this type of deal 
time and again, Shroff is particularly bother- 
ed that they are selling an office block on 
top of a building already owned by the 
public company. m Jonathan Friedland 


Within a matter of days, the Stock Exchange 
of Singapore (SES) has canned three rights is- 
sues and a bonus issue and deferred another 
bonus. There may be various explanations 
for this flurry of activity, but the moves give 
rise to concern that the exchange is getting 
perilously close to telling investors where 
not to put their money. 

The ses declines to say why it has 
blocked rights issues by United Industrial 
Corp. (UIC), Hotel Properties and Eu Yan 
Sang, but they are all property firms. Other 
big real-estate companies such as City Deve- 
lopments, DBS Land and Straits Steamship 
Land are also said to be considering rights is- 
sues. 

If it is true that the exchange does not 
wish to see too much new property paper 
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flying around, as analysts suggest, the ques- 
tion arises whether the SES is acting within 
its authority. Its role is to ensure the healthy 
development of the stockmarket. But is a 
rash of issues by firms in one industry likely 
to jeopardise that? 

After all, shareholders have the right to 
forgo the issue if they believe it is a poor in- 
vestment. In Singapore, they can even sell 
their entitlements to the issue if they wish. 
So from the shareholders viewpoint, they 
need no protection from poorly timed rights 
issues. 

As for the companies themselves, this 
may be a good time to raise money,.if the 
proceeds are used to buy property cheap- 
ly when the Singapore real-estate market 
eventually softens. Alternatively, they can 
develop sites to take advantage of the next 
upturn in demand. 

One area that the stock exchange is 
rightly concerned about, however, is the 
use of the proceeds of an issue. This arises 
in its censure of UIC, which used $$338 mil- 
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lion (US$191 million) from a rights issue last 
year to pay down debt, but borrowed 
money at the same time to partly finance an 
investment in Japanese bank shares that 
went sour. 

The exchange is surely correct to say that 
firms should spend the money raised for the 
purpose stated to shareholders in the pros- 
pectus. But what if business conditions 
change, for whatever reason? If a project is 
cancelled or postponed, then firms should 
simply tell shareholders how the proceeds 
will be spent instead, as the exchange ar- 
gues. 

The rejection of vIc’s latest rights-issue 
proposal, however, raises an additional 
question. By doing so, the company has no 
choice but to sell assets in order to cut its 
$$1.5 billion in group debt. There may be 
more to this rejection than meets the eye, 
but on the face of it, UIC is being “punish 
for what its previous ement has 
done. This is not quite the role that should 


be expected of a stock exchange. 
EN. Balakrishnan 
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CLASSIFIED ADVERTISEMENTS 


Appointment 


The Food and Agriculture Organization of the United Nations 
„invites applications for the following positions for its project 
n _ Mategrated Resource Development of the Sundarbans Reserved Forest” 


at Khulna, Bangladesh: 


CHIEF TECHNICAL ADVISER/MANGROVE 
MANAGEMENT SPECIALIST 


: (one year contract with probable extension to three years) 


To be responsible for the overall planning, implementation and direction 
of the project in close collaboration with national project personnel. 


CONSULTANT IN MANGROVE FOREST 


PRODUCTS 


(three month contract) 


CONSULTANT IN TOURISM AND RECREATION 
IN MANGROVE AREAS 


(three month contract) 


e 


Requirements: University degree in Forestry. Atleast 10 years’ professional 
experience in the relevant technical field. Working knowledge of English. 


Please send detailed curriculum vitae quoting title of position to: Personnel 
Officer, Forestry Department, FAO, Via delle Terme di Caracalla, 


00153 Rome, Italy. 


Telex: 610181 FAO I - Telefax: 57973152 or 5782610 





Business Opportunity 


TELECOMMUNICATIONS (New Zealand) 


Expression of interest is sought from Parties with an interest in 
participation. (full acquisition considered) Business assets include — 
One TV & 19 FM Commercial Broadcasting Licenses (not yet opera- 


“tional, PLUS A national Radio Paging Network, recently established, 
fully operational and income producing. 


For further details Fax Australia (612) 4889535 





For QUALITY response... 


advertise in this section 














BUSINESS ADMINISTRATION 
DEGREE COURSES. 


Private non-traditional University. offers 
external Bachelor and Master of Business 
Administration courses. Also Doctorate 
Ph.D programme. There are no residen- 
tial requirements and the courses may 
taken anywhere in the world. (UK unap- 
proved). Full details from: 

Neil Gibson & Company, Dept. FER/1, 


PO Box 3, Sudbury, Suffolk, England. 
Fax: +44/787-278478, 















COPYRIGHT 
REPRINTS 
The combined efforts.of the 
Far Eastern ~~ Economic 
Review's large and highly - 
skilled editorial team have 
made it the premier source of 
information for those who do 
business, or have an interest, 

in or with Asia. As a tes- 
timony to the publication’s 
editorial quality, many 
Review articles have, over the 
years, been reprinted in news~ 
papers, magazines, educa- 
tional textbooks, newsletters 
etc throughout the world. 
























Should you as an editor, pub- 
lisher or on behalf of an or- 
ganisation, educational estab- 
lishment etc wish to inquire 
about our reprint and 
copyright charges, please ad- 
dress your correspondence 
to: 

Editor 

Review Publishing Company 
Limited GPO Box 166, 

Hong Kong 

Tel: 8328381 Fax: 8345571 
Telex: 75297 ECWEK HX 


We welcome inquiries. from 
all interested parties and as- 
sure you of our prompt, indi- 
vidual attention. 









Readers are 
recommended 


to make appropriate enquiries and take ap- 
propriate advice before sending any money, 
incurring any expense or entering into a bind- 
ing commitment in relation to an advertise- 
ment. The Far Eastern Economic Review 
shall not be liable to any person for loss or 
damage incurred or suffered as a result of his/ 
her accepting or offering to accept an invita- 
tion contained in any advertisement pub- 
lished in the Review. 
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INNOVATION 


Sony has it taped 


t one end of a large room in Sony 

Magnetic Products Group’s Sendai 

factory stands what looks like a 

gigantic pressure cooker. Inside the 
cooker, blue light from a high-voltage elec- 
tron gun plays across a trough containing 
30 kg of molten cobalt. 

As it boils, the bright orange metal 
evaporates, then condenses onto a metre- 
wide roll of plastic film. To prevent the 
2,000 degrees celsius heat of the metal from 
shrivelling the plastic, the film is wrapped 
around a cooling drum filled with liquid 
freon. 

Evaporation takes place in a vacuum. 
The process is completely silent, save for an 
occasional “tock” as a cobalt pellet drops 
down the trough’s supply hopper. 

The mirror-finish product of this process 
looks a bit like carbon paper. Slit into rib- 
bons, wound onto reels and packed into 
cassettes, it will become an 8-mm video- 
tape, the most capacious information stor- 
age medium in the world. 

Evaporated metal videotape is a 
good example of how Sony uses 
technology to provide more for less. 
On the one hand, the medium’s 
superlative magnetic properties 
boost audio performance by a 
whopping 10 decibels over that of 
conventional, oxide tapes. It is also 
capable of producing better quality 
pictures. 

On the other hand, the evapo- 
rated metal coating is so thin — a 
mere 0.5 microns (half of one mil- 
lionth of a metre) — that twice as 
much tape can be packed onto a 
reel. Up to six hours of video can 
be recorded on a cassette that is 
slightly smaller than a packet of cigarettes. 

The contrast between today’s state-of- 
the-art tape manufacturing technology and 


| the way, some 40 years ago, that Sony 


began making magnetic tape could hardly 
be greater. In the early days, present Sony 
chairman Akio Morita and his colleagues 
cooked up batches of iron oxide in a frying 


| pan, mixed the oxide with lacquer, and 


then hand-painted the result onto paper 
(the only suitable material available in post- 


| war Japan). 


In 1950, paper tape was crucial to the 


| success of Sony’s first product, an audio 


tape recorder. In 1991, because of the en- 
hanced performance it provides, metal tape 
is crucial to the success of Sony’s latest best- 
sellers, lightweight video camcorders. 
Today, as the result of four decades of 
continuous research, Sony’s magnetic pro- 
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ducts group offers an ever-increasing vari- 
ety of audio and videotapes for the con- 
sumer and professional markets (not to 
mention a range of floppy and magneto- 
optical disks). 

“Tape is a very versatile medium,” says 
Tokio Nakamura, one of the group’s gen- 
eral managers. “Unlike other storage 
media, it can handle audio, video and data 
in analog as well as digital format.” 

Tape-making expertise is a key part of 
the company’s overall systems business. 
Nakamura claims that Sony is the only 
tape-maker which also makes its own re- 
cording heads and tape recorders. 

The ability to match the three system 
components with each other gives Sony an 
important edge over other would-be evapo- 
rated metal tape manufacturers like Mat- 
sushita, which lacks coating technology. 

Sony’s first commercial evaporated 
metal tape, introduced in April 1989, was 
the product of 10 years’ research. Work on 





Evaporated metal videotape revolutionises camcorders. 


process technology alone took seven years, 
five of which were devoted to testing. 

The manufacturing process which re- 
sulted combines high technology with high 
reliability. The former comes from Sony’s 
central research laboratories; the latter from 
a wealth of experience painstakingly ac- 
quired on the factory floor. 

For example, oxygen is a vital ingredient 
in metal tape, because it combines with the 
cobalt to form a surface layer which pre- 
vents corrosion. But oxygen in a vacuum 
tends to behave like tobacco smoke in air — 
chaotically. Thus, a particularly difficult 
challenge, recalls Taizo Suzuki, a manager 
at the Sendai factory, was how to achieve a 
smooth flow of oxygen across the breadth 
of the plastic film. 

Such attention to achieving mastery 
over the process technology, says eco- 
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nomist Lester Thurow, of the Mas- 
sachusetts Institute of Technology, is what 
differentiates Japanese manufacturers from 
their competitors elsewhere. In the US, 
companies spend two thirds of their re- 
search and development money on new 
products and one third on new processes; 
in Japan, the ratio is just the opposite. 

“Technology has been turned upside 
down,” he says. Formerly, it was inventing 
new products which guaranteed success. 
Today, with reverse engineering approach- 
ing an art form, inventions are easy to 
imitate. 

What matters now is not so much new 
products as new processes. Unlike a pro- 
duct, a process is very hard to copy because 
its essence, as Thurow points out, is “doing 
1,000 things well.” Process technology is 
thus a major source of comparative advan- 
tage for Japanese firms. 

Magnetic recording relies on needle- 
shaped particles in the medium that can be 
persuaded, by the application of a 
strong magnetic field, to point north 
or south. The smaller and more de- 
nsely packed the particles, the more 
likely they are to demagnetise each 
other. 

Until recently, particles have 
been deposited horizontally. How- 
ever, to increase storage density still 
further, while at the same time re- 
ducing the likelihood of demagneti- 
sation, it will be necessary to stand 
particles upright and magnetise 
them vertically. 

Happily for Sony, metal evapora- 
tion lends itself very nicely to vertical 
deposition. The problem is that, as 
yet, there are no recording heads 
suitable for perpendicular recording. 

That this problem is well on the way to 
a solution, however, can be deduced from 
the fact that last year Sony transferred 
specialists in perpendicular recording from 
the company’s central laboratories in Yoko- 
hama to the Sendai plant. 

Beyond perpendicular recording, even 
denser materials are under development at 
Sony. But such materials, Sony’s Naka- 
mura believes, will not completely replace a 
cheap and reliable medium like tape. 

Back at the beginning of the computer 
era, he remembers, people used to say that 
computers would eventually eliminate the 
use of paper. In fact, what happened was 
that paper consumption went up rather 
than down. “Tape will be like paper,” 
Nakamura says, “it will never die.” 

= Bob Johnstone 
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Or the strength and stability offered by 
an organization long on tradition? 
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We were the first bank to be established 
in Japan, and are today the country’s 
largest. 
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The new Airbus A340 
features an on-board mainte- 
nance computer that displays 
details of any malfunction via 
the Centralized Fault Display 
EFDS). Print-outs too 
ovided and the 


inför mation can even be 






System 
can be 


telemetered direct to the 
aircraft's destination. 

As a result maintenance 
crews are made aware of the 
tasks they'll need to perform 
even before the aircraft has 
landed. 

All this has got to be 
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good news for airlines. 


Because in the search 
to reduce downtime they 
couldn't ask for more by way 


of timesaving innovations. 
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© Some weeks later Sihanouk concluded 





LETTERS 


Historical distortion 
We would like to clarify some of the issues 
raised by Julio A. Jeldres [LETTERS, 6 June]. 
He claims, in effect, that Raoul Jennar [THE 
5TH COLUMN, 9 May] gave a historically dis- 
torted account of the circumstances under 
which North Vietnam and the Vietcong in- 
tervened in Cambodia in March 1970. In 
fact, Jeldres himself has distorted the histor- 
ical record by failing to mention what hap- 
pened before and after that date. 

In order to set the record straight, the 
following points should be noted: 
è Hanoi and the Vietcong had forces on 
Cambodian territory from the beginning 
of the 1960s with the consent of Prince 
Sihanouk. 
@ In November 1965 Sihanouk sent Lon 
Nol to Peking to negotiate a secret agree- 
ment under which China was to furnish 
supplies to Vietnamese forces which were 
illegally present in Cambodia in violation of 
its neutrality. 
© After being deposed by the Cambodian 
national assembly on 18 March 1970 | 
Sihanouk was visited in Peking by Prime 
Minister Pham Van Dong of North Viet- 
nam. Sihanouk and Dong agreed that 
North Vietnamese would intervene 
in Cambodia in order to overthrow the new 
tegime of Gen. Lon Nol. North Vietnamese 
aggression against Cambodia began on 29 
March 1970. 





an alliance against his own country with 
Hanoi, the Vietcong and the Pathet Lao. 
The alliance was concluded on 25 April in 
Canton with the support of China. It re- 
mained in force as long as fighting con- 
tinued in Cambodia, which was until April 
1975. 

It is clear from this that Jennar is not 
guilty of distorting history, but that Jeldres 
has given a historically distorting account of 
the events of 1970. BERNARD HAMEL 

Former Reuter 
correspondent in Cambodia 
LIM KIM HA 

President, 

Union des Khmers Libres 


Paris 








A matter of interpretation 
I refer to Stacy Mosher’s article Awkward 
precedent [REVIEW, 6 June]. 

There are two points in Mosher’s article | 
which I think should not go without com- 
ment. Commenting on the current con- 
troversy between the Chinese and British 
governments over the new Hongkong air- | 
port, she cited the apparent discrepancies | 
between the Chinese and English versions | 
of the provisions in the 1984 Sino-British | 
Joint Declaration on the future of Hong- | 

| 
| 
i 


kong. She then went on to say that “the 
entire controversy illustrates the discovery 
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understands that the frequent 
business traveller needs to keep 
in touch with what’s going on 
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Far Eastern Economic Review. 
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that while in the West a contract is final 
and definitive, in China it is only the basis 
¿for future negotiation.” This analogy is 
_ probably misplaced. Notwithstanding the 
problems with contracts experienced by 
Western businessmen, the question at issue 
here is the divergence.in the interpretation 
of the English and Chinese versions of the 
Joint Declaration, both. of which carry equal 
weight and validity under international 
law. If it is suggested that the way in which 
words were used in the Chinese text of the 
int Declaration could leave room for the 
hinese to evade contractual responsibility 
resorting to subsequent renegotiation, 
controversial wording surely had been 


co In a ae part of her article, Mosher 
_ wrote that “the Joint Declaration guaran- 
“tees a fully elected Legco after 1997. But 
when China insisted that the Chinese 
wording allowed for a variety of different 
kinds of elections, Britain scaled back its 
reform plans despite popular support for 
_ more direct elections.” I have no doubt that 
the Chinese leaders do not fancy direct 
elections in Hongkong and would try to 
keep the pace of democratisation in check. 
However, it is necessary to point out that 
the variety of election modes other than di- 
rect elections, including the much criticised 
functional constituency elections _ that 
favour ‘existing business and professional 
elites; were first introduced by the British 
through the Green Paper on Representative 
Government issued by the Hongkong Gov- 





ernment in July 1984 — two months before’ 


„the Joint Declaration Was initialled. The 
Chinese, i in those circumstances, were sim- 
ply making use of the opportunity paved 
by the British to backtrack from their com- 

mitment to an electoral government in 





Hongkong. 
Hongkong ANTHONY CHEUNG 
Desperate times for radicals 


Compliments on Mark Clifford’s thought- 
ful assessment of the radical student move- 
“ment in South Korea [The medium is the 
message, 13 June]. The horrifying suicides 
“of several young activists and the cowardly 
: physical assault upon the South Korean 
_ prime minister on a Seoul college campus 
suggest to me that there is a desperation 
_ factor at play in the Korean radical move- 
“ment. As the mainstream of Korean society 
makes clearer its opposition to the radical 
agenda, the extremists increasingly turn to 
violence and “shock theatre” in an attempt 
‘to makeup for their losing game plan. 
The facts are that South Korea is en- 
joying an unprecedented level of demo- 
cracy and that political pluralism. among 
such sectors.as the government, the press, 
labour unions and a myriad of interest 
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` groups is being institutionalised at a rapid 





pace. 
Washington, D.C. 





Indonesia’s opportunities 

I was impressed by your article about the 
growing resentment against the Chinese in 
Indonesia. I hope that the government will 
address the real root of the problem and 
not use it as another excuse for keeping the 
same power structure. It is the responsibil- 
ity of the government to create the right 
opportunities and the responsibility of the 
local business community to exploit these 
opportunities. At present in Indonesia, the 


Chinese seem to be better equipped to | 


make the most of the major weakness in 
the system, namely corruption. If the gov- 
ernment would do more to tackle this prob- 
lem, maybe the Indonesian population 
would feel less resentment towards the 
Chinese. They would better appreciate 
how hard the Chinese work and look to 
them as an example of how to do business. 
Enschede, Switzerland ‘A PRIBUMI 





Unanswered questions 
Many thanks for the excellent article enti- 
tled Forced celebrations [25 Apr.] It sheda 
welcome light on the situation in Tibet. But 
many questions remain unanswered. Why 
are there so many troops in the region? In- 
dia hardly seems poised to damber up the 
Himalayas to pounce ona barren plateau. 
“Peaceful liberation” from whom or 
what? Most Chinese I know hardly know 
anything about the area itself, the people or 
their history — just that “it is part of 
China.” Peking officials give different ver- 
‘sions. of Tibet’s incorporation into China, 
varying from around 700 or 900 AD to the 
Mongols around 1300 or the Manchu in 
1700. The Dalai Lama does not seem to 
have much in common with China, from 
Mao to Fang Lizhi. So, what's the story? 
Geneva 





Public relations nightmare 
I should hate to save Burma’s State Law 


and Order Restoration Council (SLORC) any’ 


money, but if they hire a public relations 
firm to defuse international horror at their 
monstrous human rights abuses by em- 
phasising “the environment and the fight 
against ADS” [Hard Work, 6 June], they 
will be pouring their kyat down the drain. 
‘SLORC’s devastation of Burma’s tropical 
forests is well known and cannot be de- 
nied, unless Saw Maung can turn sawdust 
back into trees. As for AIDS, no public rela- 





TICA BROCH | 


DARYL M. PLUNK | 








tions firm can cover up “the AIDS route,” | 


which spreads the disease through Burma | 
to neighbouring countries via the well- | 


greased trade in heroin and child prosti- 
tutes under the auspices of SLORC. 
Hongkong 
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ET Resionarattairs | 
India : Elections : 
India’s voters have not given a clear 
_ mandate to any political party, though the 


_ Congress — as the largest single grouping 
in parliament — is poised to form the 


_ government with the help: of friends and 
allies. The Congress fared well in the 
“southern and western states, thanks to a 
“sympathy wave after the assassination of 
-Rajiv Gandhi but lost its hold in the 
_ populous northern states. New Delhi 
- bureau chief Hamish McDonald analyses 


_ the results and the rise of the pro-Hindu 
<- Bharatiya Janata Party. The new regime 
_ will have to cope with its lack of a clear 
mandate, and more important, come to 
ak grips with the continuing economic crisis 
_ in the country 10 


- Foreign Relations : US-China 
: China fails to reassure the US on the sale 
f its missiles to Syria and Pakistan 12 


Philippines : Volcano ee 
The impact on the Philippine economy of 
the massive eruption of Mt Pinatubo may 
relatively slight, but damage to Clark . 
air base has raised doubts about the 
rospects for a new US base 
agreement 13 


oe Forsiga Relations : US-Japan 
A Cla-funded report warning that Japan is 
-driving towards world economic 
domination, which will Bene the end of 


INTELLIGENCE 


Arms Cover-up 

Thai security officials may be quietly 
planning to construct a sophisticated 
screen over a terminal at the Thai navy 
base of Sattahip to avoid satellite 
surveillance, according to intelligence 
sources in Bangkok. The navy base, on 
the Gulf of Thailand to the southeast of 
Bangkok, is known to be a major staging 
post for Chinese arms supplies to 
Cambodian resistance factions fighting 
the pro-Vietnamese regime of Prime 
Minister Hun Sen in Phnom Penh. 
Peking claims it stopped sending supplies 
since the drafting of a peace plan for 
Cambodia by the UN Security Council 
Permanent Five in August 1990, but 





Western values, is causing embarrassment 
in Washington 15 


Malaysia : New Development Policy 

Prime Minister Mahathir's ambitious 
economic plan stresses foreign investment 
and the private sector, while downplaying 
the advantages offered to the Malay 
community 16 


Afghanistan : Peace Formula 

Pakistan launches an intense diplomatic 
campaign for a negotiated settlement to 
the Afghan conflict following the UN 
offer of a new peace formula 17 


Indonesia : Press Laws 

Leading journalists re-open the debate on 
press freedom with a strong attack on 
censorship and the licensing of | 
publications 18 


Japan : Political Reforms 

The ruling Liberal Democratic Party 
Springs a surprise by putting its 
imprimatur on a series of fundamental 
political reforms 20- < 


Singapore: Censorship __ 
A new committee set up 
government to study § Sin 


censorship laws raises a goa a hope d 


for liberalisation 20 


Defence : Soviet Far East Bee: 
The run-down of Soviet forces in’ 


many of the region's communist regimes 
and the attendant dismantling of the 


intelligence sources say there has been at 
least one major shipment since then. 


` Blown Off Course 


Senior officers say the Philippine air force 
modernisation programme will have to be 
put on hold as a result of damage caused 
to Basa air base in Central Luzon by the 
eruption of Mt Pinatubo. Money which 
was to be used for the programme will 
now have to be diverted to replace 
hangars and other buildings which 
collapsed under the weight of volcanic 
ash. Basa, which adjoins Clark air base, is 
the home of the air force’s strike wing. 


Long-term Attraction 

A consortium of 10 Taiwanese and 
Hongkong investors are set to redevelop 
8 km? of China’s Meizhou Island for 
Taiwanese visitors. The Fujian province 
island is already a popular destination for 
Chinese tourists, many of them attracted 
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offensive capabilities restricted, „air force: 
squadrons redeployed or disbanded and 
warships decommissioned. Nevertheless, 
as correspondent Tai Ming Cheung = 
reports from the Soviet Far East, the: 


striving to create aroe technologically 
advanced and professional force... 
However, Sophie Quinn-Judge 


“from Moscow that the military's 


are likely to be thwarted by the Soviet 
Union’ s Berns ey 2 


Arts and Soc ty 


. : Shopping $ 
Aeroflot jet-setters fom Eastern n Europe ne 


hit Asian bazaars. 32 
Tourism : China mee 


i | jongkong; Asian 


í - shipping companies; South 
-northern Europe following. the collapse of. i 


market; gold prds 


pul l 
. offerings in Jakarta Singapore's banking. 
stocks; and Malaysia s scoin trade 36 





to a shrine dedicated to the Goddess of 
the Sea. The group from the Overseas 
Chinese American Hongkong-Taiwan 
Promotion for Trade is to invest Rmb 1 
billion (US$190 million) in the project, 
which could take 70 years to ee 


Dam Row 

The Mekong Committee's senior 
environmentalist, Eric Skoglund, is 
resigning because the UN-sponsored 
agency’s new head, Chuck Lankester, 
insists on pressing ahead with plans to 
build the Pa Mong dam across the 
Mekong River between Laos and 
Thailand despite the project’s 
environmental costs. The dam, as 
currently conceived, would flood 600 km? 
of farmland and displace about 60,000 
people in Laos and Thailand. The 
resignation of Skoglund, who is on loan 
from the Swedish International 
Development Agency, is likely to result in 
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the government is shedding activities 
that once were the preserve of state 
monopolies through franchises, other 
concessionary arrangements and new 
shareholding structures: The often 

bitter dispute concerning the privatisation 
of Thailand’s power monopoly is 

also looked at, as is the military's 

role 48 


Vietnam : Investment 

An increasing level of trade and 
investment from Asean, both official and 
black market, is helping to support 
Vietnam’s frail economy 52 


‘Malaysia : Property 
“Petronas joins a group of investors in a 


Business Affairs 


: Taiwan : Companies i 
Chinese Petroleum Corp. is set to take its 
first step towards overseas expansion 44 
: Commodities 
poor spring harvest threatens to topple 
country from its cherished position as 
world’s No. 3 rice opoe a5 


hases and political connections, : 
lex is well on its way to becoming 


jor property player 47 of office blocks, hotels and parks 54 


Singspors-Hongkong : Companies 


Singapore Airlines and = 97 AA 
-intelligence 8 
“Invisible Hand 


=Cathay Pacific are the 
-world's most profitable - 
airlines, yet their 


making noticeable 
inroads into the 
country’s public sector. 
sale of 15% of Thai 


after roy government 

decided to float it, But 
privatisation, Thaistyie, 
dis is mostly a 


Han examines how . Malaysia’ s new plan (16). . Hongkong-based 


a cut in Stockholm’s sizeable financial Thailand in the mid-1980s and has 
support to the Mekong Committee. devoted most of his attention to the 
z s - Cambodia conflict and relations with 

Bending With the Wind Asean since returning to Hanoi in 1986. 

The latest speculation 

in Hanoi about who f Crossing the Line 

will be chosen foreign 2 Peking may be testing a four-decade-old 
.. minister when the > boundary in the Taiwan Strait after Taipei 

communist party ended the “period of communist 

coni meets on rebellion” in May. Military experts say 


-124-27 June focuses on 


i China has deliberately crossed the 
Tran Quang Co, now 


boundary — called the Davis Line by the 





a deputy foreign US 7th Fleet which once patrolled the 
minister. It is widely Thach. strait — for only the second time since 
believed that Nguyen 1949. On 14 June, Taiwan’s navy caught 


Co Thach, who currently heads the 
Foreign Ministry, will be ousted from the 
ruling politburo, at least in part because 
he is seen by Peking to be anti-Chinese 
and a barrier to normalised Sino- 
Vietnamese relations. Co, now an 
alternate member of the central 
committee, was Vietnam's ambassador to 


six customs officials from the port of 
Xiamen inspecting a Panamanian- 
registered freighter on the Taiwan side of 
the line. The customs officers and ship, 
the Eagle King, were taken to Taiwan. 
The officers were returned to China via 
Hongkong on 18 June, though the 
freighter is being held pending an 
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plan to transform a racetrack into an area. 
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investigation into charges that some of its 
crew were smuggling cigarettes. 
Observers say the first time China crossed 
the line was soon after Taiwan lifted 
martial law in 1987. 


Ready for Inspection 

The International Committee of the Red 
Cross has been given permission to visit 
Indonesia's troubled province of Aceh at 
the northern tip of Sumatra. A Red Cross 
request to visit the province had been 
shelved for several months, reportedly 
due to objections from the armed forces. 
Sources say the Red Cross plans a 
two-week trip to Aceh beginning in the 
last week in June. Red Cross delegates 
will visit Acehnese under detention or in ` 
jail because of suspected participation ina 
movement pushing for autonomy from ©- 
Jakarta. The Red Cross may ask to base a’ 
permanent representative in Banda Aceh; 
the provincial capital. 
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INDIA 1 


Congress party set to form a weak government 


Fractured mandate 





By Hamish McDonald in New Delhi 


he Indian general elections pro- 
f | duced no clear winners. The lead- 





ing party, Congress, did not move 
far ahead of its position in the last 
parliament and will need to find coalition 


. : -= partners or rely on support from other par- 


‘ties to form a government. Few political 
leaders see the new parliament seeing out 
even half its five-year term. 
; After results for some 90% of the 511 
: contested seats were in, Congress with 217 
seats — and some 20 from its declared allies 
— was still short of a majority. To add to 
the uncertainty, the party was involved ina 
leadership contest caused by the assas- 
sination of former prime minister Rajiv 
Gandhi on 21 May. 
5 The political confusion has been 
3 compounded bya continuing economic 





will have to cope with. With foreign- 


meet a few weeks’ imports, New Delhi 
will have to negotiate with the MF for 
immediate credits, which can be ob- 
tainted only with tough fiscal sacrifices 





ment without a strong popular man- 





: date. 


Congress has been virtually swept off 


| the political map in the populous, northern 


Hindi-speaking states of Uttar Pradesh and 
Bihar — edged out from this traditional 
centre of Indian power by the pro-Hindu 
plank of the Bharatiya Janata Party (BJP) and 
he lower-caste assertiveness of the Janata 
Dal. Its successes have been in the south- 
ern states, the western state of Maha- 
rashtra, and the central state of Madhya 
: Pradesh. 

Although it did not gain power at the 
. centre, the BJP became the largest non-Con- 
- gress force, at least for the life of the current 
parliament, by increasing its seats from 86 
to 102. But this masks the rise in popularity 
of the Hindu nationalist group. In the 
November 1989 elections, it relied on 
voting trade-offs with Janata Dal and other 
=: parties in an anti-Congress attack. This 

“time it stood alone, and won handsomely, 
thanks to the doubling of its popular vote to 
23%. 

In Uttar Pradesh, the BJP won a narrow 
«majority in state elections held: simultane- 
_.» ously with the national poll and prepared 
_ to form a government there. The BP also 
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swept the important western state of 
Gujarat, though it shed seats to Congress 
where it already had power at state level — 
in Madhya Pradesh, Rajasthan and Himac- 
hal Pradesh — and in Maharashtra where it 
had hoped to make big gains along with re- 
gional ally Shiv Sena. 

The main comfort for Congress came in 
the south. In Tamil Nadu, its local ally, 
the All-India Anna Dravida Munnetra 
Kazhagam shared a clean sweep of par- 
liamentary seats and captured the state as- 
sembly under the leadership of ex-film star 
Jayalalitha. The Central Bureau of Investi- 
gation firmed up evidence that Sri Lankan 
Tamil Tigers had carried out the suicide 
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Ripples of 
sympathy 


Rajiv Gandhi was at the centre of the 
Congress party campaign even after his 
assassination on 21 May. Party president 
P. V. Narasimha Rao’s ploy was to create 
a sympathy wave for the Gandhi family 
and carry the party to victory in the post- 
poned second and third stages of polling 
on 12 and 15 June. The sympathy factor 
won Congress an unprecedented num- 
ber of seats in the 1984 elections following 
Indira Gandhi's assassination. 

The campaign's entire focus was to 
pull on the heartstrings of the voter. Urns 
containing Rajiv’s ashes were carried on 
the campaign trail. Congress distributed 
tapes of a speech in which Rajiv fore- 
shadowed his own death, while posters 
of a smiling Rajiv with the slogan “India 
will remember the sacrifices of mother 
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bomb attack that killed Rajiv Gandhi while 
campaigning in Tamil Nadu, and four ar- 
rests of alleged conspirators were made as 
the state voted. The local anti- 
Congress party, the Dravida Munnetra 
Kazhagam, which had supported the Ti- 
gers in the past, was wiped out. 

Congress also bore up well in the south- 
em states of Andhra Pradesh, Karnataka, 
Orissa, and Kerala where Gandhi's murder 
also had an impact. In Kerala, the Con- 
gress-backed United Democratic Front 
ousted the Left Democratic Front state goy- 
ernment. 

But it was an election result without a 
clear direction, showing definite evidence 
of public disenchantment: Voter turm- 
out — at barely 50% + was the lowest 
in the 10 parliamentary elections since 
independence in 1947, There was a ten- 
dency for voting to go against. incum- 
bent parties. Cynicism grew with the. 
blatant peddling of office by members’ 
of the caretaker government of-Prime 
Minister Chandra Shekhar, who sold 
some 12,000 out-of-turn telephone con- 
nections just before the election. The re- 
feree, Election Commissioner T. 'N; 
Seshan, also caused some controversy 
by his selective intervention against 


and son” were immensely popular nation- 
wide. 

But the anticipated sympathy wave- 
turned out to be just a ripple. Although . 
the sympathy factor worked in Congress’ 
favour in the south, it was not strong 
enough to prevent a rout in the northern . 
Hindi belt or give Congress an absolute. 
majority in parliament. 

In Tamil Nadu, where Rajiv was as- 
sassinated, Congress and its local allies 
convincingly won all 39 parliamentary . 
seats and 224 of 234 state assembly seats. 
The Congress-led United. Democratic 
Front in Kerala upset the ruling Left 
Democratic Front, taking 14 of 20 seats. 
Twenty of 27 seats in Karnataka and 37 of 
48 seats in Maharashtra went to Con- 
gress. The Congress leadership was 
banking on southern support, but the 
sweeping results far surpassed even their 

tions: 

The effect of the sympathy factor be- 
comes more apparent in states where 
some constituencies went to the polls'on 


27 JUNE 1991. 





-polling abuses, which at times seem- 
“ed aimed at pleasing his political mas- 
ters. 
Violence directly associated with polling 
— “booth-capturing” and murders of can- 
», didates and would-be voters — was no 
“worse than it had been in previous elec- 
tions, but it was played up for partisan 
“reasons. Along with outbreaks of rioting 
between Hindu and Muslim communities 
in northern India, a daily toll from atrocities 
by Sikh militants in Punjab and the assassi- 
__nation of Rajiv Gandhi, violence seemed to 
leave many Indians numbed and fatalistic. 
_ The equivocal election result left the 
shape of India’s new government vague, 
forcing Congress to look for allies. Its start- 
__ ing point is that Congress is no longer the 
. prime enemy of everyone else, as it was in 
_1989 over pay-off scandals. Stopping the BJP 
_ is now a priority with all the national par- 
_ ties which espouse traditional secularism. 
_ Whether or not to join Congress is the 
dilemma of the badly mauled Janata Dal. 
The party, which has an agrarian socialist 
base, had its support reduced to Uttar 
Pradesh, Bihar and Orissa. The split over 
the disputed mosque at Ayodhya, which 
brought down the Janata Dal government 
of prime minister V. P. Singh in 1989, re- 
turned to haunt the party in Uttar Pradesh. 
In this state, the rivalry between the 
mainstream Janata Dal and the Socialist 


Janata Party led by Chandra Shekhar 


handed. seats to the BP. Congress had 
meanwhile alienated its traditional upper- 
caste base by trying to match Janata Dal in 

putting up lower-caste candidates. In Bihar, 
the Janata Dal government of Chief Minis- 
ter Laloo Prasad Yadav needed no outside 
support and remained “with V. P. Singh: 


the sjp diverted comparatively few votes. 

But V. P. Singh leads a reluctant flock 
behind his gospel of social equity. Chief 
Minister Biju Patnaik in Orissa, where the 
swing against Janata Dal was 17%, was the 
first to break, urging Janata Dal to merge 
with Congress. Singh’s long-time rival Ajit 
Singh was also reported to be negotiating 
the transfer of a block of 22 Janata Dal MPs 
if the whole party would not jump. And 
even before the election, the Communist 
Party of India (Marxist) or CPM had put out 
feelers to Congress. 

Singh’s own inclination is clearly to stay 
in opposition and give selective support to 
a Congress government after studying its 
programme. His rationale is that otherwise 
the BJP would be the sole opposition group 
and would have a “monopoly of all discon- 
tent” in future elections. The Communist 





20 May, before the assassination, while 
others voted in June. In Rajasthan, Con- 
gress got only 33% of the seats elected in 
May, but won 80% of the constituencies 
in June polling. In Madhya Pradesh, the 
jump. was from 61% to 83%. 

~ In Andhra Pradesh, Telugu Desam 
president N. T. Rama Rao tried to quell 
any possible sympathy wave by fasting 
in protest. at Congress-led riots after 
Rajiv's assassination, but he could not 
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prevent a dramatic reversal of Telugu 
Desam’s electoral fortunes. In the May 
polling, there was an 8.2% swing against 
Congress from the 1989 election. How- 
ever, after the assassination, this drop- 
ped to 2.5%, helping Congress claim 88% 
of the seats contested on 15 June. 

Even in the north, the sympathy fac- 
tor softened the beating Congress suf- 
fered at the hands of the Bharatiya Janata 
Party and Janata Dal. Uttar Pradesh’s vot- 
ers swung in favour of Congress by 6.5 
percentage points from the May to June 
polling. In Bihar, a 6.4% tum against 
Congress on 20 May changed to a 1.2% 
swing in their favour in June. 

Why was the sympathy wave smaller 
after Rajiv's assassination than after his 
mother’s? Old and dull Narasimha Rao 
was unable to generate the strength of 
emotion that the young, and then inno- 
cent, Rajiv was able to stir in 1984. Rajiv 
also benefited from being the son of a re- 
cently slain national hero. 

m Michael Schuman 
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uA PASSAGE TO 
PARLIAMENT! w 


Party of India also said it would support 
Congress from the outside. 
The need for outside support also: af 
fected the selection of the Congress 
nominee for prime minister. The field was 
not a wide one. Former Uttar Pradesh chief _ 
minister N. D. Tiwari failed to get elected 
and was thus knocked out of the rurinin 
This left the field to interim party presid 
P. V. Narasimha Rao, Maharashtra Chie 
Minister Sharad Pawar and — as an outside _ 
chance — Madhya Pradesh party leader... 
Madhavrao Scindia. i 
Narasimha Rao attracted some im- _ 
mediate support as a leader straddling geo- 
graphic and cultural differences within th 
party, as well as having kept the party to 
gether in its crisis. But his age, 70, lack of a 
strong electoral base, and past record 0 
pliability counted against him. Some Con- 
gress leaders regarded him as a front.for’ 
continued manipulation by the now leader- 
less Rajiv Gandhi “coterie.” oe 
Pawar, 50, meanwhile used the kudo: ae 
of his electoral prowess in Maharashtra to _ 
assert his right to a hearing. In this he was 
able to call on the loyalties of Congress ” 
leaders in Karnataka and Kerala, as well as 
on Scindia. As well as strong political skills 
and good business connections in his Bom»: 
bay base, Pawar’s origins outside the north- 
ern Hindi belt were seen as a drawcard for © 
Janata Dal: cooperating with him would 
mean less risk of confusing the northern _ 
electorate. E 
The weakness of the new Congress gov- 
ernment and its possible reliance on left- _ 
wing parties to remain in power augur 
badly for India’s ability to weather its cur- 
rent economic crisis — or to pursue Gans 
dhi’s cautious deregulatory programme: To: 
get through the next few months without 
making its first-ever default on forei 
debt, India will need to tap quickly furthe 
large credits from the IMF. Even with India 
only weeks from default, the leftist parties 
are still quibbling about the need for IMF _ 
loans at all. If anything, they want to en- — 
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large the public sector. 

It is understood that conditions set 
by the IMF are tougher than generally 
expected in Indian political circles, requir- 
ing big cuts in government spending. The 
1991-92 (April-March) budget that was set 
aside because of political deadlock required 
the government deficit to be cut to 6.5% of 
GDP from the projected 6.9% or more. This 
now has to be attained in only eight 
months of the fiscal year, starting from 31 
July when a temporary vote-on-account ex- 
pires. The drastic import has 
meanwhile cut government receipts se- 
verely, as import duties are a major rev- 
enue source. 

The major targets of expenditure cuts 
must be subsidies (on fertilisers, food and 
energy), defence spending, and the public- 
sector establishment. So far, New Delhi’s 
tendency has been to squeeze investment, 
maintenance and operating funds rather 
than stir up volatile and highly organised 
public-sector workers, urban consumers or 
landowners. The New Delhi establishment 
also seems set against the kind of strategic 
agreements that would allow military cuts 
and limitations. 

Narrowing India’s options is a less for- 
giving attitude on the part of Western coun- 
tries. The vote by the US Congress to ex- 
tend the so-called Pressler Amendment 
from Pakistan to India — requiring the US 
president to certify neither is building nu- 
clear weapons before American aid is 
cleared — is one sign. Others are the in- 
creasing criticisms of India over a range of 
issues: Kashmir and Punjab, the treatment 
of minorities, child labour, the environ- 
ment, corruption and government waste. 
The strings on the money are much 
tighter. G] 


FOREIGN 


Chinese arms sales, in particular those in- 
volving missiles and other weapons of 
mass destruction to the Middle East, rank- 
ed high on the agenda of visiting US 
Under-Secretary of State for International 
Security Affairs Reginald Bartholomew in 
Peking in mid-June. 

Although an important step in US ef- 
forts to engage the Chinese in a substan- 


oreign Minister Qian Qichen 
told Bartholomew that Sino-US and mul- 
tilateral discussions on arms sales to the 
Middle East must take place on a “com- 
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INDIA 2 


BJP’s state regime confronts tough issues 


The Hindu burden 


Bharatiya Janata Party (BJP) has 

established the electoral platform on 
which it hopes to jump to power in the next 
general elections, which may be no more 
than two years away given the instability 
inherent in the latest result. 

Standing in isolation after abandonment 
of the 1989 anti-Congress cooperation with 
Janata Dal and other parties, the BJP boost- 
ed its share of the popular vote from 11.5% 
to 23%. In Uttar Pradesh, its share of seats 
leapt from eight to 37. The party also ex- 
tended its presence in several areas outside 
the northern belt of Hindu conservatism. It 
won a seat in southern Andhra Pradesh 
and four in Karnataka for the first time, and 
emerged as the third force after the com- 
munists and Congress in West . In 
Gujarat, it lifted its share of the 26 seats 
from 12 to 20. 

In New Delhi, it lifted its share of the 
seven seats from four to five, reflecting a 
distinct shift in India’s bureaucratic circles 
towards the BjP’s discipline, nationalism, 
and economic pragmatism. During the 
campaign, a score of retired senior armed 
forces officers also came out in favour of the 
BJP, whose platform urges an overtly nu- 
clear-armed India and a blue-water navy 
“first in the Indian Ocean from Aden to 
Singapore.” 

No one is going to invite the BJP into 


A t first glance, the Hindu revivalist 


RELATIONS 


Missile refrain 


prehensive and balanced” basis. Dip- 
lomats say this is a reference to continuing 
US pledges and supplies of arms for states 
such as Israel and Egypt, which the Chi- 
nese see as running contrary to recent US 
proposals on slowing down the flow of 
arms into the Middle East. 

The Chinese are irked that they have 
been singled out by the US as reckless 
weapons suppliers, particularly over the 
sale of Silkworm anti-ship missiles to Iran 
and Iraq and CSS2 intermediate range 
ballistic missiles to Saudi Arabia. Peking 
points out it is the massive inflow of Euro- 
pean, US and Soviet weapons that has 
turned the Middle East into an armed 
camp. Iraq's military arsenal, for example, 
was dominated by Soviet and French 
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coalition because of its promotion of the 
Hindu deity Ram as the symbol of vigorous 
Indian nationalism, which at grassroots 
level has been pushed in a viciously anti- 
Muslim fashion by BJP candidates and af- 
filiated organisations. But isolation would 
suit the BJP: disunity and fumbling in a 
Congress minority government will only 
enhance the BJP's image of solidity and pur- 


pose. 

Unfortunately, the BJP will not be able to 
sit back. The voters also appeared to have 
handed it control of the Uttar Pradesh state 
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Poll security: BJP gains. 


weapons systems. 

China has’so far been reluctant to take 
part in international forums such as the 
Missile Technology Control i 
(MTCR), aimed at controlling the spread of 
missiles into the Middle East. The Chinese 
argue that since they were not involved in 
drawing up the MTCR guidelines, they are 
not obliged to follow these rules. Indeed, 
the Chinese have adamantly refused to 
participate in international conventions 
that they have not been involved in from 
the outset. Agreements such as the MTCR 
are seen as preserving the interests of the 
US and other countries which drew up 
the guidelines. 

Nonetheless, in a conciliatory move, 
Peking agreed in early June to participate 
ina U conference to get the 
world’s top arms suppliers to establish 
guidelines limiting the sale of arms and 
nuclear-related technology to the Middle 
East. Peking’s decision is perceived as an 
attempt by the Chinese to be seen to be 
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assembly, which could turn out to be a 
poisoned chalice. 

Millions of Hindus will expect the new 
BJP state government to promptly fulfill 
the party’s promise to shift the controver- 
sial 16th century mosque built atop Ram's 
claimed birthplace in the Uttar Pradesh 
town of Ayodhya and replace it with a 
grand new Hindu temple. The incoming 
Congress government in New Delhi is 
equally pledged to preserve the status quo 
of religious monuments. 

The handling of this issue will take place 
against a backdrop of heightened Hindu- 
Muslim antipathies in Uttar Pradesh towns, 
which resulted in scores of deaths from 
communal rioting during the election cam- 
paign. The BP will be hard put to satisfy its 
supporters and preserve any credibility to 
its assertion that communal peace can come 
only from restoring Hindu pride and re- 
moving privileges for minorities. 

The state government in Lucknow will 
also have to cope with expectations among 
the large block of petty traders that it will 
ease the burden of indirect taxes and 
harassment by tax collectors. This will be 
difficult without an allied government in 
New Delhi. 

The outcome of deflated expectations 
can be seen in three states where the BJP 
captured power at state level in 1989. In the 
latest parliamentary returns, the BJP share 
of Madhya Pradesh’s 40 seats went down 
from 27 to 12; in Rajasthan the share drop- 
ped from 13 to 12 out of 25 seats and in 
Himachal Pradesh from three to two of the 
four seats. In Maharashtra, where its local 
ally Shiv Sena has power in the Bombay 
municipality, BJP seats went down from 10 
to five, out of the total 4#seats. 

m Hamish McDonald 


cooperating with Washington at a time 
when US public and Congressional anger 
at China, focused on missile proliferation 
and human-rights abuses, has put the re- 
newal of China’s most favoured nation 
(MEN) status in doubt. 

The continuation of the US-China 
dialogue on arms-control issues will in 
large part depend on whether MEN is re- 
newed without any conditions. Even if 
MEN goes through, analysts question how 
far the Chinese will comply with US and 
international demands on controlling their 
arms sales. 

China has so far put its own national 
interests first in deciding arms sales 

icies. Peking has, for example, con- 
firmed it is selling M11 surface-to-surface 
missiles to Pakistan, despite US ob- 
jections. The real test, analysts say, is 
whether China will go ahead with its sale 
of M9 surface-to-surface missiles to Syria 
in the face of international pressure. 

m Tai Ming Cheung 
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PHILIPPINES 


Volcano inflicts third natural disaster in a year 


The unlucky country 





By Review Correspondents in Manila 
and Central Luzon 


he dramatic eruption of Mt Pinatubo 
has left a trail of destruction over 
western parts of Central Luzon and 
steered Washington towards a major reas- 
sessment of the cost-effectiveness of the US 
military's continued presence in the Philip- 


es. 

President Corazon Aquino declared a 
state of calamity in 13 towns in Zambales, 
Bataan, Pampanga and Tarlac in what was 
the third natural disaster to strike the 
Philippines in less than a year. More than 
1,600 people died in a massive earthquake 
which hit Northern Luzon in July 1990, and 
four months later a super-typhoon cut a 
swathe of damage through the central Visa- 
yas. 

Economically, however, the damage 
from the latest calamity may be less severe 
than might have been expected, given the 
scale of the eruption and the sub- 
sequent ash fallout. National Eco- 
nomic and Development Author- 
ity director-general Cayetano Pa- 
deranga says the overall impact 
on the economy will be minimal, 
aside from money needed to repair 
damaged infrastructure and reset- 
tle those whose homes have been 
made inhabitable for years to 
come. 

in Manila are confi- 
dent that the eruption will not 
abort the country’s economic turn- 
around of the past three months. 
GNP in the first quarter expanded 
by 0.2% from the level a year 
ago, hardly spectacular but still 
defying expectations of a major 
decline due to the 9% import 
levy. Baring Securities (Philip- 
pines) notes that the P4.8 bil- 
lion (US$174 million) worth of damage 
estimated to have been caused by the dis- 
aster pales in com with the P16 bil- 
lion destruction caused by the 1990 earth- 


In a damage assessment report, the 
brokerage firm also said the 4.8% decline in 
the Manila Composite Index after the disas- 
ter was a “psychological” reaction and was 
not driven by economic fundamentals. The 
drop in prices was mainly due to the down- 
turns of Ayala Corp., which has no opera- 
tions in the affected region, and the Philip- 
pine Long Distance Telephone Co., whose 
shares were forced down by initial overseas 
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worries. 

As in the months following the 1990 
earthquake, international sympathy emerg- 
ing out of country’s latest disaster could be 
the silver lining within the volcano’s ash 
laden clouds. Manila’s financial officials are 
in the midst of negotiations on a round 
of debt rescheduling, with the government 
pushing for a package that could generate 
foreign exchange savings of US$1.5 billion 
for the next two years. 

But the Philippines’ growing reputation 
for calamity is not the only problem it has to 
to contend with. What may seriously affect 
private-sector business confidence is the 
added complication the eruption for 
the year-long talks with the US on the fu- 
ture of the Clark and Subic bases, coupled 
with the spectacle of Americans pulling out 
of the Philippines en masse for the first 
time. 

Clark and Subic pump an annual 
US$530 million into the economy, or about 





Homeless mother: economic damage. 


1.1% of GDP, as well as providing jobs for 
79,000 Filipino workers. Clark, whose fu- 
ture is most in doubt, contributes about 
US$186 million, compared with US$344 
million for Subic, but its 42,000 direct and 
non-direct employees are 5,200 more than 
those whose jobs depend on the naval facil- 


ity. 

While Defence Department officials in 
Washington were quick to say the US 
would not take advantage of the disaster to 
gain an upper hand in negotiations on a 
new bases deal, the eruption nevertheless 
means — at the very least — that talks will 
be put on hold while both governments 
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assess the amount of f damage tò the bases, 
-US officials already seem to feel that, 
; coming on top of a changing geopolitical 
_ situation, serious budgetary constraints and 
tough lease negotiations, the eruption has 
significantly reduced Clark's value. “We're 
-Waiting for Washington to come up with 
something, but a lot of us are speculating 
“that we will need to go through a major 
-Yeassessment of our position,” one dip- 
-lomat said. “Our initial assessment is that 
the situation is a lot worse than we 
imagined.” 
- «Officials say it could take up to six 
months to assess the extent of the damage 
_. to the installations, and another two years 
¿3 after that to restore them to full working 
order, But will it be worth it? “It is difficult 
to see why Congress would want to invest 
_.. construction money to refurbish Crow Val- 
-ley and Clark when the attitude of the 
-Philippine Government has been what it 
is,” said a disgruntled Washington official. 
Ts ome to be a very tough case to 











Certainty, with or without Clark as part 
oe of any new agreement, US negotiators will 
no doubt feel justified in revising their 
~ US$360 million-a-year compensation 
offer. The Americans had planned 
‘to continue using Clark as a cargo 
transhipment point and also for 
_ -Pacific-based aircraft exercising at 
<= Crow Valley, but the mid-Sep- 
| -tember expiry of the current bases 
-= = treaty imposes an awkward dead- 
_ line on those who must decide 
-Whether the base has a future under 
` = present circumstances. 
; are unable to predict 
how long the volcano will remain ac- 
tive, but as long as it does, no 
-thought will be given to resuming 
flying operations from Clark — 
~ and the Pentagon may eventually 
have to weigh its options on 
“whether to keep the base at all. An 
` officer at the Hawaii-based Com- 
- Mander-in-Chief Pacific Area Command, 
- told one questioner recently: “We may be 
out. of there sooner than anyone 
3 ima ined. n 
Aside from its impact on the future of 
the bases the eruption caused massive local 
damage in the two provinces of Pampanga 
‘and Zambales, whose border line runs 
`- across Mt Pinatubo. Whipped around by a 
_. tropical cyclone, heavy volcanic ashfalls 
. forced more than 100,000 Filipinos to 
-evacuate their homes and caused at least 
_ B48 billion in damage to crops and infra- 
_. structure alone. More than 100 people are 
believed to have died under collapsed 
structures or in pyroclastic flows which 
Forged down the flanks of the 1,400-m 
peak 
























Deas Further, swollen mud-laden rivers car- 
-= ried away bridges in the western province 
~ Of Zambales, roads in neighbouring Pam- 
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panga and Tarlac provinces were rendered 


impassable, power and water was cut to 
many areas and ash blanketed the region as 
far away as Manila, 100 km to the south, 
where ground tremors triggered by the 
eruptions swayed apartment and office 
blocks. 

In addition, Pampanga stands to lose 
P1.6 billion in new investment, the figure 
the Board of Investments says represents 
the total amount of new project costs it had 
approved in the province in 1990. Trade is 
also expected to slow in Zambales and 
Pampanga. 


major corporate casualty of the disas- 
ter is the government-acquired P755 
million Philippine Shipyard and En- 
gineering Corp. adjacent to the Subic facil- 
ity which Manila has been planning to 
privatise. The entire shipyard has been 
blanketed by a 25-cm-thick layer of ash and 
volcanic debris, at a time when the ship- 
yard is fully booked and with seven vessels 
drydocked in the yard for repairs since 
May. 
Without the cyclone, damage would 
have been limited to a 10-20-km radius 


Disaster area 





encompassing the largely unproductive 
slopes of Mt Pinatubo, where the ash fall is 
the heaviest at up to 1-2 m deep. The only 
major non-agricultural activity in the im- 
mediate area is the Benguet Corp.’s open- 
cast copper and gold mines, but the com- 
pany reports that while the mine was shut 
down mainly because of power problems, 
overall damage to its operations was super- 
ficial. 

Destruction to crops and fruit orchards, 
mostly limited to Zambales and Pampanga, 
has been initially estimated by the Depart- 
ment of Agriculture at only 2380 million. 
Although there are worries about clogged 
irrigation systems in the lowlands with the 
new growing season approaching, Manila 
officials are optimistic that the eventual 
damage will hardly affect agricultural sup- 
ply. Zambales and Pampanga together ac- 
count for only 2.4% of national agricultural 
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output. 


National Statistics ‘Coordinating Board 
data shows that 37% of economic activities 
in the Central Luzon region are directed to- 
wards services, accounted for by the cities 
which are trading centres and which are 
heavily involved in bases-related business- 
es. Another.37% is. devoted to industry, 
mainly the Bataan Export Processing Zone 
(EPZ) and small and medium-sized ven- 
tures, such as furniture making, food pro- 
cessing and garment manufacturing, in the 
major Pampanga urban centres of San Fer- 
nando and Angeles City. 

The Bataan EPZ was spared major dam- 
age and though the San Miguel Corp. was 
forced to shut down its brewing, poultry, 
fruit puree and shrimp-processing plants in 
San Fernando for about a week — as did 
about 1,500 smaller manufacturers — the 
long-term affects are expected to be mini- 
mal. The biggest economic blow to the EPz, 
may be the way the eruption will bolster in- 
vestors’ perception of the Philippines as an 
unlucky country. 

Manila’s international airport was closed 
to all traffic and, with the ashfall drift- 
ing across the South China Sea into Viet- 
, nam, Cambodia and Thailand, 
8 aircraft flying on routes between 
2 Bangkok, Singapore. and Hong- 
5 kong were directed to stay above 
10,600 m. 

The closure of the international 
airport and the disruption of traffic 
northward to beach resorts in Zam- 
bales, Bataan and La Union is likely 
to take a toll on the country’s tour- 
ism industry, already severely bat- 
tered by last year’s earthquake. 
While there*are alternative routes to 
provinces north of Central Luzon, 
the expresssway leading to these 
roads traverses areas covered with 
ash and mud, forcing traffic to 
a crawl. With evacuation. aircraft 
chartered to evacuate Americans 
hogging the runways, facilities at 
Mactan airport are inadequate to take 
over the usual traffic of the dosed Manila .. 
facility. 

Communication problems have delayed 
a detailed assessment of damage to roads 
and bridges in Central Luzon, though there 
are reports that several towns in Pampanga 
have been isolated because of the collapse 
of bridges. 

Mt Pinatubo is one of 20 volcanoes in 
the Philippines which are considered ac- 
tive. According to. Philippine Institute of 
Volcanology and Seismology experts, last 
year’s earthquake may have increased the 
instability of the volcano and. hastened 
its eruption. Volcanologists predict Mt 
Pinatubo could continue to emit ash for 
another three months or more, and warn 
that there is no guarantee it will not erupt 
again or unleash further mudslides with 
the onset of the monsoon. a 
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One Man’s Seat 
4S : is Another 
Man’s Honor 
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Wren I reached the conference 
room of our Tokyo branch office, 
Kato-san, our managing director for 
Japan, was nervously going over the 
final contract documents. 

I had just arrived from Singapore 
that morning to close a deal between 
our company and Mr. Tanaka of 
Tanaka Industries. 

E 

“Good morning, Kato-san,” I said. 
He mumbled something and returned 
to the documents. “The meeting 
begins in 10 minutes. Is everything 
ready? Again he mumbled and 
nodded his head. Obviously he was 
too busy to notice me. Or so I thought. 

Just as I sat down, Kato-san 
jumped up. 

“No! Not there!” he said. “Kami za.” 

I looked around the chair expecting 
to see one of the four legs broken or 
something. Everything looked fine. 
Except Kato-san 

“No! Kami za!” Kato-san said 
again. 

I couldn’t figure out what was 
wrong. The only thing that came to 
mind was that we were about to be 
struck by one of those earthquakes I 
had heard so much about. I quickly 
covered my head and ducked under 
the conference table. 


Your Business Line—JAL 


New business class seats mean that you'll be seated in total comfort, 
pampered by world-class cuisine and JAL’s famous attentive service. 





Japan Airlines 


A WORLD GF COMFORT. 





My eyes were shut tightly and I was 
expecting the worst. The earth didn’t 
move. I then heard Kato-san laughing. 
When I opened my-eyes I saw his face 
leaning under the table to greet mine. 

“Kami za,” he said, smiling 
(laughing, really). “Seat of honor.” 

“What?” I asked, as he helped me 
out from under the table. 

“The seat farthest from the 
entrance tò the room is the seat of 
honor and should be saved for the 
most important person.” Kato-sanlead — 
me to the chair that was the second e 
farthest from the door. Which 
probably meant I-was the second most 
important person. 

“Since Mr. Tanaka is our guest, you 
should let him have the seat of honor,” 
Kato-san said. 

Mr. Tanaka arrived and Kato-san 
offered him the kami za. He, of course, 
refused and insisted I sit there instead. 

I refused and insisted that he sit in.the 

seat of honor. He finally accepted. The 

real business — signing the contracts 
— took less time than. seating 
arrangements. 

As I flew back to Singapore, in my 
wide comfortable seat, pampered by 
attentive service and world-class 
cuisine, I found the true meaning of: 
“kami za.” 




















THE NEW SIGN OF CREATIVITY 
IN AUTOMOTIVE ENGINEERING 
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Preeminence, It comes from having creativity, and possessi 
the foresight to use it wisely. Witness the Toyota Corolla ai 
Corona. The challenge to our engineers was to develop ca 
whose engines not only meet the demand for high performanc 
but also make best use of precious natural resources. By drawii 
on our experience designing twincam multi-valve technology f 
the race course, Toyota was able to perfect a brand new ge 
eration of powerful, responsive and fuel efficient engines for t) 
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MULTI-VALVE TOYOTA TWINCAM 





reet. Using some of the most advanced innovations available, such as scissors gear drive, closely- 
»sitioned camshafts and four valves per cylinder, we produced powerplants that combine smooth, 
pid acceleration and power with optimum fuel efficiency. And then, taking the lead in an industry that 
as quick to follow, we made these race-proven engines standard on all of our cars. That's why in 
orolla and Corona, and every passenger car we make, you'll find either a 1600 or 2000cc engine that’s 
ren born and bred on the tracks of the world. Its another 
‘ample of the attitude and philosophy that drives Toyota. And 
s why, when it comes to creativity, we're a tough act to follow. 


The future of computing lies in 
flexibility and coe at Open 
systems from 
Unisys give 
you both. 
We make it 
seductively 
simple to avoid obsolescence 
now and forever, in a number 
of ways. 


First and foremost, Unisys is 
the market leader in commercial 
UNIX. As the fastest growing 
operating system in the world, 


UNIX is slated to become the 
world standard in the not-too- 
distant future. 


Unisys offers a wide range of 
productivity software from a 
number of sources, tested and 
endorsed for total compatibility 
with other vendors. To comple- 
ment it, we have a complete 
range of open systems hardware 


platforms, including low-cost PCs, 


LAN servers and workstations 
and a UNIX range which can 
accommodate 1 to 400 users. 


Add to that the Unisys giobal 
support network which includes 
Open Systems Support Centres ir 
Hong Kong, Taiwan and Singapo 
and you'll see why an investment 
in open systems from Unisys is an > 
investment in your future. 
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CIA report warns of Japanese economic domination 


Paradigm paranoia 





US cia-funded report warning of 
Japan’s drive to dominate the world 
economy has elicited embarrassed 
disclaimers from those allegedly involved 
with it, including the intelligence agency it- 
self. 

The cta’s role in drafting the report, 
Japan: 2000, is raising eyebrows: given that 
some industry quarter§ are clamouring for 
it to -engage in commercial espionage. The 
report also appears at a time when the en- 
tire US intelligence apparatus is trying to 
justify its expensive existence in the post- 
Cold War world. 

Japan: 2000 stresses Japan’s uniqueness 
and warns of the threatened collision of 
“two “paradigms”: the traditional Western 
paradigm based on individual freedom 
and the more collectivist Japanese paradigm 
“of stunning power, density, internal con- 
sistency, and cohesion.” The report insists: 
“Japan differs not just on the margin, 
but rather represents an incompatible 
paradigm incapable of and unwilling to 

ige or converge.” 

The: final triumph of the ascendant 
Japanese paradigm over the Western one 
would be disastrous, the report says. It 
elaborates: “Economic domination could 
precede the imposition of substituted 

< Value systems. This is particularly troubl- 
-ing because of the absence of any absolutes 
-of moral imperatives in the Japanese 
paradigm, unlike [in] the Western para- 
digm, anchored on the Judeo-Christian 
ethic.” 
The report claims in its preface: “We 
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have been careful to avoid harsh stereo- 
types . . . We all know Japanese citizens 
who are gentle, soft spoken, delightful, ar- 
tistically talented people.” It somewhat con- 
tradicts itself in later pages, declaring, for 
example: “The Japanese as a people are dri- 
ven by pride, nationalism and down-right 
irrationality,” and: “Mainstream Japanese, 
the vast majority of whom absolutely em- 
brace the national visions [for world eco- 
nomic domination] . . . are creatures of an 
ageless, amoral, manipulative and control- 
ling culture — not to be emulated — suited 
only to this race, in this place.” 

The victory of the Japanese paradigm is 
inescapable unless there is “some dramatic 
unified re-assertion of Western intent, 
coupled with an equally dramatic and fo- 
cused economic resurgence.” Specifically, a 
national industrial policy is recommended. 
The report says: “Individual freedoms . . . 
have created an atmosphere of openness 
and sharing that has enabled our economic 
competitors to acquire our most important 
technology — and they are using it to de- 
feat us, to lower our own standard of liv- 
ing, and to threaten our national security.” 

Japan: 2000 was drafted by Andrew 
Dougherty of Rochester Institute of 
Technology (RIT) and a former director of 
research at the US Defence Department’s 
National Defence University. The re- 
port was based, it was initially claimed, 
on a ClA-funded two-day closed seminar 
in Rochester late last year attended by 
some prominent Japan hands among 
academics and practitioners, as well as CIA 
analysts. 

When the report was leaked to the 
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press, some participants in’ the semina 
protested that they had never endorsed 
report and that the document did not re- 
flect the seminar discussions. RIT and ¢ 
issued statements conceding these tw 
points. Dougherty has suddenly retired 
from his RIT job and the cta says Japan: 2000 
should not be considered a “Cia study.” 

But one participant, Chalmers Johnsor 
of the University of California at San Diego, 
says that the report, while somewhat naive 
is an accurate reflection of the seminar dis- 
cussions and of the problems in the US 
Japan relationship. Johnson feels “the CIA 
not earning its money” unless it deals wit 
the questions of whether the US needy 
industrial policy. 

Some point out that Japan: 2000 was 
written at a time when the role of the USin- 
telligence apparatus was being reviewed. 
The reduced Soviet threat means the intel- 
ligence service must justify itself. Some 
have advocated that the intelligence ap- 
paratus should be engaged in commercial _ 
intelligence. a 

Chairman of the Senate: Select Co 
mittee on Intelligence, Sen. David Boren 
expressed a general belief recently: “An in 
creasing share of the espionage directed 
against the US comes from spying by for 
eign governments against private Americar 
companies aimed at stealing commercial se- 
crets to gain a national economic advan- 
tage.” z 

























































As for Japan, Japan: 2000 says: “Using 
their 15 consulates throughout the US, the. 
[Japanese] Ministry of Foreign Affairs, the 
Ministry for International Trade and Indus-. 
try and the trading companies’ intelligence 
systems, Japan is able to advance their in- 
terests at will.” Boren wants to recruit more 
people with economic skills and training 
into the foreign service and intelligence- 
agencies and see US embassies and mis- _ 
sions give greater emphasis to supporting ` 
US economic interests. Knowledgeable: 
sources doubt that the US Government 
would engage in outright commercial intel- 
ligence gathering to help domestic busines: 
interests. It would be more trouble than itis 
worth, they feel. 
But US intelligence agencies may in- 
creasingly pass on information they ha 
picked up that may be useful to private U! 
interests, as apparently happened about 1 
months ago when US and Japanese come 
panies were competing for a new telephone 
system in Indonesia. 
According to knowledgeable sources, 
the transfer to third countries-of advanced __ 
Japanese technology developed for civilian _ 
purposes, but with military applications 
may become a major preoccupation of th 
US intelligence community. But one expert 
hopes they will not target major allies. 
“Major allies will hopefully share our in 
terests in preventing [transactions] that 
would turn around and bite our mutual — 
security interests,” the expert says. : 















































MALAYSIA 


New development plan downplays ethnic targets 


Building on success 





By Doug Tsuruoka and Michael Vatikiotis 
in Kuala Lumpur 


rime Minister Datuk Seri Mahathir 
Mohamad is signalling an important 
shift in Malaysia’s advocacy of racial 
< quotas as a basis for national development 
> with his 17 June tabling of the New Deve- 
lopment Policy (NDP) designed to replace 
‘the New Economic Policy (NEP), which ran 
“its course during 1971-90. 
_ Reaction to the new blueprint has 
‘been generally warm. Mahathir 
„appears to have succeeded in 
-Weaving carefully between the 
bumiputra, or Malay, consti- 
tuency which wanted to see 
its two-decade-long econo- 
= mic privileges extended, and 
“the non-Malays, many of 





the policy was first launched. 

A new emphasis by Mahathir “on the 
principle of growth with equity” is also a 
tacit recognition that Malaysia’s already 
bullish performance — real GDP grew at an 
average annual rate of 9.2% between 1988- 
90 — would have been even more robust 
had it not been for the constraints posed by 
the government's affirmative action pro- 
grammes for bumiputras. 

This new feeling of national amity and 
well-being was aptly summarised by Maha- 


Malaysia’s sources of awi 
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the Economic Planning Unit (EPU), which 
drafted the NDP, that the government will 
stress the long-range realisation of the man- 
dated 30% bumiputra target, rather than set 
a specific date for its achievement — 
though progress towards meeting the over- 
all 30% target will be reviewed by the gov- 
ernment in the year 2000. 

The government will also shift its anti- 
poverty focus to the eradication of hardcore 
poverty — defined as those with an income 
of below half the median poverty line of 
M$370 (US$134) per month for a household 
of 5.1 persons in peninsular Malaysia. The 
gap in income and services between urban 
and rural areas will also be'slashed through 
infrastructure and manpower training pro- 
grammes designed to benefit villages. 

Mahathir is also laying great stress 
on the creation of a viable bumiputra 
entrepreneurial community to counter 
what critics have called the rise 
of a class of politically tied 
but economically incompetent 
_ Malay businessmen who pros- 
pered under the protection of 





the old NEP. Although Maha- 
thir’s sincerity on this issue is 





yet to be tested and is loudly 





. whom thought it was time for a 
_ relaxation of the ethnic quota 
system. 

The NDP’s immediate aim 


derided by some detractors, EPU 
officials insist that more atten- 
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tion will be paid to skills and 
track record in handing out 





_ js to furnish a theoretical frame- 





work for the Second Outline 





Perspective Plan for 1991-2000 
< which comprises the first phase 
_ of Mahathir's ambitious plan 
-to turn Malaysia into an advanced nation 
__ - by the year 2020. But the most fundamental 
-shift lies in the new policy’s recognition that 
_ many of the original goals set by the NEP 
_ have been largely attained and that the 
«widespread poverty which once afflicted 
_. Malaysia's bumiputra majority is no longer 
__an overwhelming problem. 
Mahathir has also given clear signs 
_. that. liberal incentives for foreign invest- 
_ ment will be retained and that he will con- 


| tinue the process of handing over responsi- 


bility for Malaysia's growth to the private 
©) -gector. 
This represents a crucial switch from the 
“NEP, a grand design for socio-economic re- 
structuring which was launched in 1971 — 
‘soon after Malaysia's 1969 race riots — and 
-expired in December last year. It was under 
the NEP that Malaysia embarked on an oft- 
| criticised plan to redistribute 30% of the na- 
"tion's corporate assets to the bumiputra 
community by 1990. 
a While the government notes that the 
NEP fell short of its 30% target and that only 
20.3% of the country’s corporate assets 
have been transferred to bumiputras, the 
surge in living standards and corporate 


`= -@arnings since the end of the 1985-86 reces- 


sion has made the attainment of specific 
numerical targets less urgent than when 
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thir in a speech before parliament announc- 
ing the launch of the NDP and the Outline 
Perspective Plan. He said: “The New Deve- 
lopment Policy takes into account the needs 
of all Malaysians. There should be no fear 
or doubts in the minds of any ethnic group 
that they should lose. Malaysia is rich in re- 
sources and there is enough for everyone to 
gain from the process of development.” 

While the use of controversial racial 
quotas will be de-emphasised but not 
phased out, Mahathir is clearly mapping 
out an amended course for national deve- 
lopment which will benefit far wider seg- 
ments of Malaysia’s multiracial society — 
including the lower strata of poor Indian 
plantation workers and aborigines. 

The most compelling evidence for this 
shift is an admission by technocrats at 
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government-backed incentives 
to bumiputra companies. 

Another major area of en- 
deavour will be boosting the re- 
lative positions of bumiputras 
in the managerial and technical professions 
in order to fine-tune many of the achieve- 
ments of the NEP.*Although Malays now 
account for roughly 50% of all workers 
in the manufacturing sector, many still 
occupy lower-level positions. The focus will 
now shift to increasing their relative stand- 
ing and increase the number of bumiputras 
who serve in registered professions 
through reforms of the national education 
system. 

The final version of the NDP also signals 
a sizeable propaganda victory for the prime 
minister. It fulfills a promise made by Ma- 
hathir last year that the government would 
push ahead with its own blueprint for a 
successor to the NEP. The pretext for this 
was provided when the National Economic 
Consultative Committee — the advisory 
body initially charged with formulating re- 
commendations on post-1990 economic po- 
licy — allegedly failed to reach a consensus 
though a package summarising the com- 
mittee’s work was later presented to the 
government. 

Having wrested even the ceremonial 
power for drafting a new policy from the 
multi-partisan panel and unveiling an un- 
usually liberal package of his own, Maha- 
thir has emerged as a champion of modera- 
tion who appears to be resisting the pres- 
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sures of both leftwing and rightwing critics 
who wanted to imprint a more extremist 
stamp on the new policy. 

The Outline Perspective Plan embody- 
ing the NDP also sets out major macro- 
economic and sectoral targets to the year 
2000. Real GDP is projected to grow at an 
average annual rate of 7% between 1991- 
2000, with the major impetus coming from 
manufacturing which is ed to ac- 
count for 37.2% of GDP by the end of the 
century, compared to 27% in 1990. Deve- 
lopment expenditures by the public sector 
under the new plan will total M$224 billion 
compared to an aggregate M$173.9 billion 
spent between 1971-90. 

Real private investment is targeted to in- 
crease at an average rate of 8% per annum 
for the rest of the 1990s, down from the cur- 
rent average rate of 9.4% in the previous 20- 
year period, though analysts believe it will 
have to increase four-fold to M$104 billion 
annually by the year 2000, if the NDP’s over- 
all feasibility targets are to be met. 

Real private consumption is expected 
to average 7.2% annually vs 6.3% under 
the NEP. The national savings rate, 
moreover, is expected to reach 35.2% by 
the year 2000, compared with the 29.2% 
posted at the end of 1990 — consistent with 
the government's attempts to reduce the 
nation’s reliance on sources of foreign cap- 
ital. 

On the trade front, the share of manu- 
factured goods in Malaysia's total exports is 

ed to increase to 81.8% by the year 
2000, vs 60.4% in 1990, while steps will be 
taken to contain the average growth in an- 
nual imports to 11.8% during the 1990s, vs 
the 15.7% rate recorded at the end of the 
NEP period. 

All this presupposes that Mahathir's 
target of an average 7% real growth in the 
initial phases of the NDP can be achieved. 
Economic shocks such as an outbreak of 
protectionism overseas or a sudden decline 
in commodities prices could force a reas- 
sessment of Mahathir's priorities. By the 
government's own admission, a decline in 
adjusted growth below the 7% level, 
“would . . . have a negative effect on em- 
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2 ployment targets and the achievement of 


distributional objectives.” 

Mahathir's futuristic vision for the na- 
tion is also yet to be subjected to the full 
weight of public scrutiny — particularly 
from more conservative Islamic elements in 
the prime ministers United Malays Na- 
tional Organisation (Umno) who had held 
out for stricter enforcement of the 30% 
bumiputra ownership requirement. 

The business community was impress- 
ed by the NDP’s overall emphasis on the 
qualitative aspects of development. Maha- 
thir spoke of the need to strike “an op- 
timum balance between the goals of eco- 
nomic growth and equity.” He stressed 
there would be “less need 
for extensive government in- 
tervention.” One foreign 
broker welcomed the appar- 
ent abandonment of what 
he said was the govern- 
ment’s prior fixation with 
equity ownership as an indi- 
cation of wealth. 

The chairman of the As- 
sociation of Banks in Malay- 
sia, Ahmad Mohammad 
Don said that what was im- 
portant was that the new 
plan “underlines the need 
for greater involvement of 
the private sector.” In his 
speech, for example, Maha- 
thir signalled a bigger role 





Mahathir: incentives. 


for private enterprise in the plantation sec- 
tor. He also indicated that investment 
policies will continue to be implemented 
“in a liberal manner so as to allow investors 
to have a majority ownership and control in 
their projects.” 

Given the subtle mixture of change and 
continuity which the new policy repre- 
sents, it was hard for the government's cri- 
tics to immediately grasp an angle of attack. 
Opposition Democratic Action Party secret- 
ary-general Lim Kit Siang claimed that MPs 
had not been given sufficient time to study 
all the inputs to the NDP and alleged that in- 
sufficient feedback from the public had 
been obtained before finalising the plan. 

Lim said the plan “therefore 
Š Jacks legitimacy and credibil- 

ity of being the product of 

national consensus.” 

For the time being, how- 
ever, the NDP’s stress on 
pragmatic, liberal and pro- 
gressive policies is likely to 
dampen specific criticism of 
the government's socio-eco- 
nomic strategy. Mahathir ar- 
gues that the unchanging 
realities of Malaysia's multi- 
ethnic society do not allow 
this strategy much leeway 
for change. Rather it has 
been given a new, and 
many hope, improved 
face. a 





AFGHANISTAN 


Pakistan pushes hard in new Afghan peace bid 
e 
Opening moves 





By Salamat All in Islamabad 


or the first time since the Afghan 

conflict erupted 12 years ago, a con- 

sensus is emerging among the par- 
ties involved that there is no alternative to a 
political settlement of the civil war. Pakis- 
tan, host to many of the Afghan mujahi- 
deen groups ranged against the regime of 
President Najibullah, has launched an in- 
tensive diplomatic effort to pave the way 
for an early negotiated settlement. 

Hopes for a break in the Afghan im- 
passe follow the offer of a new peace for- 
mula by UN Secretary-General Javier Perez 
de Cuellar and his recent visits to Iran and 
Saudi Arabia, the backers of various 
mujahideen groups. 

Perez de Cuellar’s proposal in May call- 
ed for a halt to the fighting and an end to 
foreign intervention. He proposed that this 
should be achieved through an intra-Af- 
ghan dialogue leading to broad-based in- 
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terim government in Kabul to ensure the 
Afghan people a choice of a permanent ad- 
ministrative structure for the country. 

The Soviet Union promptly accepted 
this framework, which already had the 
backing of the US. Islamabad followed 
suit, as did Kabul, Teheran, Riyadh and 
Peking. Pakistan’s secretary-general for 
foreign affairs, Akram Zaki, first sent 
his troubleshooter on Afghanistan, Riaz 
Mohamad Khan, to Teheran and Riyadh, 
and later visited both capitals himself. Zaki 
says the Iranian and Saudi views on the for- 
mula were identical to Pakistan's. In early 
June, Khan visited Moscow and reported 
fairly optimistic prospects of Soviet cooper- 
ation despite persisting differences of opin- 
ion on the nature of the interim govern- 
ment. 

The Soviet version is that Moscow's 
negotiator, Nikolai Kozyarev, told Khan 
that a ceasefire must precede the interim ar- 
rangement and that Najibullah could not be 
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excluded from any interim government. 
This is in sharp contrast to Pakistan’s asser- 
tion that most of the mujahideen groups 
will not end their armed struggle before a 
settlement or accept Najibullah, but that 
these groups were willing to accept the in- 
dusion of Kabul leaders not associated with 
the repressive acts of the regime. 

These differences apart, the Soviet 
media reported Kozyarev as saying: “The 
mere fact that such talks were held after a 
three-year break can be regarded as a sign 
of the changing attitude of Pakistan to- 
wards unblocking the Afghan conflict.” 

Khan also said a return Soviet visit was 
due very soon. Unconfirmed reports also 
have it that Kabul’s ambassador to Mos- 
cow, Gulab Zoy, recently made a quiet visit 
: to Islamabad, and that Shahnawaz Tanai, 
Najibullah’s former defence minister and a 
failed coup leader who was later linked to 
fundamentalist mujahideen leaders, made 
a visit to Moscow. 

Other notable visits in the Afghan con- 
text included those by the Iranian and 
Saudi foreign ministers to each others 
capital in early June, and visits to Teheran 
by the Peshawar-based Afghan Interim 
Government (AIG) president Sibghatulla 
Mojadedi, National Islamic Front leader Pir 
Ahmad Gailani and Jamiat-e-Islami leader 
Burhanuddin Rabbani. The three Afghan 
leaders are considered moderates, as op- 


INDONESIA 


posed to Islamic funda- 
mentalists like Hizbe Is- 
lami chief Gulbuddin Hek- 
matyar. 

Pakistan’s hopes for a 
breakthrough appear to be 
based on the belief that the 
Soviets would not make 
a ceasefire a precondition 
for starting the proposed 
intra-Afghan dialogue and 
the decision to form an 
interim government in 
Kabul. 

Further, it is thought 
that Moscow would not 
allow anything to wreck 
prospects for a settlement 
and would, despite its 
current stand, eventually 
agree to an interim govern- 
ment without Najibullah. 
Also, the Pakistanis think 
that the mujahideen groups will, at the 
appropriate time, change their tune about 
excluding the entire ruling hierarchy in 
Kabul from any interim government. 

Perez de Cuellar’s personal representa- 
tive, Benon Savon, is expected in Islamabad 
soon to meet Afghan resistance leaders 
and initiate the process of intra-Afghan 
consultations. 

Pakistani diplomats believe the propos- 


Licence lament 


Indonesia’s leading editors and jour- 
nalists have re-opened debate on the 
state of the press in the country by telling 
a parliamentary commission that the gov- 
ernment’s efforts to maintain strict con- 
trol of the media is making a mockery of 
press freedom, a right protected under 
law. 

“We are working in an atmosphere of 
fear,” said Media Indonesia's Yousli Syah, 
one of 23 senior journalists invited to tes- 
tify before the commission. The renewed 
debate on the press puts the ball back in 
the court of Information Minister Har- 
moko who, in late May, had insisted that 
less government control of the press 
would “lead to anarchy.” 

The editors focused their displeasure 
on a 1984 Information Ministry decree 
which allows the information minister, 
after consulting the National Press Coun- 
cil, to revoke the publishing licence of 
newspapers and magazines if they fail to 
report in a “healthy, free and responsible 
manner.” The decree gives Harmoko 
wide powers since he also chairs the 
Press Council. 
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Journalists have long complained that 
the decree contradicts the 1982 Press Law 
— which should have precedence over a 
minister's decree — which specifically 
states that the press will not be censored 
or banned. 

Journalists in general do not complain 
about the requirement to obtain a pub- 
lishing licence, though they are very crit- 
ical of the fact that they have no recourse 
if a licence is revoked. But they do not 
think Harmoko will back down. “{Har- 
moko] will fight back,” said one promi- 
nent editor. 

He said that while many cabinet 
members favour a freer press, Harmoko 
would leave the final decision to Presi- 
dent Suharto who would probably prefer 
keeping press regulations as they are at 
least until after the presidential elections 
in 1993. 

“The important thing about the 
editors’ stance,” said another senior jour- 
nalist, “is that it shows there is some lee- 
way for probing the boundaries and that 
the editors are prepared to probe.” 

A major frustration for Indonesian 
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3 ed conference has a good 
chance of success as both 
the Kabul regime and the 
mujahideen are under 
pressure. The guerillas 
have been told that the 
support they are getting 
is not open ended. Hence 
the two sides cannot 
ignore the possibility of 
Moscow and Washing- 
ton, the two biggest aid 
donors, striking a bargain 
that may not be to the lik- 
ing of the warring sides. 

Within Pakistan, too, 
the implementation of 
Afghan policy has been 
streamlined. The Foreign 
Ministry, rather than the 
Inter Services Intelligence, 
is now in the forefront and 
the hardliners among sup- 

porters of the Afghan resistance are said to 
have already advised the guerillas to avoid 
fresh offensives. icy is now 
handled by a panel headed by President 

Ghulam Ishaq Khan and comprising Prime 

Minister Nawaz Sharif, the three service 

chiefs, heads of the intelligence agencies 

and a representative of the Foreign Minis- 
try. This is designed to prevent the various 

agencies working at cross-purposes. w 


journalists is that the boundaries of ac- 
ceptable reporting are unclear and 
change over time, usually without prior 
notice. From time to time, military offi- 
cals contact editors to “suggest” that cer- 
tain stories — usuaffy those that put the 
military in a bad light — should not be 
covered. 

Ani Idrus, of the Medan-based Was- 
pada, told parliamentarians that military 
restrictions prevented her from reporting 
accurately on clashes between the mili- 
tary and separatist rebels in Aceh, north 
Sumatra. 

Those who refuse to “self-censor’ run 
the risk of being shut down. In the mid- 
1980s two Jakarta-based publications — 
Sinar Harapan and Prioritas — had their 
licences revoked. Last October the 
magazine Monitor was shut down by 
Harmoko after publishing a popularity 
poll which ranked the Prophet Muham- 
mad 11th. 

Harmoko, who was part-owner of the 
Monitor, said the poll caused religious 
dissension. In April the editor was 
sentenced to five years’ jail for blas- 
phemy. 

While most journalists agreed that the 
poll was ill-advised, they hold up Har- 
moko’s unilateral closure of the magazine 
as proof of the government's “excessive” 
control of the industry. m Adam Schwarz 
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It brings together nine industries _ 


nder one roof, and hence the 
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Australia 

German-Australian Chamber 
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P.O. Box A 980 
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Tel.: (G2) 26144 75/2 614478 
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Telefax: 2673807 


Hong Kang 

World Fair Consultants Ltd. 
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Tony Fung 
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42, Wellington Street 
Centrat Hongkong 

Tel.: (05) 22 66 46 

Telex: 64 878 PTCL HX 
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Messe Frankfurt 
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Veer Nariman Rd. 
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Tel.: (022) 2186131 

Telefax: 2180523 


indonesia 
PT Citra Harapan Abadi 
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§ 490738 
Telefax: 54845 60 


Japan 
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Chiyoda-Ku 

Tokyo 102 

Tet.: 5275-2851 
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P.O. Box 11683 
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Tariq Brothers 
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Frankfurt am Main, 24.-28.8.1991 


Karachi 14 
Tei.: (0 21} 3104 04/05 
Telex: 27 81 tariq pk 


Philippines 

European Chamber of 
Commerce of the 

Philippines {ECCP) 

C.P.0. Box 215 Makati 

1299 Makati MM. 

Tel.: (02) 854-747/8 66-9 96 
Telex: 66 045 eccpi pn 


South Korea 
Korean-German Chamber of 
Commerce and tndustry 
C.P.0. Box 4963 

Seoul 

Tel.: (02) 7 7615 46-9 
Tetex; dkihk k 22640 


Taiwan 
German Trade Office Taipei 
4F No 360, 
Min-Shang E Road 
Taipei 10444 
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506 2467 
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Thaitand 

German-Thai Chamber 
of Commerce 

G.P.O. Box 1728 
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Tel.: (02) 2 36-23 98, 
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Telex: 82836 GTCC TH 
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_ LDP accepts proposals aimed at political reform 


Money and merit 





S he adoption of three political reform 
l proposals by the Executive Council 
of the ruling Liberal Democratic 
~ Party (LDP) has surprised most observers 
and even some players. 
The plan calls for tighter controls on po- 
litical funds, redrawing the map of Japan's 
_ electoral districts for the first time since 1947 
_ and replacing the present multiple-member 
_ constituencies with a dual system. The new 
_ electoral system would be a combination of 
_ single-seat districts and a nationwide pro- 
"portional representation system. 
-=y Similar reform schemes were put for- 
ward during the 1950s and early 1970s, but 
_ both proposals eventually collapsed amid 
disputes over re-districting. This time the 
task has been given to an independent ad- 
_--visory body, the Electoral System Council, 
_ headed by Yomiuri Shimbun newspaper pre- 
-sident Yosoji Kobayashi. The council is due 
to submit a new electoral map by 25 June, 
which the LDP has said it would incorporate 
_ -without changes into a draft bill based on 
-the party's own reform proposals. 

In addition, Prime Minister Toshiki 
Kaifu said on 6 June that an extraordinary 
‘parliamentary session to implement politi- 

-cal reforms should be convened “as soon as 
possible,” which could be as early as July. 
_Kaifu’s own future may depend on pro- 
gress being achieved before his present 
term as prime minister expires in October. 
-“Kaifu bet his political career on the prom- 

dse to implement political reform,” com- 
Tnentator Minoru Morita noted. “If he is 
forced now to admit that this is impossible, 
-then the Kaifu cabinet should be dissol- 
H ed. n 
_ But now that public concern over the 
“1988 Recruit share scandal has diminished, 
“Support for electoral reform among rank- 
and-file LoP MPs is almost nil, particularly 
among younger members who are less 
likely to have a shot at the safest seats. Al- 
ough the Komei Party is increasingly act- 
_ing as a coalition partner with the LDP and 
“18 expected to support the LDP, other parties 
_are generally opposed to the proposed re- 
„forms — which they fear would strengthen 
_Lpp domination of the lower house of par- 
lament. 
= The lower house is, at present, com- 
_» | posed of 512 members elected from 130 dis- 
tricts, each consisting of three to five seats. 
To maintain a majority, a party must win at 
least 257 seats, equivalent to two seats in 
each electoral district. The LDP has been 




































able to maintain a majority in every general 
election since the party was established in 
1955 and presently controls 280 seats, or 
more than twice the strength of the largest 
opposition party, the Social Democratic 
Party of Japan (SDPy). 

Partly as a result of the multiple-mem- 
ber constituency system, Japanese politics 
has evolved in such a way that the most 
hard fought contests take place among LDP 
members of different intra-party factions — 
or among the opposition contesting what 
are in effect safe LDP or opposition seats. 

Since the LDP candidates from rival fac- 
tions contesting the same seat are members 
of the same party, election campaigns often 
have little or nothing to do with govern- 
ment policy. The focus is rather on winning 
support on the basis of personality. 

According to a study conducted in 1989, 
the average early term MP spends about 
¥120 million (US$890,000) annually, includ- 
ing in non-election years. In the past, much 
of this expenditure has gone on public rela- 
tions activities, such as sending New Year 
cards to constituents, making contributions 
to festivals and weddings or supporting 
local cultural and sporting events. Appro- 





imately 80% of the funds used by politi- 


cians are generated by donations from busi- 
ness firms and political support groups, 
with the rest provided by parties and gov- 
ernment subsidies. 

The reform proposals call for expanding 
the number of electoral districts from 130 
to 300, with each constituency electing a 
single member. In itself, switching to 
single-member constituencies would be 
disadvantageous to the opposition parties. 
At present, candidates from two opposition 
parties can both run and win in the same 
district, Meiji University political historian 
Nobuo Tomita said. Under a first-past-the- 
post system, however, the opposition vote 
would be split unless the parties cooper- 
ated. 

To counter this bias in favour of the LDP, 
the Electoral System Council. originally 
proposed that an additional 200 seats be 
elected on a national proportional basis. 
Under the current LOP proposals, however, 
the number of proportional seats would be.. 
limited to 171. Voters would mark two bal- 


-ots — one for a candidate running in their 


district and another for a party list of na- 
tional candidates. 

Switching to a. single-seat constituency 
system would force politicians to compete 
with. candidates from. different parties. 
This, reform: proponents believe, would 
transform the election process into a true 
referendum. on. government. policy rather 
than the popularity contest it is today. They 
also see such a system weakening the influ- 
ence of intra-party factions. a 





SINGAPORE 


Eye on the 
censors 


A committee formed by the Singapore 
Government to study its censorship 
laws with a view to relaxing them con- 
tains many members with liberal. ten- 
dencies, raising hopes that the panel 
may end up recommending at least 
some easing of the country’s censorship 
laws, particularly in respect of the per- 
forming arts and cinema and, to a much 
lesser extent, the media. 

The formation of the committee, an- 
nounced on 8 June by the Ministry of In- 
formation and Arts, comes after some 
tentative signs of liberalisation over 
films screened in Singapore. The Acting 
Minister of Information and Arts, 
George Yeo, as well as Prime Minister 
Goh Chok Tong, have made a number 
of statements recently that they would 
like to abolish unnecessary restrictions 
i while retaining those regulations that 





] 


they consider necessary in the national 
interest. 

The 18-member panel — chaired by 
law professor and Singapore's ambas- 
sador at large Tommy Koh — includes 
Philip Jeyaretnam, a young writer and 
the son of opposition Workers’ Party 
leader J. B. Jeyaretnam, liberal-minded 
novelists Catherine Lim and Robert Yeo, 
senior journalists from the local news- 
papers and respected academics such as 
Pang Cheng Lian and economist Lee 
Soo Ann of the University of Singapore. 

The committee will look into the cen- 
sorship of films, videos, publications 
and live performances. Its recommenda- 
tions, expected to be ready by April 1992, 
will not be binding. 

One faint sign: of liberalisation is al- 
ready visible. In July, Singapore will 
usher in a classification system for films 
whereby those with adult themes will 
be screened with minimal cuts but re- 
stricted to audiences older than 18 years, 
unlike the current practice of censoring 
them heavily for general release or, if 
they contain too many offensive scenes, 
banning them altogether. 

E-N. Balakrishnan | 
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_ Awaiting the ultimate sanction 


series of recent, and often seem- 
| ingly unconnected, events have 

fanned speculation both inside 
China and beyond that the coun- 





| trys s leadership might have been seeking 


reconciliation around the second anniver- 


‘| sary of the 4 June crackdown. 


- Portents include the appointments of 


| Zhu Rongji, Zou Jiahua and Qian Qichen 


- all reform-minded and with fairly good 
international images — as vice-premiers 


and state councillor respectively, at the Na- 
_tional People’s Congress (NPC) earlier this 
‘| year. Further, Deng Xiaoping’s decade-old 


remarks about “mind emancipation” and 
developing science and technology” were 
being quoted again by China’s leaders. 
And in late May, leading newspapers car- 
ried a speech advocating more thorough re- 
form by Prime Minister Li Peng, commonly 
seen as a conservative. : 

More recently, the People’s Daily of 2 
June reported that former politburo stand- 
` ing committee member Hu Qili and former 
secretaries of the party central committee 
secretariat Rui Xingwen and Yan Mingfu, 
who lost their posts due to their connection 
with the “chaos” of 1989, were given new 
jobs as deputy ministers. 

It is not hard to see Deng’s hand behind 
these events, for Deng — albeit notionally 
in retirement — still pl&ys a significant role 
in Chinese politics. For over a decade, his 
thinking on implementing reforms has re- 
mained basically the same. He is even 
employing the old means by which he 
launched reform in the late 1970s — nota- 
bly promoting reformist figures and con- 
vening a conference on science and tech- 
nology. 

But while Deng’s wish for the present 


| leadership to speed up reform is sincere, 


and conditions now bear some similarities 


to those of over a decade ago, the situation 
“is. fundamentally different in several re- 


spects. Although Deng may want to start a 
new round of reforms, current circum- 
stances are unfavourable. 

The biggest problem is the gerontocracy. 
The most powerful people in China are not 
the party general secretary or the prime 
minister but a generation of octogenarians 
— a group that is by no means monolithic. 
At one extreme is Deng, who has long 
advocated reform and opening China to 


-broader influences. At the other is Chen 


Yun, the country’s economic planning chief 

and representative of conservative forces. 
To some extent, Deng’s personal in- 

volvement in China’s political and eco- 
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By Yan Shi 


nomic affairs is good for reform. However, 
it also sets an example to others of retiring 
but not giving up power. As a result, these 
veterans continue to make public appear- 
ances to show they are still alive and active. 

Differences of opinion among this el- 
derly group will inevitably affect concrete 
developments. Some Chinese hope there 
will be changes after their deaths — as hap- 
pened after Mao Zedong died. However, 
conditions now are more complex, mainly 
because of the large number of individuals 
involved. Also, unlike Mao, their passing 
will be spread over a 
number of years — with 


each death leading to a Se cave the political stage. 
greater or lesser realignment Meanwhile, Leftism and 
of forces inside the com- if the Maoism are being resusci 
munist party. 2 tated. In key governmen 
This evolution through Conservatives departments, employees. 
mortality dictates changes NP oe take turns to be released for 
that will be gradual rather die first a week's socialist education, 
than eruptive, with the and copies of Mao's. Selected: 
order of deaths largely de- and the Works are distributed to 
ciding the final outcome of ere a them for study. Leadi 
the process. If the conserva- reformers in have also increasingly call 
tives die first and the refor- on the masses to guard 
mers in the leadership take the against “peaceful evolution” 
the upper hand, China may ; conspiracies by hostile West- | 
enter a new period of reform leadership ern forces and propagate the _ 
peacefully. If the opposite advantages of the socialist | 
occurs, it is likely China will take the system. a 
experience radical changes Another important: as- | 
similar to those that rocked upper hand, pect of reform is, as always, | 
some East European coun- a reformers. At present, the | 
tries. China may reformist camp lacks leaders | 
In addition to the uncer- who enjoy popular confi- | 
tainties brought about by the enter a new dence. After 4 June, reform: 
rontocrats’ tenacious grip, . ist forces within the : 
Pete are other sie dis period of suffered serious pat ars : 
and - political — stalemates. Party secretary Zhao Ziyang | 
There has barely been any reform was ousted, and few mem- | 
breakthrough in terms of bers of his think-tank sur- | 
economic reformist theory peacefully vived the purge. Liberal- | 


since the mid-1980s, and 

many major problems re- 

main unresolved. The price system, for 
example, is still based on the state, rather 
than the market, determining the value of 
key commodities. 

The adjustment of food prices in May — 
which sought to redress the huge budget 
deficit — has yet to show any serious result 
other than merely transferring money from 
one pocket into another, while a large 
number of state-run enterprises continue to 
operate at a loss. Such problems will con- 
tinue without structural changes in the 
economy. These are unlikely to be intro- 
duced by a leadership that emphasises 
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stability as its overwhiming priori 
Politically, China's leadership has yet 
recover from the crisis that culminated 
the 4 June trauma. The party has paid 
high price for its crackdown on the demic 
cracy movement, engendering widesprea 
doubt and resentment towards: itself: - 
both among’ the masses and from within 
the party's own ranks. No national recon- 
ciliation will be possible without a rehabili- 
tation of the 4 June “event.” But since the 
suppression represented the collective act | 
of the octogenarians and those in power; it | 
is hard to see how the issue 
can be resolved before they 













i 















minded reformers’such as 

Ruihuan and Zhu Rong} 
despite being promoted by Deng, can do 
little under present circumstances without 
endangering their own survival. 

In sum, the present time is another | 
transitional period in the history of post- | 
1949 China. And though a level of coexist: | 
ence will evolve between reformist and 
conservative forces under the cover of arti: 
ficial stability, the struggle for succession 
will continue as it did in the past when an 


emperor lay dying. 


Yan Shi is a pseudonym for a Chinese political i 
analyst. l 
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Japan finance minister 

leads premiership poll 

> Finance Minister Ryutaro Hashimoto 
and the controversial former transport 
minister Shintaro Ishihara headed the list 
of possible candidates to succeed Prime 
Minister Toshiki Kaifu next October in a 
recent Mainichi Shimbun poll. The 
photogenic Hashimoto was named by 24% 
of respondents as the person they wanted 
as the next prime minister, while 19% 
preferred Ishihara, who published the 
third in the series of The Japan Which Can 
Say ‘No’ books last month. Others named 
were Kaifu (13%), former deputy prime 
minister Kiichi Miyazawa (10%) and 
former secretary-general of the Liberal 
Democratic Party Ichiro Ozawa (5%). 
Hashimoto and Ishihara’s appeal was 
strongest among women, with Hashimoto 
drawing strong support from members of 
the Democratic Socialist Party, and 
Ishihara favoured by unaffiliated voters 
and members of the Social Democratic 


Party of Japan. 


Sino-Thai ties boosted 
by president's visit 
> Thailand’s close relations with China 
were shored up by a six-day state visit by 
Chinese President Yang Shangkun starting 
on 10 June. Yang arrived with a 100-strong 
delegation, including Foreign Minister 
Qian Qichen and military officials. Bilateral 
relations were the main subject of talks, 
but Yang called for a political solution in 
Cambodia in a banquet speech which 
diplomats said was significant for its lack of 
the usual rhetoric against Vietnam and the 
Phnom Penh regime. Bangkok still retains 
high-level official contacts with 
Peking, particularly at a military level — 
which has aroused concern among some 
of Thailand's Asean partners in the past. 
Thailand was also one of the few countries 
in the region which did not publicly 
condemn the brutal 1989 Tiananmen 
Square clampdown on the pro-democracy 
movement. 


US lawmakers vote 
to halt aid to India 


> The US House of Representatives on 13 
June voted to halt economic aid and 
military sales to India unless it stops 
producing nuclear weapons. At stake is 
US$22 million in development aid and less 
than US$1 million in assistance for military 
training programmes requested by the 
Bush administration for India in 1992. An 
additional US$77.6 million in food aid 
would not be affected. The House voted to 
attach the conditions to a foreign aid bill 


after rejecting an effort by backers of 
Pakistan to have similar restrictions on that 
country lifted. Representative Stephen 
Solarz, the chairman of the Foreign Affairs 
subcommittee on Asian and Pacific affairs, 
said the provision on India would probably 
be watered down or removed altogether as 
the bill makes its way through the 
legislative process. 


Panel to investigate 
Sri Lanka massacre 


> Sri Lankan President Ranasinghe 
Premadasa has appointed a commission of 
inquiry to investigate allegations that 
troops were responsible for the killing of 
civilians near Kokadicholai in eastern 
Batticaloa district. The 12 June massacre 
followed the death of three soldiers in a 
landmine explosion. According to 
members of parliament, more than 100 
people were killed in reprisals by the 
troops. Premadasa chose two retired 
Supreme Court judges and a former senior 
public servant drawn from the Sinhalese, 
Tamil and Muslim communities to sit on 
the commission of inquiry. 
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Burma joins UN 

convention on drugs 

> Burma acceded to the UN 1988 Vienna 
Convention against illicit traffic in narcotic 
drugs and psychotropic substances on 11 
June, a Burmese Foreign Office official in 
Rangoon said. He added that Burma's 
commitment to narcotics suppression 
should now be internationally recognised, 
and that allegations of Burmese 
involvement in the illicit narcotics trade 
would no longer be sustainable. Burma's 
eastern frontier with Laos and Thailand 
forms the notorious Golden Triangle, 
which has long been a major source of 


opium. 
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Former Dhaka leader 
convicted on arms tee 


> A special tribunal 
convicted deposed 
Bangladesh president 
H. M. Ershad of 
illegal possession of 
firearms and 
sentenced him to 10 
years’ jail on 13 June. 
After a four-month 
trial, tribunal 
chairman Judge 
Mohammad Habibullah found Ershad 
guilty of keeping eight unauthorised 
firearms and 375 rounds of ammunition, 
recovered from his home after he was 
forced to relinquish power in the wake of 
a massive protest movement in December 
1990. Ershad, 61, said; “It’s not a fair trial. 
I shall go to higher courts.” Former 
vice-president and Jatiya Party leader 
Moudud Ahmed said: “[He] will lose his 
membership of parliament if the higher 
court does not stay or overrule the verdict 
of the special tribunal.” 





Ershad. 


Manila, Pyongyang 

agree on diplomatic ties 

> The Philippines and North Korea have 
agreed to establish diplomatic relations. In 
a joint statement on 13 June, Foreign 
Secretary Raul Manglapus and visiting 
North Korean Deputy Prime Minister Kim 
Dal Hyon said they planned to seal the 
agreement before tif end of the year. The 
two sides also hope to conclude a pact on 
trade and cooperation. Kim, who 

headed the first official North Korean 
delegation to visit Manila since the end of 
the Korean War, reportedly gave 
assurances that Pyongyang would not 
continue its support for the 22-year-old 
Philippine communist insurgency. 


Kashmir governor orders 
probe into army rampage 

> Jammu and Kashmir Governor Girish 
Saxena has called in the Indian Central 
Bureau of Investigation over an alleged 
massacre by Indian paramilitary troops in 
the state capital, Srinagar, on 11 June. 
Local leaders said the went on a 
rampage, shooting dead 18 shopkeepers 
and bystanders in the Chota Bazar district 
after one of their colleagues was killed by 
sniper fire. Officials said the troops have 
been suspended from duty, but gave no 
details. The Chota Bazar killings and other 
incidents on the same day claimed 46 
lives, and resulted in strict curfews 

and army patrols for two days 
afterwards. 
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DEFENCE 1 


Soviet commander reveals details of Far East cutbacks 


Holding the line 





By Tai Ming Cheung i in Khabarovsk, _ 
Tokyo and Peking 


The Soviet military presence 
in the Far East is being con- 
verted from a sprawling of- 
fensive army equipped with 

~ “Soften aging weaponry and 
with many undermanned units to a lean 
. and mean force which is defence-oriented 
but may actually be more able to inflict 
damage on neighbours. 

This is the essence of changes described 
to the Review by Col-Gen. Viktor Novo- 
zhilov, commander of the Far East Military 
District (MD) in the first ever such interview 
with a foreign reporter. The cuts, which 
included a reduction in 
the number of troops in Novo- 
zhilov’s own district from 
200,000 to 150,000, are in line 
with a master plan for the entire 
Far Eastern strategic theatre an- 
nounced in December 1988 by 
Soviet President Mikhail Gor- 
bachov. 

The Gorbachov plan called 
for 120,000 troops to be 
demobilised over a two-year 
period in the three military dis- 
tricts between the Urals and the 
Pacific and was completed on 
schedule, Novozhilov claimed. 
But he also spoke of plans for 
upgrading equipment, includ- 
ing tanks. This suggests that 
over a longer period of perhaps 
five years Soviet forces in the 
area, while significantly smaller 
in number, should achieve a 
sharp improvement in quality. 

Despite the steady qualita- 
tive upgrading of its Far East 
military strength the Soviet 
Union is pushing hard to draw 
Asia-Pacific states — notably 
China, Japan and the US — 
into arms-control negotiations. 
But lingering Cold War suspi- 
cions, opposition among mili- 
tary chiefs and geo-strategic realities con- 
tinue to dampen the prospects for a 
negotiated end to East-West military con- 
frontation in Asia. 

With or without Gorbachov’s grand ges- 
ture of demobilisation Soviet forces in the 
` Far East would almost certainly have un- 
dergone major changes of structure in the 
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past two years. Novozhilov confirmed that 
even before the demobilisation programme 
was announced many divisions under his 
command were undermanned, compris- 
ing only between 2-7,000 personnel in 
peacetime — or between 20% and 50% of 
their wartime complement. 

A low level of operational readiness 
may have led to the transfer of eight active 
motorised rifle divisions (MRDs) into the re- 
serves. A further eight MRDs each lost one 
regiment; one army corps headquarters 
was deactivated; 12 aviation regiments 
were disbanded and 16 warships — nine 
submarines and seven surface vessels — 
were decommissioned. 

A second noteworthy feature of the 





Gorbachov demobilisation programme is 
that almost all cutbacks came from units 
deployed facing China, where the bulk 
of Soviet ground forces in the region 
are concentrated. Apart from the 50,000 
troops withdrawn from the Far East 
MD another 70,000 troops were taken 
from the Siberian and Transbaykal MDs 
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One Mongolian-based MRD..was. 
banded, while a further two divisions. pre- 
viously based in the country were rede- 
ployed to the Transbaykal MD. By contrast, 
there have been few reductions of units fac- 
ing Japan, though Novozhilov said 30% of 
one division, or some 2,000 personnel, 
stationed in the disputed Kurile Islands 
would be demobilised by the end of this 
year. i 
This token gesture was announced by. 
Gorbachov when he visited Tokyo in early. 


April. The move was clearly meant as a sopi 


to Japanese nationalists but it hardly dents 


the Soviet forces — which by official Soviet 


, figures include some 325,000 |. 
2 troops, 4,500 tanks, 870 combat 


and 55 large surface ships — ar- 


based US units. a 
One of the most important. 
features of these cutbacks is a- 
major effort by the Soviets to 
shift their remaining forces 
from their previously heavily. 
offensive-orientated posture 


are also being restructured to. 
focus on defensive operations. 


rifle regiment based near 
Khabarovsk told the Review 
that before the introduction of 
the defensive doctrine over the 
past few years, 70% of the train- > 
ing was geared towards offen- 
sive missions. “Today, all our 
training is defensive in nature,” 
he said. 5 
Despite these substantial re- 
ductions, a formidable military 
structure remains in - place. 
Novozhilov said he still had 18 


equipped with some 6,000 main 
battle tanks and 1,200 aircraft. 
His command is broken down into six artil- © 
lery divisions, two MRDs, eight machines 
gurvartillery divisions and probably two 
tank divisions. : 
It is estimated that there are now some 
480,000 military personnel, including air: 
and naval forces, remaining in the Far East = 
and Transbaykal MDs and Mongolia, with a 
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aircraft, 7,000 artillery. systems: 


rayed against Japan and Asian- fo 


into a more defensive structure... 
Military exercises and training 


The commander of a motorised... 












divisions under his command, | 
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combined total of 12,600 tanks and 1,690 
aircraft. Although such heavy concentra- 
tions of Soviet forces are a major source of 
concern to Asian and US defence planners, 
a greater worry is the Soviets’ concerted ef- 
fort to modernise their equipment. 

Until a few years ago, Soviet forces in 
Europe had priority in the allocation of the 
most modern weapons being produced by 
the Soviet defence industry, with Far East- 
ern forces receiving 1950s and 1960s gener- 
ation equipment. With the withdrawal of 
Soviet forces from Eastern Europe, Soviet 
Far Eastern forces have been accorded a 
higher priority in the delivery of the latest 
weapons systems. 

Of the Far East MD's 6,000 tanks, 10% 
are modern T62, T72 and T80 tanks, with 
elderly T54s accounting for the reminder. 
Novozhilov estimated that by 1995, the 
number of T80s could make up as much as 
70-80%, of total tank numbers, or between 
4,200-4,800 vehicles. 

The upgrading of Soviet air power in the 
region is another major concern — in par- 
ticular the introduction of modern combat 
aircraft. These aircraft, which include the 
MiG29, MiG31, Su24 and Su27, are quickly 
replacing older fighters, such as the MiG21 
and Sul7, to provide significantly en- 
hanced air defence and deep penetration 
capabilities. Although the dozen or so tacti- 
cal air ts that Novozhilov says have 
been disbanded would amount to an esti- 
mated 40% reduction in Soviet air power in 
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and most advanced tank in the Soviet 
-armoured Parked in their 


ni inventory. 
oF sheds protected from the sub-zero win- 
_ ters and wet summers, the tanks look 


_ A tank commander explains that the 

bx t has been able to take only a 
small number of the tanks out for man- 

_ oeuvres, which has the unit's 
eet ta ea ee 


“The technical sophistication of the 


the Far East MD, analysts 
say almost all these aircraft 
would be older-generation 
fighters. 

The introduction of these 
more sophisticated arms 
does not necessarily trans- 
late into an immediate gain 
in combat capability. The 
late-model tanks’ advanced 
technology, for example, 
has posed headaches for 
units being re-equipped 
with the new vehicles. The 
commander of a motorised 
rifle regiment visited by the 
REVIEW said it took his 
unit almost a year to train on 
the T80 tanks before reaching operational 
readiness. And the cutback in exercises 
meant the regiment can only train once a 
year. 

Japanese defence officials say the Soviet 
Far Eastern air force has more than 300 
modern fighters out of a total of more than 
2,200 aircraft — which includes reconnais- 
sance, bomber, fighter and ground-attack 
aircraft. Soviet military officials say they 
have some 180 modern fighters in the Far 
East MD, made up of MiG29, MiG31 and 
$u27 jets, with a similar number of MiG23 
fighters. 

The Soviets are also continuing to build 
up their naval forces in the Pacific, already 
the largest and most potent of the Soviet 


Novozhilov. 


new tank has also been a major head- 
ache. The skills of the unit's soldiers, 
who — apart from the officers and non- 
commissioned officers — are all con- 
scripts, are relatively low, and turnover 
is high because they serve for only two 
years. As a result, whenever conscripts 
pass their training courses they are al- 
most ready for demobilisation. 

The regiment's political commissar 
says that discipline in the ranks is good. 
There are posters and slogans every- 
where on the soldiers to learn 
from Lenin, defend the Motherland and 
support perestroika. 

The radical taking place in 
the rest of Soviet society, with its sub- 
sequent ramifications for the army, are a 
source of to the unit's officers 
and soldiers. One of their many con- 
cerns is the plight of their counterparts 
based in the European parts of the 
Soviet Union. These troops, who were 
swiftly withdrawn following the col- 
lapse of the communist regimes in East- 
ern Europe, now have to endure 

conditions as the Defence Minis- 

try has neither the money nor facilities 
to house them properly. 

m Tai Ming Cheung 
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navy’s four geographical 
fleets. According to inde- 
pendent figures, the Soviet 
Pacific Fleet, headquartered 
in Vladivostok with bases 
stretching from Petropav- 
lovsk in the Kamchatka 
Peninsula to Cam Ranh Bay 
in Vietnam, has some 69 
major surface warships — 
including two aircraft car- 
riers, 15 cruisers, seven de- 
stroyers and 45 frigates — as 
well as more than 100 sub- 
marines. 

Novozhilov also con- 
firmed the existence of one 
7,000-strong naval infantry 
division, whose mission was primarily to 
defend Soviet naval installations. Japanese 
and US military authorities have been con- 
cerned that this unit may be employed in 
an amphibious offensive role. 

Because of the switch to a more defen- 
sively oriented doctrine the navy’s focus is 
now mainly on coastal defence, especially 
in the Sea of Okhotsk which the Soviets 
have attempted to turn into a sea “bastion” 
to protect their submarine-based nuclear 
deterrent. This concentration on coastal de- 
fence may represent a greater source of po- 
tential danger for the Japanese and US, 
especially as much of the new Soviet naval 
activity takes place in the immediate vicin- 
ity of the seas around Japan, defence ana- 
lysts say. 

Japanese and US officials have publicly 
voiced concern that some of the estimated 
10,000 or more tanks being moved east of 
the Urals as part of the Conventional Forces 
in Europe (CFE) agreement signed in late 
1990, may be redeployed to the Far East. 
Part of this concern stems from apparent 
Soviet attempts to circumvent the CFE treaty 
by transferring a number of MRDs from 
forces assigned to Northern Europe into the 
naval infantry, which is not included in the 
CFE arrangements. 

The Soviets, however, have sought to 
assure the US and Asian states that there 
will not be any quantitative increase in 
Soviet Far Eastern force levels as a conse- 
quence of these CFE transfers. They say that 
most of the equipment will be put into stor- 
age wells to the west of the Transbaykal 
and Far East MDs. 

The combination of huge force reduc- 
tions in Europe and substantial cuts, albeit 
with improved equipment, in the Far East 
could make it difficult for Gorbachov’s ad- 
ministration to get the military to com- 
promise on additional troop cuts in Asia, 
especially if other states in the region do not 
reciprocate. 

Any future arms reductions can only 
take place “on a mutual, negotiated basis” 
Novozhilov says. This perhaps reflects op- 
position by Soviet military chiefs to seeing a 
further reduction of the military establish- 


27 JUNE 1991 


CITATIONIET 


So 


The sensible Citation business jets. 
From Cessna. 

When it comes to choosing a business jet, 
companies worldwide have made Cessna 
Citations the overwhelming choice. 

Nearly 1,800 Citations have been delivered, 
making them the best-selling business jets of all 
time. Last year alone, more than one out of 
every two light and medium business jets 
delivered was a Citation ~ representing an 
amazing 60% of the world market. 

The reasons are simple: 

Citations cost less to own and operate than 
any other aircraft in their respective categories. 
They offer outstanding performance. Excep- 
tional passenger comfort. An unparalleled 
safety record. Backed by the largest dedicated 
support organization in the business jet industry. 

And now there are even more reasons to 
choose a Citation. Because now there are six 
separate models from which to choose. 
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CITATION II 


- Never HaveThere Been 
Many an Choose A Citation. - 


It is the most extensive line of business jets in 
the world. Offering enough choices to meet 
every imaginable corporate mission. 


CitationJet. The first new-generation business 


jet to use a highly efficient laminar-flow wing 


and advanced turbofan engines. 

Citation II. The best-selling business jet of all 
time, guaranteed to cost less to operate than the 
leading turboprop, or any other business jet. 


Citation V. A truly spectacular combination 
of speed, overall operating performance and 
passenger comfort. Spacious, versatile, reliable, 
and economical, it is perhaps the best value 
ever offered in a business jet. 


Citation VI. Priced substantially lower than all 
other midsize business jets, with stand-up com- 
fort and performance characteristic of midsized 
Citations. And Citation III, Cessna’s original 
midsize, continues to offer the most advanced 
technology available. 
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Citation VII. Takes the midsize jettoanew < 

= — with outstanding high-altitude and hot- 
rformance, coupled with the highest ba 

= of passenger comfort and elegance. - 

Citation X (“Ten”). At speeds upto Mach.9 

(594 mph), it is the fastest business jet in the 

world. Yet unlike other high-speed aircraft, 

the X also delivers extraordinary range and 

fuel efficiency. 

For information on specific Citation models, 
write to Gordon C. Veith; Cessna Aircraft Co; 
PO. Box 7706; Wichita, KS 67277 USA. 

Tel: 316-941-6056, Fax: 316-941-6640, 
Telex: 6875048. 
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national resources, It also shows the Soviets 
|... are disappointed that their unilateral ges- 
„tures have so far only elicited a lukewarm 
~~ response from other Asia-Pacific states, in 
-particular the Japanese and the US. 
_ Although Moscow is pushing hard to 
“expand economic and diplomatic relations 
with Asian states, its main stake in the re- 
gion remains its military presence. Con- 
sequently, the influence of military com- 
-manders in the making of Soviet foreign 
and even economic policies towards Asia is 
considerable. The navy, for example, has 
been dragging its feet in turning Vladivo- 
“stok into an open port despite Gorbachov’s 
promise, in a 1986 speech, that the city 
would become the Soviet gateway to Asia. 
Although the Soviet military posture 
in the Far East is becoming more finely 
honed, few Chinese, Japanese, US and 
other Asian defence planners believe the 
_ Soviets have any intention of using their 
forces. aggressively in the foreseeable fu- 
_- ture. Severe domestic problems and a de- 
sire to end military confrontation with the 
West have transformed the Soviet military 
_ threat from an active to a passive danger 
for Asian defence planners. Nonetheless, 
_ these officials point out that, should Soviet 
intentions change, they still possess the 
< capability to pose a serious military threat to 
its neighbours. n 





ment, anda consequent fall in their share of r 
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An imposing Tsarist- 
style red-brick build- 
ing tucked away in a 
Khabarovsk back-street 

% houses the peacetime 
headquarters of the Far East Military 
District, one of the most important seats 
of military power in Asia. From his 
desk, Col-Gen. Viktor Novozhilov sur- 
veys an expansive map of the area 
under his command, stretching from 
the Bering Sea in the north to straddle 
several thousand kilometres of the Sino- 
Soviet border in the south. 

Novozhilov’s main duty is to guard 
the Soviet Union’s back door. With at 
least 18 divisions under his authority, 
he certainly has sufficient military assets 
to counter almost any conventional 
threat. 

The steady improvement in Soviet 
relations with most of its Asian neigh- 
bours has made Novozhilov’s job much 
easier than it was for his predecessors, 
who had to contend with Sino-Soviet 





Backdoor i 


border hostilities in. the late 1960s, the 
tense military stand-off on the Korean 
peninsula, and the blooming of the US- 
Japan security alliance. 

But Novozhilov still has to be on his 
guard. “Tensions and military confron- 
tation may be decreasing in Europe, but 
the same is not true in the Far East,” he 
says. “The centre of the Cold War is 
shifting to the Far East and the Pacific, 


and consequently the focus of Soviet mi- 


litary power is also shifting to this mili- 
tary district.” 

While the Khabarovsk headquarters 
is grandiose enough as a peacetime 
command centre, in a time of crisis it 
would be too vulnerable to attack, espe- 
cially as the city is within the range of 
Chinese guns just across the Amur 
River. 

Command of the forces.in the district 
during wartime would shift to the head- 


quarters of the Far Eastern Strategic «| 


Theatre located in Chita several 
thousand kilometres to the west. This 
strategic theatre was set up-in the late 
1970s to allow military commanders in 
the Far East more independence of com- 
mand. Previously, orders had to come 
more than 10,000 km from Moscow. 

E Tai Ming Cheung 
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In Hong Kong, travelling 
executives enjoy a host of 
privileges and advantages 
on Dynasty Club floors. 

Privileges such as com- 
plimentary breakfasts. 
Evening cocktails in the 
sanctuary of a private lounge. 
And the comfort of extra 
amenities. 

Advantages like a con- 
cierge who understands 
local practices and execu- 
tives’ needs. Who can assist 
you with everything from a 
hairdresser to a private jet. 

Now you can be sure of 
executive lifestyle and con- 
venience next to each 
of Hong Kong's three 2. 
major business districts. B” 
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DEFENCE 2 


Japan, US remain cautious over Soviet plans 


Old apprehensions 





; By Tai Ming Cheung i in Tokyo and Pel Peking 


The retreat of Soviet mili- 
tary power, while wel- 
comed by China, Japan and 
other Asian states, is also 
sing a quandary for 
them. What are the implications for their 
¿town military postures and, in Japan’s case, 
its security oA with the US, which was 
„designed primarily to deter Soviet aggres- 
ston? 
These issues are becoming increasingly 
pressing, as Asian defence planners shift 
from their traditional scepticism of Soviet 
military reforms to cautious acceptance that 
there is a fundamental scaling back of 
Soviet military intentions and capabilities. 
Japanese security planners find them- 
selves in a particularly difficult 
position. Their dilemma, ironi- 
cally, arises from Japan’s de- 
pendence on the US security 
umbrella. During the Cold 
War, the US-Japan defence re- 
lationship was solidly anchored 
on meeting the Soviet threat. 
But this consensus appears to 
be unravelling in the post-Cold 
War era. 
This stems from the grow- 
ing differences betweert US and 
Japanese assessments of the 








Balance off 
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Soviet weapons from the European theatre 
to east of the Ural mountains. 

An agreement between Moscow and 
Washington expected to be signed later this 
year to reduce each country’s strategic nu- 
clear arsenals by up to 50% could pose fur- 
ther security problems for Tokyo, according 
to some Japanese defence analysts. 

Although the treaty will see a one- 
third reduction in the estimated 24 Soviet 
strategic missile submarines assigned to the 
Pacific Fleet, this will give “further impetus 
for the Soviets to strengthen the defence of 
the Sea of Okhotsk in order to protect its 
few remaining submarines,” says Lieut-Col 
Shigeki Nishimura, a researcher at the In- 
ternational Institute for Global Peace. 

Perhaps the ultimate irony is that the 
greatest source of concern for Japanese sec- 


> Soviet reductions 


of the three armed services, exerts consider 
able influence in the making of US strategi - 
policy in Asia. : 

More difficult for the Japanese to ignot 
are invitations to observe Soviet milita 
exercises and various other confidenc 
building measures, including naval | 
visits, especially as the Soviet and U 
navies are engaging in these exchanges 
Last September, for example, a detachmer 
of the US 7th Fleet, based in Japan, visite 
Vladivostok. : 

If the retreat of Soviet military powi 
continues and the security dialogue b 
tween the Soviets and the US and its Euro- 
pean allies grows, Japanese security plan 
ners will have difficulty explaining why — 
they remain the only country in the West- 
em alliance yet to come to terms with the 
end of the Cold War. The opposition . 
Socialist and Komei political parties have. 
been pushing hard for a cutback in defence 
spending to take into account the new geo 
strategic realities. oO 

The Chinese have more reason to be re- 
laxed about the Soviets, especially as most 
of the Soviet troop reductions in the past 
couple of years have involved forces de- 
ployed in the China theatre. Pe- 
king has, for example, chosen _ 
to remain silent over the Soviet 
redeployment of weapons from. 
Europe to east of the Urals, in 
part not to create tensions that _ 
may disrupt the resumption i 
Sino-Soviet military ties. The 
Chinese are eager to acquire — 
advanced Soviet weapons to- 
















boost their floundering military - 

modernisation efforts. : 
While the re-establishment) 

of Sino-Soviet military ties — 





Soviet: military threat. The US 
is increasingly less concerned 
about the Soviets, but the Ja- 





panese still see them as a poten- 


theoretically removes a major — 
source of potential friction in 
Asia, it is actually a source of | 
growing concern to states in the 





tial threat, though publicly they 
have stopped referring to the 
Soviets in this context. 


region. “If the Soviets say their 








Far Eastern forces are not fo- 
cused on the Chinese, then.” 





Tokyo, therefore, is fearful 
of being eventually left out in 
the cold by the US-Soviet de- 
tente, especially as Washington 
_ and Moscow are working close- 
ly on a growing range of sec- 
urity issues — including mutual 
nuclear and conventional-arms 
reductions — and new ties are being forged 
between the Soviet and US military estab- 
lishments. The US is pressing the Japanese 
to enter into a security dialogue with the 
Soviets, but Tokyo has so far refused. 

The Conventional Forces in Europe 
(CFE) agreement illustrates Japan’s con- 
cerns. Although the treaty is a major step in 
ending East-West armed confrontation, the 
Japanese consider that the peace in Europe 
is being secured at the expense of their sec- 
urity, in view of the massive transfer of 
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`- Facludes: Shenyang, Peking and Lanzhou military regions: Be 
4 Many of these altcrall are obsolete types z 

$ S one airborne division bargi in Peking 





iay disios and Mongolia : 





urity planners now is not a possible Soviet 
attack, says Nishimura, but “the threat of 
Soviet arms control proposals.” 

The Soviets have floated numerous 
initiatives for arms control in the Pacific, 
primarily focused on reducing naval forces. 
These have been quickly rejected by Japan 
and the US, who refuse to entertain any 
suggestions that could undermine their 
naval supremacy in the region. This is un- 
likely to change in the near future, espe- 
cially as the US navy, the most conservative 
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there are only the Japanese and 
the US left,” says one Japanese . 
defence analyst. oe 

The pullout of Soviet war- > 
ships and aircraft from Vietnam 
has removed the Soviets from) 
the military calculations of | 
Asean countries, and Moscow's: | 
pressure on Hanoi over a settlement. to — 
the Cambodia conflict has helped. raise 
the Soviets’ diplomatic image in the re- 
gion. But these Asian states are also corn- 
cerned that Moscow’s rapprochement with _ 
Peking will allow the Chinese to concen- 
trate on expanding its influence and pre- 
sence in Southeast Asia. And this de- 
velopment may ultimately prove to be 
more detrimental than a continuing Sovi 
presence to Southeast Asian security in 
terests. e. 
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DEFENCE 3 


Financial crunch puts generals on the defensive 


Budget battle 





By Sophie Quinn-Judge in Moscow 


Since the Soviet army’s with- 
drawal from Afghanistan in 
1989, the debate over the 
country’s defence policy has 
been fanned by increasing 
openness in Soviet society. And as the 
bonds of fear holding the Soviet Union to- 
gether have loosened, the military has had 
to fight hard to maintain its once inviolate 
status. As a result of these factors, funda- 
mental military reforms aimed at making the 
armed forces smaller, more professional and 
technologically advanced are now at the 
centre of the government agenda. 

Many observers, however, believe little 
of substance has so far occurred in the 
secretive military-industrial complex that 
dominates the Soviet economy. 
But as the reality of economic 
collapse catches up with the 
country’s central economic or- 
gans, this may be about to 
change. 

By late 1990, the defence es- 
tablishment appeared to have 
beaten off its critics by winning 
a huge 34.9%, or Rbl 92.4 billion 
(US$157 billion), of 1991’s aus- 
tere national budget. The mili- 
tary budget for 1991 is rough- 
ly equal to all funds spent on 
the economy, science, social 
and cultural programmes, law- 
enforcement agencies and 
emergency expenditure on the 
damaged Chernobyl nuclear 
plant and efforts to prevent the 
Aral Sea from drying up. 

But now, with the budget 
deficit growing month by 
month, financial constraints on the Soviet 
military may be closing in faster than 
even the more liberal advocates of reform 
could have foreseen. During the first four 
months of this year, the gap between na- 
tional income and expenditure reached Rbl 
32.2 billion, exceeding the Rbl 26.7 billion 
limit imposed by the Supreme Soviet for 
1991. 

So while the generals are damouring for 
a more generous share of government 
funds to counter inflation, pressure to put 
the defence establishment on a tighter rein 
is growing once again. 

Even some high-ranking military leaders 
now admit that military reform has failed 
to keep pace with economic and political 
changes in the Soviet Union. Gen. Vladimir 








Lobov, former chief of staff of Warsaw Pact 
forces, has written that market competition 
should operate within the military-indus- 
trial complex. He suggested the Defence 
Ministry should “refuse the services of 
suppliers producing junk or outdated 
technology, thus making it possible to eli- 
minate the monopoly of a number of de- 
fence producers.” 

Indeed, one of the key criticisms of the 
armed forces from civilian experts is that 
they still spend too much on outdated or 
low-quality equipment, continuing their 
tradition of relying on sheer quantity to 
meet defence needs. Historian Sergei 
Rogov, for example, said the percentage of 
the military budget spent on equipment 
purchases increased in 1990 to 43.7% from 
42.2% the previous year. At the same time, 





Troops unloading supplies: budget cuts likely. 


scientific research and development is re- 
ceiving a decreasing share of funding. Be- 
tween 1989 and 1990 these funds decreased 
by 14%, and by this year constituted less 
than one third of money spent on pur- 
chases, or Rbl 12.4 billion. 

One of the most sensational charges of 
wasteful spending has been lodged by 
Capt. Ilya Kolton, a veteran submariner, 
who claimed that some Rbl 10 billion have 
been spent on vessels unfit for operations 
because they are too noisy and have faulty 
safety systems. However, chief of the gen- 
eral staff, General of the Army Mikhail 
Moiseyev, defended the military procure- 
ment system, saying any sudden closure of 
assembly lines would eradicate technologi- 
cal gains and, in the event of urgent need, 
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would make it difficult to switch back to 
arms production. 

Moiseyev’s comments seem to bear out 
the worst fears of critics who believe that 
the defence industry is still beyond civilian 
control and that wasteful military spending 
could even cause the economy to decline 
even further. 

And yet, as many observers point out, 
the Soviets are now busy absorbing the les- 
sons of the Gulf War and its dazzling dis- 
play of high-technology weaponry. Mar- 
shal Viktor Kulikov, for example, noted in a 
commentary carried by the Tass news- 
agency in March that the outcome of the 
war was not determined by massed ground 
troops and equipment. It was advanced 
weapons, such as cruise missiles and 
aircraft employing “stealth” technology, 
which gave the allied coalition the edge 
in battle, he wrote. These conclusions are 
likely to increase pressure within the Soviet 
military elite for a technological revolu- 
tion. 

Nevertheless, the accelerating political 
transformation of the Soviet Union — 
marked by Boris Yeltsin’s election as the 
Russian Federation president — will proba- 
bly help loosen the grip of the 
military establishment on 
Soviet life. 

While defence will remain in 
the hands of the union govern- 
ment under a new treaty due to 
be signed soon, the Defence 
Ministry could find it harder to 
collect its share of the budget if 
republics continue to cut their 
contributions to the centre. 

ure from potential 
Western creditors to reduce mi- 
litary spending could also serve 
as an effective force for curbing 
the Soviet military's influence. 
US Secretary of State James 
Baker named a decrease in mili- 
tary spending as one of the con- 
ditions fqr aid to the Soviet 
Union when he addressed a 
Nato gathering in Denmark 
earlier this month. Some West- 
ern sources now believe that Washington 
may ask for a 25% cut in Soviet military 
spending as part of any programme to in- 
tegrate the Soviet Union into the interna- 
tional economy. 

Well-placed Soviets warn, however, 
that such preconditions for aid could give 
ammunition to conservative military op- 
ponents of economic and political reform. 
They say the main challenge now is to 
make the economy less militarised without 
creating major social upheavals. An esti- 
mated 35% of Soviet industrial workers 
are employed in military-related industries, 
against 14% in the US, and foreign support 
is needed to help convert these industries 
into producers of goods for the civilian mar- 
ket, they said. x 
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Traveller’s Tales 


t came as quite a surprise last month 
when North Korea announced that it 
would apply to join the UN simul- 
taneously with South Korea. The Lon- 

don Financial Times managed to make an 
even bigger story out of it, with a front- 
headline proposing, according to 

* | Nicholas Sibley, the most improbable mili- 
- | tary alliance in history: 


 Northand 
- South Korea 
to join Nato 
at same time 


Another improbable alliance is often 
that between Japanese copywriters and the 
English language (sometimes it seems more 
like full-scale war). Apart from such basic 
obstacles like grammar and vocabulary, 
part of the trouble is the Japanese distaste 
for bluntness and a preference for the ob- 
lique. Earlier this year, trying to raise funds 
for its contribution to the Gulf War, the Ja- 
panese Government proposed a tax on to- 
bacco. This elicited objections from the 
evasively named Society for Consideration 
of Restrictions on Smôking, or SCORES — 
which is in fact against restrictions on 
smoking. David Powers sends along the 
marvellous letter Koichi Nagata, secretary 
of SCORES, addressed to the Minister of 
Health. 

It begins by expressing regret that “the 
cigarettes which is so called as ‘one of the 
habitual favorite goods’ have been desig- 
nated to increase their commodity tax. i.e. 
the specially limited smokers have been 
charged the apportionment,” by which I 
-| think he means that this extra luxury tax on 
=] one section of the population is regrettable. 
“|. He goes on to plead: “This taxation is really 
a peculiar case, even if is taken as a time- 
| limited duty.” 

That's not exactly the sort of tough talk 

from a committed lobbyist in, 
say, Washington. But in Tokyo, one treads 
more gently: “We cannot entirely comply 
with attitude that Mr Minister of Health 
and Welfare, who has been concerning 
closely to direct for the dislike — smoking 
and no-smoking matters, has participated 
in such decision,” says Nagata. At this 
point he evidently feels he might have gone 
too far, for he adds, obscurely: “However, 
we understand [the minister] has made 
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conclude that the charge-off for the smok- 
ers in this time has a value to be done in the 
most priority, and that it is a neglectable 
thing to be damaged health by smoking.” 

Obviously this sarcasm must be devas- 
tating in the original Japanese. Embold- 
ened, he toughens his language and disap- 
pears behind a smoke-screen of incom- 
prehensibility: “Everybody knows that the 
smokers are made put on the serious status 
by administrative guidance of [the minis- 
try]. If [the ministry] intends to keep such 
guidance for the future from now, we have 
to say that it is definely rebel act against the 
smokers, and quite large contradiction on 
your policy.” 


So there! Nagata ends with a request that 
the minister “consider situation of the 
smokers carefully, and lead to improve the 
smoking environment positively.” 

By “improve the smoking environment” 
Nagata must mean “improve the environ- 
ment for smokers,” which is a nice touch. 
Anyway, he went-on to publish his letter 
as a press release, questioning the whole 
rationale of taxing tobacco to pay for wars. 
The Japan Cigarette Industry Co., he points 
out, had already commented that: “It was 
negatively agreeable that the constitution of 
[tobacco] monpoly here in Japan was estab- 
lished in order to procure the war expendi- 
ture during the Japan-Russia War in 1905 to 
1906.” 

“Negatively agreeable” is a linguistic 
master touch and Nagata goes on trium- 
phantly to refute this false historical prece- 
dent: “However, the smokers was approx. 
95% shared in that time and no structure of 
the dislike-smoking existed. Accordingly” 
(and here Nagata becomes quite brutally 
blunt), “the decision by the government is 
nonsense, and it is a peculiar case.” At that 
point, a Western lobbyist might have said 
that a nonsensical government decision 
was not so much peculiar as typical; but we 
quibble. Nagata continues: “We think the 
stance of partnership of the Japanese Gov- 
ernment for Gulf war is frivolous.” 

Now, this is serious stuff; to call any- 
thing frivolous in Japan is deadly. And the 
conclusion of such abuse: “This demand 
means a purport that the [minister] cannot 
cooperate with ‘The International No- 
smoking day’ by leadership of the World 
Health Organisation.” A marvellous sweep 
of logic, from questioning the basis of the 
tobacco monopoly back in 1905 to Japan’s 


unworthiness to support a WHO campaign 


today. I thank David Powers for providing 
this unique insight into Japanese polemics. 
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The gulf between the Western blunt an 
panese oblique approaches is nicely il 
trated (appropriately enough) in notices 
be found in the rooms of the International 
House in Tokyo's Roppongi district, They 
were remarked on by several readers, in 
cluding Philip Altbach of the Universi 
at Buffalo, New York, and again concern | 
smoking. In Japanese, the notices first state _ 
simply that it is forbidden to smoke in bed. - 
In English, however, large capital letters _ 
hit the foreign guest between the. eyes: . 
SMOKERS, AWAKE! NEVER SMOKE IN BED | 
OR ON IT — then follows a little homily: | 
“The fact that you are alive and unscarred | 
now is no assurance that as you have your | 
next cigarette in bed you will not drift off. | 
Your rights to endanger yourself is not un- | 
ained: Your right to endanger others is | 





| 
| 

i he second warning reads: NEVER LAY 
A BURNING CIGARETTE DOWN EVEN ON 
AN ASHTRAY, again followed by a patron- | 
ising lecture: “The fact that your attention is | 
needed elsewhere and you must have that | 
hand is already a signal that you are forget- 
ting your cigarette. Put it out. Do not make | 
your mark by marring the furniture or pos- 
sibly starting a fire.” The Japanese version - 
of this translates simply as: “Please make - 
sure you extinguish your cigarette.” T find | 
this tone in such an establishment rather | 
objectionable, particularly since the inc- | 
dence of smoking among Japanese males is | 
higher than most. 





ted by Pascal Wirz of New Jersey discuss- | 
ed moonlighting: Japanese workers, now | 
working for an average of a mere 2,052. 
hours per year, are taking spare-time jobs | 
for a variety of reasons: extra money, more 
experience, developing their talents and ex- 
posing their talents to the general public. | 
The article did not live up to the promise of | 
the headline: 4 


| 
Mb 
| 
l 
An article in the Japan Economic Journal spot- 









Moonlighting: Expo : 
yourself and get paid | 
Neither did the story, spotted by Roger | 


March of the University of New South | 
Wales, under this Daily Yomiuri headline: 





Woman Fingers _ 
1953 Murderer ey 


a 





JET-SETTERS. 


~ Babushkas bargain down garment wholesalers 


Seoul prices Pole-axed 








hopkeepers in Seoul’ s Tong- 
daemun market did not know 
ezarni. (black) from czerwoni (red) 
4 until a few months ago. But an in- 
x of grey marketeers from Poland has 
‘prompted the market women to take a 
. crash course in Polish. 
Seoul is but one — albeit the busiest — 
of the Asian stopovers on the itinerary of 
Poland’s new class of mercantile jet-setters. 
Their peregrinations are made possible, in 
he wake of communism’s collapse, by a 
_ fleet of borrowed Aeroflot aircraft and an ir- 
pressible capitalist spirit. 
< The eight jets were loaned by the Soviet 
-airline -as a way of paying off its debt to its 
olish affiliate. Late last year, an enterpris- 
_ ing Polish businesswoman came up with 
_. the idea of booking them for low-cost char- 
| ter trips catering to some of Europe's most 
aggressive shoppers. 
a Although South Korea is this year’s fa- 
_-vourite destination, there are also less fre- 
quent. charters to Taiwan (for electronics 
products) and to China. The Poles are in- 

















terested in Chinese silk and clothing, as 
well as some low-end electronic goods. A 
regular charter flight has already started 
plying the route from Shanghai to Brest. 

Visas for Hongkong are difficult to ob- 
tain, so the colony has few Polish shoppers. 
India and Thailand used to have lots 
more Polish shoppers, but the low quality 
has dissuaded many of them from return- 
ing. The Poles coming to Seoul figure that 
the shopping here will be finished within a 
year. Prices here simply cannot compete 
with China’s, they say, echoing complaints 
of other foreign buyers. 

For the time being, though, nearly 300 
Polish shoppers a week still jam onto two 
charter flights to Seoul. Each typically car- 
ries US$10-20,000 in cash. “It’s amazing,” 
says Hah Won Soo, an immigration official 
at Kimpo airport. “I've worked here for five 
years and I've never seen Japanese or 
American tourists with that amount of 
cash.” 

South Korean officials, fed on a diet of 
virulent anti-communist propaganda, have 
long been used to thinking of East Euro- 
peans as the enemy. So officials initially 











TOURISM 


Shampoo for 


< Sino-Soviet detente has created a new 
“breed of Chinese travellers flocking to the 
Soviet Union. Taking advantage of their 
‘relative wealth and the relaxation of travel 
"regulations, growing numbers of Chinese 
“ean be seen in the streets of Khabarovsk 
sand other Soviet towns that border 
China’s Heilongjiang province. They come 
¿in search of bargains and a glimpse of 
a society that has had such a powerful in- 
fluence on the development of their own 
country. 
These Chinese tourists are hardly dis- 
tinguishable from the groups of Japanese, 
Taiwanese and Hongkong travellers who 
are also visiting the Soviet Far East in ex- 
- panding numbers. They travel in packs 
and generate tremendous noise. 
Compared to the average drab Soviet 
citizen, the Chinese are colourful and fa- 
shionable. They carry cameras and other 
symbols of relative affluence that are jeal- 





worried that the Poles were spies. For the 
first waves of Polish shoppers, customs 
clearance in Kimpo used to be a two-and-a- 
half-hour ordeal (though by now officials 
have got it down to just 20:- minutes). 

Last summer, when a trio of students 
from a university cooperative in Cracow 
told a Kimpo official that they were carry- 
ing US$20,000 in cash, he had them fol- 
lowed. The secret police gave their hotelier 
the jitters and the students were: asked to 
leave. They ended up seeking protection 
from the Polish Embassy, wondering what 
to make of all this talk about South Korean 
democracy. 

Such stories, however, do not deter 
fresh hordes of Poles from making the trek. 
Nor does the gruelling 19-hour flight, the 
monotonous inflight cuisine of dry chicken 
and water, the arrogant Russian border 
guards or the lengthy stopover in Shang- 
hai. 

Once in Seoul the more experienced 
buyers head straight for the factories where 
they buy up large quantities of unsold 
goods at steep discounts. Newcomers usu- 
ally head for the enormous markets of 





caviar 


ously regarded by Soviet passers-by. 

So far, the Chinese tourist flow into the 
Soviet Union is only a trickle, in absolute 
numbers. But these are early days yet. It 
was only in late March that the two gov- 
ernments agreed to lift all visa require- 
ments for group travel into their coun- 
tries. Chinese and Soviet consulates will 
shortly open in Khabarovsk and Harbin, 
respectively, to handle the growing vol- 
ume of cross-border activities. 

That means that, apart from Hong- 
kong (which is arguably not “foreign”), 
the Soviet Union has become the first offi- 
cially approved international tourist desti- 
nation for Chinese citizens, who are usu- 
ally not permitted to travel abroad for 
pleasure. 

Air routes are gradually being opened 
up between major regional cities in 
China’s northeastern provinces and the 
Soviet Far East. Demand on these routes 
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is growing so rapidly that there is already 
a sixmonth waiting list for the single 
weekly Aeroflot flight from Khabarovsk to 
Harbin, while the four flights a week by 
the Chinese carrier are often full. Tickets 
even sell out quickly on the several daily 
flights from Harbin to the Chinese bor- 
der town of Haihe, from which budget 
tourists can go overland into the Soviet 
Union. 

The main appeal of the USSR for 
Chinese visitors is its affordability thanks 
to the drastic devaluation of the ruble in 
recent months and the vast underground 
black market. The price of a room, for 
example, at Khabarovsk’s top Intourist 
hotel would not even pay for a simple 
meal in most restaurants in Harbin. 

Some Chinese tourists. estimate that 
their daily expenses in the Soviet Union 
are less than one tenth of the same costs 
in China. Many Chinese do not even have 
to bring much cash. Instead, they bring a 
few consumer goods, such as shoes, jeans 
and shampoo, which they then sell to 
eager Soviet citizens. The profits are often 
more than sufficient to pay for the rest of 
the trip. 
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Tongdaemun and Namdaemun. Here the — oe Pree 4 ery Dats 
£o Poles have become such a part of the scene ae ee sore 
oc that some stall-holders have not only | meg SEOUL 

learned the Polish terms for colours, but a UT mp» N 
also basic counting and words like 


“checked,” and “striped.” 
___. The Poles are a xenophobic lot, and they 
have little interest in Korean culture. Many 
bring a week's supply of Polish food with 
‘them, deigning only to try Korean vodka. 
They regard Koreans with a mixture of sus- 
picion and fascination. “Is it true they eat 
dogs?” asks one man from Cracow. “No 
wonder they have such hot tempers.” 

For the Poles, the inability to speak Ko- 
rean — and, for that matter, anything but 
the most rudimentary English — can actu- 
ally come in handy. Their buying strategy is 

_-disarmingly simple: they demand the price 
-< fora huge quantity of goods and, having 
ured the sellers undivided attention, 
paw through as many samples as they can 
persuade the shopkeeper to show them. 
When the stall is in complete disarray, 
they stalk off to another one, perhaps 
throwing down the card from their grotty 
hotel in case the seller wants to get back to 
them with a lower offer. After a week of 
this, when they have figured out just how 
far they can beat prices down, they return 
for a final frenzied day of actual buying. 
The purchases are then stowed aboard the 
overloaded Aeroflot jets. 

Back in Poland, quick sales of the goods 
are essential. Many of the shoppers have 
borrowed their grubstakes from private 
moneylenders in Poland, who charge 
monthly interest rates of around 30%. 







During their six days in Seoul most-of 
the Polish shoppers never even try to re- 
cover from jet lag. They think nothing of 
spending 10 hours a day trailing around the 
markets. Originally, some even headed for 
the markets at 2 a.m. to check if prices are 
lower in the night market. They were not, 
as it turned out, so the pre-dawn forays 
were soon abandoned. 

Most of the Poles here are after clothes, 
especially high-quality angora to keep them 
protected against the Polish winter. Last 
December a Korean factory owner was de- 
lighted when one Polish buyer bought up 
his entire four-year-old stock of angora 
sweaters. The angora, like most other 
goods, sold for three times as much in Po- 








Large-sized clothes made from cheaper 
textiles such as cotton, rayon, polyester and ` 
ramie are the next most highly sought after 
commodity. Hosiery has always been _ 
notoriously difficult to come by in Eastern _ 
Europe, so the first buyers headed for stalls. 
selling low-priced stockings. However, 
even the Poles quickly grew tired of cheap _ 
Korean nylons — a sorry comment on | 
South Korea's quality-control problems. -+ 

The majority of the buyers are women 
because, according to one of them, “we 
have better taste than men and we know | 
what people want to buy. I left my hus- 
band at home looking after the. children. It's _ 
the best place for him.” . 





Soviets, for their part, have a lively ap- 
preciation of the virtues of Chinese pro- 
ducts. In places like Xinjiang, which has 
long had a de facto open border with the 

` Soviet Union, at least for members of the 
Kazhak tribe that straddles the two coun- 
tries, visitors come from far away just to 
load up on items like thermos flasks, plas- 
tic buckets and cotton clothes. 

Nor is the practice limited to border 
zones. Even in Peking, Soviets have 
joined the influx of bargain-hunters, along 
with shoppers from other erstwhile Iron 

¿“Curtain countries. Since each Soviet citi- 
zen can only bring home a fixed quantity 
of goods, many big-time arbitrageurs 
come accompanied by gaggles of children 
and other cut-rate holiday-makers in order 
to take advantage of their quotas. 

Consumer durables are not all that the 
Soviets hanker after. Over a sumptuous 
lunch in a Peking five-star hotel, a Soviet 
diplomat admits that he means to stock 
up on basic foodstuffs to ship back home 
now that he is coming to the end of his 
stint in China. After all, he abashedly 
explains, one never knows whether or 
not such staples will be available even 








Friendly skies. 


in the more privileged shops of Moscow. 

Given the bare shelves in most Soviet 
shops, there is, however, very little for the 
Chinese to spend their money on when 
they go to the USSR. At best, forays into 
the black-market might pick up fur coats, 
caviar and other hard-to-get luxury goods. 

For most Chinese, however, the 
strongest impression they carry back from 


the trip is of the appalling Soviet living 
standards. The Soviet Union may be a mi- 
itary superpower, but “in reality it is a 
Third World country,” says one Chinese 
traveller. 

Many Chinese come home boastful. «| 
about how much better off they are than 
their poor Soviet counterparts — an ironic 
echo of the tales told by Taiwanese and 
Hongkong travellers after a visit to the 
Chinese mainland. As a propaganda ploy, 
Peking authorities could do worse than... 
to encourage Chinese citizens to step 
across the border and see an alternative 
socialist system, where democracy is 
widely available but bread and sugar are’ `: 
not. 

Communism may have collapsed in =] | 
Eastern Europe and be on its last legs in 
the Soviet Union. But Peking’s rulers 
breathe a little easier because they have 
accomplished something rare in the com- 
munist world: they have visibly raised liv- 
ing standards among their people. As a” 
Harbin taxi driver says: “We may not 
have the political freedoms that the 
Soviets or Poles enjoy. But, economically, 
we are satisfied.” @ Tai Ming Cheung 
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The longest myth in the world 





Myth by Arthur Waldron. Cambridge 
-: ; University Press, Cambridge. £25.00 
(US$39.50). 
In the introduction to his book, Arthur 
Waldron says that the idea of a Great Wall 
of China is a historical myth. This is a start- 
-ling conclusion, but he quickly goes on to 
_ explain what he means. It is not that the 
-> Yamparts of earth, masonry and brick do 
ot exist. Rather, it is our belief in a single 
tructure, built on ancient foundations and 
expressing some sort of Chinese cultural 
identity, that is illusory. 
Certain misconceptions are widely held. 






























-The Great Wall is said to be the only work 
of man visible from the moon. Not true — 
cit would be as wide as a human hair view- 
‘ed from a distance of three miles — and the 
aim, Waldron reveals in his account of the 
_ wall’s mythologisation, can be traced back 
to the 1890s, when space travel still be- 
| longed to the realm of fancy. Then there is 
“the confusion about the wall’s actual 
» length. Is it 3,720 miles (one official Chinese 
estimate), 2,484 miles (New York Times, re- 
“porting Richard Nixon’s visit to China in 
1972), 1,684 miles (Time magazine), 4,000 
-miles (Orville Schell, New Yorker, 1984), or 
1,500 miles (Encyclopaedia Britannica). 
Most of us take for granted the 3rd cen- 
tury BC origins of the Great Wall. Conven- 
= tion attributes it to Qin Shihuang, the first 
«emperor of the Qin dynasty (221-207 BC), 
¿> who was supposed to have connected pre- 
existing fortifications into a continuous line 
of defence to protect the empire from hos- 
tile nomads. Subsequent dynasties, includ- 
ing the Ming (1368-1644) — the greatest 
wall builders of them all — consolidated 
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and maintained it. This view has remained 
curiously tenacious, perhaps because the 
figure of Qin Shihuang, so touched with 
melodrama, is the very stuff of legend. As 
the despot who forced hundreds of 
thousands of corvée labourers to work on 
his stupendous project, he is enshrined in 
folklore, and even today remains the ar- 
chetypical tyrant, despite a Maoist cam- 
paign to rehabilitate him in the mid-1970s. 

Historians agree that many walls had 
been erected across northern China by the 
3rd century BC — there were even double 
and triple stretches in places — and some 
of them were indeed built by Qin 
Shihuang. For Waldron, however, the 








question of whether the Qin fortifications 
qualify as the Great Wall depends on the ex- 
tent to which they incorporated previous 
systems of defence. His interpretation of 
the written records, and particularly the 
puzzling fact that they contain hardly any 
mention of large scale wall building during 
the period, convinced him there was no 
such thing as a Great Wall. He is persua- 
sive, though his case, resting on a lack of 
strong evidence to the contrary, cannot 
amount to more than informed specula- 
tion. Whatever its scale, though, the Qin 
wall, together with its predecessors, has 
long since returned to the dust from which 
it was built. And well over half its alleged 
route lay far to the north of Peking, 
nowhere near the restored Ming ruins vi- 
sited by tourists today. Obviously the Qin 
wall was not the forerunner of the Great 
Wall as we know it. 

Scholars have also alluded to the impor- 
tance of the Great Wall for its separation of 
the steppe from the sown, of the pastoral 
from the agrarian way of life, and by exten- 
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sion its role in defining China. This divison 
was, of course, a double-edged sword: it». 
was, theoretically, as much for keeping out 
as hemming in. The wider implications of 
this have been subtly drawn out by histo- 
rians who associate building walls with 
Chinese exclusiveness. But according to 
Waldron, this is not the whole story. He ar- 
gues convincingly from a detailed examina- 
tion of the military policy of the Ming — his 
main area of research — that wall building 
was the result of political dissension, not 
consensus. 

For much of her history, China’s north- 
ern border was open. By the late 15th cen- 
tury, the question of national boundaries 
had narrowed itself into a particularly re- 
calcitrant problem — occupation of the 
strategically important Ordos region, lying 
south of the great bend in the Yellow River. 
Threatened by Mongol encroachments into 
this area, the Ming alternated between of- 
fensive campaigns and a policy of passivity. 
The central chapters in this book relate th 
conflicting solutions advanced for resolving 
the Ordos issue, and how, when all other 
options were rejected or closed, wall build- 
ing was adopted as a last resort. While per- 
ceptions of where China properly ended no. 
doubt served as a background to those sec- 
urity debates, neither a consistent strategy 
for repelling invaders, nor some definition 
of what constituted the Chinese cultural 
world, gave rise to the decision to build bar- 
riers. 

Has Waldron, then, robbed us of one 
our cherished fantasies? Far from it. His fas- 
cinating final chapter, in which he recounts 
the transformation of the Great Wall into a 
national symbol, suggests the powerful role 
the wall will continue to play in the world 
of images. Not only does it evoke the links 
between past and present; most Chinese, ` 
says Waldron, “are proud of the wall be- 
cause they believe it is something, perhaps 
the only thing, left from their ancient civili- 
sation, that is truly world class.” It is hard 
not to succumb to the romance of it all, and 
the divergence between the popular vision 
and the historian’s reality seems likely to 
endure. m May Holdsworth 












Shady kimonos 





Underworld by Junichi Saga, translated by John 
Bester. Kodansha, Tokyo. ¥2,800 (US$19.85). 








“It made thieves of everyone,” remem- 
bers the gambler, referring to the Emperor 
Showa’s 1945 broadcast which signalled 
Japan’s surrender. “There were some, of 
course, who wept and wailed, but most 
people were pleased as punch. Up till then, 
you couldn’t so much as fart without writ- 
ten permission . . . but now it [Japan] was 
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a treasure trove . . . waiting to be cleaned 
out before the Yanks got it.” 

This is the kind of history that rarely 
gets recorded. It is not flattering and can be 
used for no political end. Consequently it 
never becomes official. Yet it is important 
precisely because it reveals the true texture 
of the past. 

The gambler, a provincial gangster, 
members much which makes the past live 
again. He remembers the way that the flop- 
house residents used to try to get selected 
for work. They stood there in just a 
loincloth and a cotton kimono “trying to 
look as though they weren't cold, even 
though their bellies were empty and a wind 
was blowing fit to knock you over. It was 
the only shred of pride they had left.” 

And he recalls that on the death of the 
Emperor Taisho, when the gangster was in 
the Japanese army, they all had to put on 
their cleanest underwear. And that after 

“ the 1923 earthquake he found what he 
thought were the bodies of monkeys. “But 
they weren't monkeys, they were human 
beings, burned to death.” 

The gambler himself, though recently de- 
ceased, continues to live on in these pages. 
Ill, he consulted the local doctor in the small 
town where he had retired. The doctor was 
Junichi Saga, a man passionately interested 
in the past and also a published author. 

His best book, already translated as 
Memories of Silk and Straw: A Self-Portrait of 
Small Town Japan, is a collection of what 
friends and patients told him about earlier 
years in Tsuchiura, the town in Ibaraki Pre- 
fecture where he has long had his practice. 

Here, however, the informants were not 
so much talking about themselves as they 
were about their times. The stories were 
not shaped chronologies but a series of in- 
sights into true history. 

When Saga sat down to transcribe what 
the gambler told him, he had but a single 
subject and, consequently, a single story- 
line. The story is interesting and the voice is 
both candid and modest. The tone is col- 
loquial, flatly matter-of-fact, and has been 
expertly rendered into English by John Bes- 
ter, the recipient of the 1990 Noma Award 
for the Translation of Japanese Literature. 

The story-of-my-life aspect of the book 
is a bit exacerbated by such narrative mani- 
pulations as the doctor turning his tape 
machine on and off, wondering and worry- 
ing about his underworld friend and the 
like. But at the same time the tone serves 
the information well, for it is here, in the 
memories of what things were like that the 
interest lies. 

For example, the memories of a night- 
soil collector. “I used to be able to tell just 
what kind of food a family was eating. At a 
house where they ate well, the shit was dif- 
ferent — it was richer, had more body to 
it.” It is of just such humble details that life, 
and consequently real history, is made. 

m Donald Richie 
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Park's rich 
little dragon 


Economic Development in the Republic of 
Korea: A Policy Perspective edited by Lee-Jay 
Cho and Yoon Hyung Kim. East-West Center, 
University of Hawaii Press. US$49.50. 

Lionised during his life, South Korean 
president Park Chung Hee was excoriated 
after his assassination in 1979. During the 
1980s, the man who ranks as one of this 
century’s greatest nation-builders was vil- 
ified as a heavy-handed dictator who pre- 
sided over a corrupt administration. 

Now, after the disappointments of two 
lesser presidents, Chun Doo Hwan and 











Nose to the grindstone. 


Roh Tae Woo, South Koreans are taking a 
more favourable look at Park’s legacy. 
Ironically, for a nation that was virulently 
anti-communist during Park’s tenure, even 
the Chinese, Russians, East Europeans and 
Mongolians are making pilgrimages to 
Seoul to see how a country battered by 
poverty has catapulted into the ranks of the 
middling-rich nations in just 30 years. 
One of the more remarkable facts in this 
ambitious volume is that firewood pro- 
vided nearly three quarters of South 
Korea’s industrial energy when Park seized 
power in 1961. The country’s jagged moun- 
tains had been stripped almost bare of 
trees. Today, the hills are thickly wooded 
— thanks to Park's aggressive afforestation 
programme — and nuclear energy provides 
half of the country’s electricity. Even as late 
as 1971, 80% of farmers still had no electri- 
city and relied instead on kerosene lamps. 
These essays set out to explain this re- 
markable transition. In pulling together au- 
thoritative summaries and critical analyses 
of the major economic-policy strands of the 
Park years, this book is one of the most val- 
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uable additions to the burgeoning literature 
on South Korea’s economic development. 

South Korea’s consistent commitment 
to economic growth and its outward-look- 
ing economic policies are often cited to ex- 
plain stunning growth rates, three decades 
of expansion averaging 9% annually. Yet 
though Park was obsessed with growth, er- 
ratic policies and short-term political fixes 
characterised the economy during the 1960s 
and 1970s, just as they do today. 

The government paid dearly for rice to 
keep farmers happy and sold the rice 
cheaply to pacify urban workers. The coun- 
try’s financial system was notoriously re- 
pressed, as planners tried to stimulate sav- 
ings and direct money towards industry. 
Interest rates were jacked up to attract de- 
posits, but then loan rates were slashed 
overnight when businesses needed help. 
This was an economy that thrived on big 
bets and shock therapy. 

Many of the academics and officials who 
contributed to this book were closely in- 
volved in developing or implementing the 
policies described. Yet the chapters are dis- 
tinguished by a lucidity and analytical depth 
rarely found when those involved in policy- 
making sit down to write about them. 

Not surprisingly, some of the authors 
are coy about discussing the political envi- 
ronment in which these policies were in- 
cubated. A chapter on stabilisation policy 
mentions only in passing that Park was as- 
sassinated when the austerity policy was 
first being implemented. 

Because of the tendency to focus on 
policies, the coercive aspects of South Ko- 
rea are underplayed. South Korea's suc- 
cessful population-control programme, 
which saw one of the most rapid declines 
in birth rates in history, and its rural-deve- 
lopment programme are the subjects of in- 
teresting essays here. But the authors gen- 
erally avoid discussing the brutal fashion in 
which these policies were often carried out. 

This volume can be read as a guide for 
other developing countries. A concluding 
section examines some of the cultural fac- 
tors that could make it difficult for other 
countries (except perhaps China) to follow 
the successful development path taken by 
Korea, Taiwan and Japan. 

One finishes this book with the sad 
sense that South Korea has largely stalled 
on the process of reform. The issues of 
financial liberalisation and agricultural re- 
form, which policymakers grappled with 
during the Park years, remain as thorny as 
they did more than a decade ago. The ques- 
tionable legitimacy of big business groups, 
already apparent during the industrial 
build-up of the 1970s, is more politically 
problematic than ever. Dictatorship may 
have been good for rapid economic 
growth, but it has created a host of political- 
economic problems. South Koreans must 
hope that democracy works better at sort- 
ing out this tangled legacy. m Mark Clifford 
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FOR THE MOMENT, the focus of investors has shifted away from in- 
_dicators of economic health towards the “real” economy — things 
like output, demand and jobs. Indeed, the fixation can be summed 
up by a question: has the US economy bottomed out? 

The trend in the world’s largest economy is important for indi- 
vidual investors because so much else hinges upon it. If the recov- 

is too rapid, the US Federal Reserve (or Fed, the central bank), 

is likely to raise interest rates to forestall a rise in inflation, which 
will hit bond and equity markets. If the recovery is too slow, in- 
terest rates may continue to fall, probably boosting bonds more 
yan equities. 
Economists can never agree about anything, but the consensus 
tthe US economy is poised to recover — slowly. The number 
of non-farm employees in the US rose in May for the first time in 
11 months. Industrial production is growing, and factory order 
books are fattening. Housing starts are up, too. Unemployment is 
continuing to rise, but it ‘usually lags a recovery by several months. 
The oe remain unconvinced. Martin Feldstein, a former 











A real recovery? _ 


economic adviser to president Ronald Reagan, says i the US money. 
supply grew much slower in the second half of 1990 than the Fed 
had planned and it would therefore need to compensate by lower- 
ing interest rates further to see money supply and the real eoo 
nomy grow at the desired, faster pace. 
That an inflation fighter like Feldstein should advocate low 
rates underlines the divergence in attitudes between policymakers i 
in the US and those in Germany or Japan. = 
North America, Britain and Australia are already quite far along 
the upswing in the cycle, and their governments are more con- 
cerned about recession than inflation. In Britain, there is no sign of - 
the economic downturn bottoming out. In recession-hit Australia, 
the new man. in charge of the Treasury, John Kerin, has been 
reasonably well received by the financial markets. __ 
Germany, by contrast, is furthest behind this group, 
the integration of the eastern half of the country is placing inflati 
ary strains on the economy. Last month’s change in top personnel _ 
at the Bundesbank, the central bank, is not likely to alter the institu- 


Hongkong manufacturing stocks underpin the market 


Into the hinterland 


By Michael Taylor in Hongkong 


ELL-OFF — what sell-off? A barrage 
of bad news and views from Pe- 
king, combined with some ham- 
i fisted economic mismanagement 
“has done little more than send the Hong- 
-kong market gently to sleep. The market's 
_ resilience has everything to do with the 
strength of Hongkong’s industrial hinter- 
> land in China, so investors should take a 
~~ closer look at listed manufacturers. 
© The sector to go for — selectively — is 
industrials. This sector’s performance has 
been hampered by a relative lack of interest 
from institutional investors, owing to its 
poor liquidity. With the exception of the 
otel sector, for which there looks to be no 
arly relief, industrial stocks have under- 
performed every other sector. 
7 But the resilience of the entire Hong- 
kong market this year has been underpin- 
ned by the rapid development and trade 
performance of its hinterland in China's 
-= Guangdong province. The Stock Exchange 
= of Hongkong (SEHK) carries some of the 
< companies best positioned in Guangdong. 
Tomei Industrial (Holdings) is one. It 
has three joint ventures and about a dozen 
export-processing factories in Guangdong 
that churn out cheap consumer electronics 
: and electronic components. 
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Not a company that believes in hefty in- 
vestment in research, it has historically 
pitched for the Sony Walkman-lookalike 
market with considerable success. Last 
year, despite tough times in some of its 
major markets, the company outperformed 
analysts expectations, with net profit rising 
36.8% a year earlier to HK$100.3 million 
(US$12.9 million) on a 11.3% revenue gain 
to HK$1.7 billion. 

Director Jacky Lau says Tomei fares bet- 


Johnson Electric —~ 


Tomei 
industrial 


a 


on Hung Kai. 


j industries 
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ter in a slump thanjts competitors because 
it concentrates solely on being the cheapest 
producer of commodity-type consumer 
electronics. Margins for this area of Tomei’s 
business should rise again this year, owing 
to the introduction of higher-value compact . 
disc players. 

Tomei has shored up its manufacturing 
and marketing operations, spending about 
HK$200 million in the past year on strategic 
equity holdings in Asian and US com- 
panies. Among the moves was the pur- 
chase of a 5% stake in Emerson Radio, a 
major distributor of electronic goods in 


> North America. Tomei also spent HK$68 


million on minority stakes in a mobile-tele- 
phone maker and a metal-products man- 
ufacturer. 

At HK$1.68 a share, Tomei, which’ is 
capitalised at slightly more than HK$1 bil- 
lion, has a price-earnings (p/e) ratio of 9.34, 
which is not an unjustified rating. This 
year, the company should have strong ex- 
traordinary gains from the sale of shares in 
two newly listed companies on the SEHK — 
Great Wall Electronics and Team Concept 
— and on property divestitures. If operat- 
ing profit rises 30%, the extraordinary gains 
should push the company’s net income 
above the HK$150 million level. 


27 JUNE 1991 


Leaders and laggards 3 


n's tough monetary stance. Real economic growth and demand 
imports are so strong that, in April, Germany recorded its first 


trade deficit in 10 years. 


__ Japan may be further along the liquidity cycle than Germany, 
but there is precious little sign of a further fall in interest rates. The 
5 Toom for doing so has narrowed because the yen has been weak 


If a company capitalised at just HK$2.6 
billion on the SEHK could be called a blue 
chip, Johnson Electric would deserve the 
accolade. Johnson has won a strong posi- 
tion in the global market for electric micro- 
motors, which are used in everything from 
radio-controlled racing cars to home- 
appliances. The company’s management 
has won the trust of local investors to the 
extent that the company commands a p/e of 
15.3. 

Johnson and Mabuthi Motor of Japan 
dominate the worldwide micromotor in- 
dustry, and, consequently, the company 
enjoys margins more than double those of 
Tomei. The company will announce its 
year-end results soon and analysts expect it 
to report net income of HK$200 million. 
This would be in line with first-half results, 
in which net income rose 18% from the 
year-ago period to HK$98.5 million. 

Eighty percent -of Johnson’s output 
comes from its factory in Guangdong, 
where the company is a seasoned veteran, 
having first moved there in 1982. Unlike 
Tomei, for which the main attraction of 
‘Guangdong is an infinitely flexible labour- 
pool, Johnson stresses the development of 
a skilled labour force and the upgrading of 
its manufacturing facilities. 

For a more diverse exposure to Hong- 
kong’s industrial sector, SHK Hongkong 
Industries should find favour. When the in- 
vestment-holding company was listed on 
the SEHK last year, it was touted as an exc- 
lusive investment vehicle for a clutch of 
Hongkong’s industrialists. The company, 
however, has evolved a clear strategy, with 
managing director Peter Fung positioning 
its portfolio towards manufacturing in 


27 JUNE 1991 


against the US dollar in recent weeks and the domestic econ 
still growing strongly. Labour shortages are keeping capi 


ing at a high level despite lofty interest rates. a 

The main Japanese stockmarkets may be in dedine, bu 
over-the-counter market keeps getting stronger. With a mar 
capitalisation of US$130 billion, it is now the fourth largest 
(after Tokyo, Osaka and Taipei). By January, 450 companies 
pected to be registered, more than double the level a year earlier. 

Of the world’s larger stockmarkets, Malaysia, Singapore 
Hongkong were among the top four performers in the first | 
months of this year. Kuala Lumpur is likely to continue to gair 
once big property developments in the capital are unveiled a 
Singapore’s economy looks strong. The Hongkong market 
dogged by a cloudy political future and high inflation, but the 
ony’s currency link to the strengthening US dollar and high int 
rates make the Hongkong unit a good currency play. 

For investors taking a longer-term view, there are two poin 
worth pondering. The next two years or so will see elections in 
most of the developed countries. This means that political pressure 


to lower interest rates will intensify, which is likely to be better, 
over a three-year view, for stocks than for bonds. 
The second point is that economic reformers in the Soviet Union ; 


are in the ascendancy. A stockmarket has already started in S' 


then. 


southern China and servicing the region’s 
nascent consumer market. 

Within SHK Hongkong Industries’ 
portfolio are stakes in food-and-beverage 
companies San Miguel Brewery and Lam 
Soon; Shell Electric, which makes electric 
fans; computer component and toy-maker 
Grande Holdings; textile company Foun- 
tain Set; and Star Paging, a Hongkong- 
based paging company. Although some of 
these companies are likely to disappoint — 
the long-expected revival of fortunes for 
Lam Soon has proved elusive — others 
such as Shell Electric could prove pleasantly 
surprising. The company’s shares are trad- 
ing at HK$1.04 each, a slight discount to its 
net-asset value of around HK$1.06. 

For the speculative investor, Raymond 
Industrial is a classic recovery stock. The 
worst thing that can happen to a manufac- 
turer occurred to Raymond last year: it was 
let down by its largest customer, US elec- 
tronics company Remington. When Re- 
mington ran into financial difficulties, de- 
laying orders and payments for Raymond's 
hairdryers, the Hongkong company’s net 
income in 1990 tumbled 85% from a year 
earlier to HK$13.5 million. 

Raymond, however, survived the 
episode. It was shaken but not terminally 
scarred. 

Today, the Raymond’s main efforts are 
directed at winning new customers and re- 
ducing its dependence on its largest cus- 
tomer, which is now Clairol. The result is 
that while revenue may grow, profit-mar- 
gins are unlikely to recover as quickly. 
DMT Research forecasts that Raymond's 
net income for 1990 will soar nearly two- 
fold from a year earlier to HK$38 million. m 
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Petersburg (Leningrad). Expect full convertibility of the rouble by 
1995 and foreign portfolio investment in the Soviet economy before 


m Nigel Holloway 





SHIPPING SHARES 


Voyage of 
recovery 


By Michael Westlake in Hongkong 


ITH SHIPPING COMPANIES’ insur- 


ance and fuel costs sharply down: 

since the Gulf War, albeit still 
higher than before the crisis began, the _ 
worst might appear to be over for shipping 
stocks. All that shipping needs in order to: 
surge ahead, one would imagine, is a quick 
boost in trading demand as inventories are 
replenished. 

Alas, it is not happening. The effects of 
recession continue to sweep through the 
US, and the expected flood of orders for 
materials to rebuild Kuwait and rehabilitate 
Iraq has yet to emerge. 

With, in addition, the usual summer 
trough in demand, the result is that too . 
much tonnage is seeking too little cargo. 
Hence rates are low, and are unlikely to 
rise sharply in the immediate future. The 
effects have already been illustrated by in- 
different annual results from the likes of 
Hongkong’s Wah Kwong in bulk trades: _ 
and Orient Overseas Container Line in 
liner trades. i 

But if there appears no compelling 
reason to buy shipping shares in the short. 
run, the medium term looks more interest- ` 
ing. 

Last year saw the passing of a peak in ` 
deliveries for bulk carriers, and some older 
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< vessels are being laid up to await better 
times. Doubts have also been raised about 
ship quality after a series of losses at sea. 
The result is likely to be that older ves- 

sels will be taken out of service for modifi- 
ooo cation, or even scrapped as insurers 
> penalise older ships. Thus, capacity will be 
“going out of the market at a time when 
new-ship supply will be drying up. 

By 1992, therefore, there could be an un- 
-> dersupply of cargo space available to meet 
-the economic recovery that so many pun- 
© dits believe is on its way. Under these cir- 
cumstances, freight rates — and shipping’s 
| = profitability — should start to recover, 
-perhaps from the final quarter of this year. 

On this reading, the next few months 
~ should be a good time to buy shipping 
_ shares, though a certain amount of faith is 
“needed in events running according to 
theory. 
There is a more compelling argument 
_ for buying into ship-repair companies such 
as Singapore's Sembawang, Jurong and 
_ Far East Levingston, as well as Keppel — 
_ though this earns only about a quarter of its 
- revenue from ship repairs. With new ton- 
nage becoming increasingly expensive, the 
Market for life-extension of older ships 
looks more and more promising. 

Sticking US$10-12 million into a 15-year- 
~ old ship with a notional 20-year life is a far 
-cheaper way of buying another 10-15 years 
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Shipping profits heading for recovery. 


of economic life than starting afresh with a 
new US$40-50 million vessel, even allowing 
for loss of revenue while the older vessel is 
in the dockyard. 

Although Singapore's yards face some 
capacity constraints, these problems can be 
countered by expansion. And though the 
republics rising shipyard prices have put 
its competitiveness in doubt, Singapore's 
fast turnaround time and the overall high 
demand are likely to keep orders flowing in. 

Similar reasoning can be applied to oil- 
rig supply vessels and oil rigs, both of 







which Singapore also. makes. While. the 
world may be. currently awash in oil, oil 
companies ‘would like to diversify their 
sources to reduce reliance on the Middle 
East. Exploration in Southeast Asia is thus 
likely to continue apace, bolstering demand 
for rigs and support vessels. 

An interesting punt would be Interna- 
tional Maritime. Carriers (IMC), which is 
moving its headquarters and its listing from 
Hongkong to Singapore. 

Shipping company shares trade at a sig- 
nificantly higher premium in Singapore 
than in Hongkong, which seems to be 
more a matter of sentiment than logic, 
given that the major assets — the ships 
— trade almost entirely. offshore and 
should not therefore be subject to doom- 
and-gloom theories about Hongkong’s fu- 
ture. 
MC thus may benefit from an upward 
rating following its move, and if so, other 
Hongkong-based shipping companies.may 
be tempted to follow it in heading south, 

Hongkong-listed Hutchison. Whampoa 
is also worthy of attention, particularly 
following its recent purchase of control of 
“port operations at Felixstowe, Britain’s 
largest container port. In the longer term, 
this move positions Hutchison for business 
development in European shipping after- 
the EC’s removal of trade frontiers next 
year. | 














SOUTH KOREAN 


~ ©, BONDS ARE EMERGING in South Korea as 
an attractive alternative to the country’s 
sluggish stockmarket. But, although the 
| coupons and yields are high by Asian 
“Standards, non-residents cannot yet in- 
- vest in them. The repressed financial sys- 
tem makes fixed-income plays a risky in- 
vestment: financial institutions have been 
forced to buy government bonds at artifi- 
> dally low yields, and the secondary mar- 
ket is illiquid. 
- Alternatives to bonds, though, are un- 
» attractive. The government has forced 
banks to keep interest rates on deposits 
low as a way of collecting cheap money 
- for industrial expansion. Banks are offer- 
ing one-year deposit rates of 12%. A 
21.5% withholding tax is assessed at 
source on bank deposits as on all un- 
earned income, including fixed-incom 
instruments and dividends. i 
Interest rates are also regulated on 
similar products offered by securities 
and short-term finance companies. Short- 
term finance companies are offering 
13.5% on six-month accounts. The gov- 
ernment forced short-term finance com- 





BONDS 


Investing insecurity 


panies to lower interest rates one to two 
percentage points last year to make bank 
deposits more attractive. 

Investing in commercial paper, mone- 
tary-stabilisation bonds (MsBs) and certifi- 
cates of deposits (CDs) means lower 
yields, but these financial vehicles offer 
more safety. But because the government 
is trying to keep deposits from flowing 
out of low-yielding bank accounts, 
minimum investments for these instru- 
ments are large. 

CDs are currently yielding 16% at for- 
eign banks, with a duration of 91-180 
days and a minimum Won 50 million 
(US$69,000) investment. They are also 
available at short-term finance companies 
and through securities companies at an- 
nualised rates of 18-19%. 

MsBs also require a Won 50 million in- 
vestment to receive the market rate, cur- 
rently about 18.2%. Fractional shares are 
available through securities houses, gen- 
erally with a Won 5 million minimum, but 
the yield on the smaller investments is 
generally reduced by 50-100 basis points. 

Three-year corporate bonds are yield- 





ing 18.5-18.75%. This market, however, 
is illiquid. Bonds with less than two-and- 
a-half years of maturity generally do not 
trade. 

Ssangyong Securities, one of the 
country’s largest securities houses, was 
recently quoting MSBs at 18%, one-year 
corporate paper issued by financial com- 
panies at 18.3%, CDs at 18.7% and three- 
year corporate bonds at 18.85%. 

One of the better deals is reserved for 
small investors. Tax-advantaged bond ac- 
counts. with a maximum of Won 8 million 
yielding 16.5% after tax are open to any- 
one, though each investor is allowed 
only one account. ‘ 

Like most of the financial market, the 
bond market is open. only to South Ko- 
reans and resident foreigners. Non-resi- 
dent foreigners may get.a crack. at this 
market when the stockmarket opens to 
foreign ownership next year. ws 

So far, the Ministry of Finance ap- 
pears too preoccupied with the issue of 
how to manage the stockmarket opening 
to address the issue of whether to allow 
foreign investment in the bond market. If 
past experience is any guide, the ministry 
will be wary about letting foreign capital 
into the country. Brokers do not expect 
the bond market to be opened to foreign 
investment until the mid-1990s. 

@ Mark Clifford 
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PRECIOUS METALS 


Gleam of hope 


By Anthony Rowley in Tokyo 


HAKESPEARE ‘ONCE CAUTIONED 

that “all that glisters is not 

gold.” Today, investors have 
turned this premise on its head: in 
the profusion of meretricious substi- 
tutes, gold is the only one that fails 
to glitter. 

But perhaps it is time to recon- 
sider the wisdom of the Bard’s 
words. The reversal of asset infla- 
tion has taken the shine off such 
“hedges as real estate and has tar- 

nished the allure of over-valued 
» shares. 

The only reason why the price of 
gold has not responded is that fixed- 
interest securities as well as bank de- 
posits have continued to yield hand- 
some returns. But this, too, is begin- 
ning to unravel. Short-term interest 
rates have been heading down- 
wards for two years in the US, Britain and 
France, even though they have remained 
high in Germany and Japan. 

The trouble for gold is that inflation rates 
in the OECD have also been easing during 
this period. Since gold yields no current in- 
come, it clearly has little attraction as long 
as fixed-interest markets yield a positive re- 
turn in real terms. Not even international 
scares on the scale of the Gulf War can 
shake this conviction. , 

It is no coincidence that gold had a 
lacklustre performance in the 1980s, a dec- 
ade during which interest rates remained at 
record levels as inflation appeared to have 
been tamed. Meanwhile, the easy avail- 
ability of credit (though expensive) fuelled 
hidden inflation in asset prices. Hidden, 
that is, as far as official indices are con- 
cerned. 

That process has now gone into reverse. 
Banks burned their fingers so badly in real 
estate and other markets in this period that 
they are now reluctant to lend. 

The current credit squeeze means that 
recession in many developed countries will 
persist until interest rates fall and credit ra- 
tioning is eased, and the implications for 
gold are obvious. Declining interest rates 
and the resurgence of inflation resulting 

from easier money policies will diminish 
“sharply the returns on fixed-interest invest- 
ments, When this occurs depends on how 
; soon governments worldwide start to panic 
_-about the political dangers of recession. 

Bond markets should react favourably in 
the short term as interest rates fall. But a 
new inflation scare is likely to frighten in- 
vestors out of bonds, too, once they have 
reaped capital gains. 


27 JUNE 1991 





On world markets, gold is expected to 
stay in a range of US$350-420 an oz in the 
medium term, according to J. M. Casey 
and Graham Roberts at W. I. Carr. Below 
US$350, marginal producers are unable to 
produce profitably, so the effect of this po- 
tential check on the supply side should ef- 
fectively establish a floor price. 

But the Soviet Union and investors in 
the Middle East have tended to sell when 
the price reaches around US$390 an oz. 


South African and other producers sell for- 
ward at about US$380-385 an oz. pe 

The main supply side risk, however, re- 
mains Soviet hard-currency needs. In 1990 
Soviet gold sales to the West rose 36% fror 
a year earlier to about 380 tonnes even as 
Soviet production and reserves of gold 
were declining. But the Soviets wil- 
not want to run down their reserves, 
too far, es y if they are serious _ 
about the idea of a gold-backed:rou-" | 
ble. : 

Demand in Asia is the main bul 
lish factor on the demand side. 
panese gold imports exceeded 300 
tonnes in 1990, up 7% from a year _ 
earlier. Much of the increase, how- 
ever, reflected demand associated: 
with the minting of an official com 
commemorating the emperors ac. 
cession. China is also expected tobe- 
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projected to rise to 200 tonnes in — 
1993 from 80 tonnes this year. a 

Western world production. of 
gold will probably peak at around __ 
1,760 tonnes by 1992. se 

World demand, meanwhile, is 
expected to increase to 2,350 tonnes 
this year from 2,300 tonnes last year, W. 1.0 
Carr says. Assuming that scrap sales ree 
main at around 300 tonnes and central: _ 
banks sales at around 225 tonnes, supply. 
and demand should stay in a “finely tuned _ 
balance,” the brokerage says. 

W. I. Carrs analysis ends with the ob- 
servation that “with interest rates falling, _ 
the implication is that investors can pick up 
15-20% over the next six months by eee o 
the range carefully.” : 





INDONESIAN 


EQUITIES 


Under starter’s orders 


By Adam Schwarz in Jakarta 


OLLOWING 10 MONTHS OF mostly ho- 
hum activity on the Jakarta Stock Ex- 
change (JSE), investors are trying to 
generate enthusiasm for a spate of new 
initial public offerings (POs). While many 
brokers say any interest would be mis- 
placed, others say there may be a few 
choice morsels for stout-hearted investors. 
Bankers Trust takes a sober view of in- 
vestors unable to recall that a pack of IPOs 
introduced late last year “ended in tears.” 
Surveying the rising enthusiasm among 
local punters, a Bankers Trust report con- 
cludes that “history is repeating itself.” 
Indonesian finance house Multicor, 
however, believes Modern Photo Film de- 
serves a close look. Modern Photo, which 
offered to the public 4.5 million shares 
priced at Rps 6,800 (US$3.50) each from 12- 
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14 June, holds the exclusive distributor li- 
cence for Fuji film in Indonesia. Fuji domi- _ 
nates the country’s film market. 

Multicor predicts that Modern Photo 
net income for 1991 will jump 115% fro: 
year ago to Rps 21.1 billion, giving. th 
company a price-earnings (p/e) ratio ¢ 
about 14 times prospective earnings. The _ 
current average p/e on the JsE is about 18, 
well down from its mid-1990 level of 32. A 
foreign broker, however, points out that 
46% of Modern’s 1990 after-tax profit came _ 
from an extraordinary gain. i 

Joe Petch, a vice-president at Jardine _ 
Fleming Nusantara, says Lippo Group 
property subsidiary Lippoland looks like _ 
the best bet of the property companies — 
coming into the market. Lippoland is plar 
ning an IPO of 4.5 million shares at Rps 
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come a major buyer, with imports 
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“4,900 each. Petch says the 
shares will be offered at a 16% 
discount to net-asset value. 
That would compare well 
with listed property company 





indonesia’s latest public offerings 





Duta Anggada, a unit of the 





3 Asahimas and Barito Pacific. 

Asahimas is a glass maker in- 
volved in several joint ventures 
with Asahi Glass of Japan. “If 
Asahimas can be convinced to 
come out at a reasonable p/e, it 





Gunung Sewu group. “Lippo- 


will definitely be considered a 





land is attractive because it is 


blue-chip buy on the board,” 





predicts Gunawan Jusuf of P. 





cheaper and has more interest- 


‘ind 
Dyna Plast 





ing properties than Duta Ang- 
gada,” Petch says. 
The list of imminent IPOs in- 
cludes four state-owned com- 
panies: two cement concerns 





Modern Photo . 
Kalbe Pharma 
Astra Surya Fin, 
Lippo Land. 
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Pharmaceutical 
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and two hotels, none of which 
= is generating much interest. 
| The two cement plants, Semen 
Padang and Semen Tonasa, are raising 
funds to expand production, but the new 
output will not come on stream until about 
1994, according to brokers, though the 
companies are saying 1993. “Why buy 
<> into 1994 earnings now?” a foreign broker 
asks. 

-= Eugene Galbraith, a research director for 
_ Hoare Govett, says the safest PO bets are 












Semen Padang 





infrastructure and consumer plays. He be- 
lieves cable-maker Kabelindo, which will 
benefit from the huge investment now 
going into telephone-line expansion, is an 
attractive buy. He also says textile com- 
panies, which can capitalise on Indonesia’s 
low wages and huge domestic market, are 
worth considering. 
Two big issues on the horizon are . 
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_ By N. Balakrishnan in Hongkong 


ITH SINGAPORE’'S ECONOMY now 
looking likely to achieve growth 
of 7% in 1991, rather than the less 
exciting 5.5% that was being forecast last 
year, the republic’s bank stocks are worth 
< examination. Because of their wide expo- 
sure, they often serve as a proxy for the en- 
` tire economy. 

Buffeted by a drop in loan peat in the 
=> Second half of last year, the 
banks have been reporting pro- 

fits below expectations for 1990. 

_ The ‘consequent decline in 

some of their share prices could 

= provide attractive buys if, as 

seems likely, the business envi- 

< ronment is stronger than previ- 
ously thought. 

To international investors 
used to hearing about poorly 
capitalised banks, even in 

economic giants such as the 

US and Japan, Singapore's 
=c banks are deeply reassur- 



















Share price 
(S$) 


EQUITIES 


7 Worth banking on 


17%, 19% and 15% respectively — comfort- 
ably above the 8% ratio that the major 
developed nations are to implement by 
1993. 

With the Gulf War in the background, 
growth of bank lending in Singapore 
slowed to an annual rate of about 9% in the 
first quarter of this year, compared with a 
25% growth rate a year earlier. The decline 


One month interbank 


EPS (S¢) PER 1991 


Attributable 
profit growth {%) 


T. Makindo, 

Barito, a giant plywood, 
sawn-timber, petrochemical 
and real-estate company head- 
ed by Prajogo Pangestu, a busi- 
nessman with close links to Pre- 
sident Suharto, is considering a 
share issue that may amount to 
as much as US$500 million. 

Brokers say a Barito issue would proba- 
bly enjoy strong support from state banks 
and government-influenced pension funds. 
While growth prospects for the tightly con- 
trolled plywood industry are modest, the 
size and liquidity of a Barito PO would 
make the stock an attractive holding for 
most fund managers. n 


was due to caution on the part of borrowers 
rather than lack of funds; there is ample 
liquidity in the system, and deposits have 
been growing. 

Analysts now expect loan growth to re- 
cover to annualised rates of 15-18% before 
year-end as the economy in general, and 
the property market in particular, continue 
to do well. 

Moreover, Singapore's major banks 
have been gaining market share as the 
cash-strapped USe and Japanese banks 
based in the republic trim their lending. 
The Big Four local banks expanded their 
loan portfolios by 29% in 1990 while the in- 
dustry total, including foreign banks, grew 
by less than 14%. This trend is expected to 
continue this year. 

Even more significant is the 
fact that the banks have also 
been increasing their profit 
margins during this period. 

The gap between the inter- 
bank interest rate — roughly 
representing banks’ cost of 
money -~ and the prime rate — 
what they earn from it — is 
now close to the widest it has 
been in a decade. Helped by an 
easy monetary policy, the inter- 
bank rate has fallen to 45% 
from about 6.7% in late 1990, 
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“ing. All the major ones far 
exceed the internationally 
agreed minimum capital re- 
quirements. 

The capital-adequacy ratios 
of DBS Bank, UOB Bank, the 
Oversea-Chinese Banking 
Corp. (OCBC) and Overseas 
Union Bank (OUB) are 17%, 


40 
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whereas the prime rate has 
been cut just once in the three 
months (by 0:5 percentage 
point) to 7.0%. 

_ Thus, the main reason why 
1990 bank results were so 
lacklustre is removed: despite 

respectable loan growth last 
year, profits were hit by a con- 


27 JUNE 1991 











x e 
wa 
i 
ott 
z 
Sib 
Gt 
m 
oO 
x= 
2 è 
as 
baa 
WR 
* 
s 
5 h ° 
b i . L PER BELLE a oe i: aes RENER SAREE TCE | 
‘tat Nov tt Dec 931 tst Feb ‘ist Mar ‘Yat Apr tet May. tet Jue 


The PFC Leveraged Cross Currency & Bond return applies to international bond markets as 


* p pa a 
Fund was launched in March, 1990. try the first well as currencies, 


year of the Funds operation the return on it should be noted that the policy of 


investment was 21.3%. borrowing and investing in different currencies 


In these inflationary Hines: WIWEStOrSs IUS entails a degree of risk which is increased by 


fodk te returns of this magnitude if they are to the high level of gearing permitted. This Fund 


realise real capital appreciation. therefore carries a higher risk of loss of capital 


The Fund's investment adviser, BNP than an unleveraged fund investing in similar 


international “Financial Services; employs. a assets. The right to redeem shares may also 








leveraged strategy t0 increase yield, but unlike be suspended in certain circumstances. 


fiend only Accordingly it is only suitable for Investors who 





some recently launched funds this 
gears to a masimu of 200% can afford the risks involved. 


If you are looking for an enhanced return 






Uniquely in. Hong Kong, the leveraged 


Waar O a Cewnaree vrara FHMPNR © MANIFA Ce O FAKARTi + 


REPRESENTATIVE OFFICES: -TOKYO è 


frony an investment vehicle that perfornis 
independendy, and-avoids the volatility of he 
equity: and commodity markets chp the 
coupon, 

Open to anyone with US$5,000 or more 


to invest, 


ee i te Se a saanee Rt a Nm ne an aa 
Matheson PEC Limited, 32/P World Trade Centre, Causeway, Bay, 
Hong Kong. Tel: 899 8448 Pho. 63477, 82545 PRC HX Faxi BOO 2524 


VES. 7 would like more information abort this 
investment opportunity. 
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traction in margins. At DBS, for example, 
lending grew by 36%, but income from in- 
terest rates grew by just 21%. The wider 
margins now prevailing, coupled with re- 
covering loan growth, point to better profit 
performance this year. 

~The main risk for banks is from unex- 
| v pected: provisions that may be required to 
cover loan defaults or bankruptices — this 
- < happened last year when Electro-Magnetic 
Singapore got into difficulties —~ or a tight- 
ening of monetary policy by the authorities. 
In the latter case, banks’ margins tradition- 
ally narrow. 

Major corporate failures seem unlikely 
at this point. As for monetary tightening, in 





OLD COINS 


y Doug Tsuruoka in Kuala Lumpur 
ALAYSIA HAS BECOME a numismatic 


the Portuguese, Dutch and British epochs 
stretch back nearly 500 years and include 
_ the gold and silver coins spilled out by the 
mints of ancient Malay sultans. 
-The Malay peninsula's historic role as a 
crossroads between East and West has also 
made it a collector's paradise for Spanish 
pieces-of-eight, Chinese coins and unusual 
types of tender such as tin ingots moulded 
in the shape of monkeys and turtles. The 
value of these items is rising as Malaysia's 
market for collectibles grows more sophisti- 
cated because of the excess cash generated 
for investment by the country’s four-year 
economic boorn. 
Prices are also stirring as European and 
Asian collectors seek out exotic but lesser- 
known countries such as Malaysia. With 
the classic collector's market in Greek and 
Roman coins overcrowded and, in some 
cases, overpriced, there is still room for con- 
noisseurs with an eye for a well-struck in- 
vestment. 
Tan Tai Seng, treasurer of the Malaysian 
Numismatic Society, says the value of some 
coins issued by the Portuguese and the 
royal houses of Kelantan and Johor could 
multiply fivefold in the next 10 years. He 
‘points out that the recession in many coun- 
tries has depressed coin prices, making it 
possible to acquire much of this loose 
change at bargain prices. 
== For example, a silver coin from Johor 
with a diameter of 16 mm minted during 
< the reign of.Sultan Sulaiman Badrul Alam 
oe Shah - could fetch about 
ES )) if it is in very fine con- 
ice reflects a lack of for- 
coins. But the price 
dly if collectors as far 


treasure trove. Choice examples of - 
the coin makers art spanning — 


a small economy with no exchange con- 
trols, higher rates mean a strengthening 
currency, attracting money into the eco- 
nomy and ultimately increasing liquidity. 
The reverse is also true. So the fact that the 
Singapore dollar has weakened by about 
3% against the US dollar this year (after a 
gain of about 8% in 1990) suggests that 
money has been flowing out and that 
liquidity, for the time being at least, is not a 
problem. Any tightening of monetary po- 
licy is still some time away. 

In the meantime, all four major local 
banks are expected to benefit from the 
favourable conditions prevailing, and all of 
them may merit a buy. But there are some 





Loose change for sale 





Malaysia’s coin market stirs. 


away as Bonn or Amsterdam turn their 
sights on Southeast Asia. 

Other coins are much more expensive. 
A rare Double Sao-Tome, or St Thomas, 
gold coin made by the Portuguese from 
1546-48 is priced between M$20-30,000. 
Smaller coins of the type cost M$15,000 
each. 

More affordable coins are available from 
dealers in Kuala Lumpur. Bob T. C. Chew, 
a managing partner of Sungei Wang Plaza- 
based Eastern Stamps, Coins and Anti- 
ques, suggests that collectors stock up on 
small gold coins minted by local sultans 
centuries ago when the northern end of 
Malaya was under Thai rule. A one-kupang 
coin from Kelantan stamped with the name 
of the ruler, Al Adil, and weighing 0.7 
grams costs M$300. 

From the British period, a tin token 
minted by the British East India Co. on 
Penang Island from 1786-1828 and bearing 
a heart-shaped coat-of-arms can command 
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small differences between them. DBS is gov- 
ernment-controlled and gains extra points 
as a blue chip because of that. It also made 
a rights issue of $$475 million (US$267 mil- 
lion) recently which should allow it to ex- 
pand its lending considerably. 

UOB derives more of its income from 
core banking activities than its competitors, 
and in a boom period for loans, it gains 
even more than others. OCBC’s property 
subsidiary has been very successful in mar- 
keting its properties, and that is expected to 
add $$20 million in profits this year. OUB, 
the smallest of the four, makes up for its 
lack of size by lending at higher margins = 
smaller businesses. 





a price of M$1,800 if it is in extremely fine 
condition. Brilliant proof-quality British Em- 
pire coins can bring hundreds of Malaysian 
dollars each. 

Like fine coins elsewhere in the world, 
prices and potential investment value in 
Malaysia depend heavily on the rarity and 
condition of the coins. Reputable experts 
should be consulted wherever possible. 

Buyers should also be aware that market 
prices can be affected by discoveries of coin 
caches. One expert notes that excavation 
work in Malacca eight years ago uncovered 


a hoard of old Portuguese coins of which 
‘thousands later appeared on the local mar- 


ket. 

Some of the more offbeat forms of 
money used in Malaysia also have great in- 
vestment value. Examples of tin money 
cast in the shape of a tree branch and carry- 
ing small coins at the end of each stem can 
fetch as much as M$15,000. 

There are few surviving examples of this 
currency because of the fragility of the tin 
used, Scarcely 20 cm long, such money was 
used on the northern Malay peninsula until 
modern times. One type issued by the sul- 
tan of Kelantan in 1896 with 13 tin coins at 
its ends is priced at M$3-5,000 if it is in fine 
condition. 

Tin ingots used for bartering in mining 
towns throughout the poren in the 19th 
century also command high prices. Often 
cast in the shape of fruits, flowers and ani- 
mals, they are only a few centimetres high. 
Some rare specimens fetch prices of up to 
M$2,000 each. 

Collectors wanting to cash in on 
Malaysia’s growing market for rare coins 
should not delay. “Just five years ago, no- 
body knew about them,” Tan points out. 
“You could go to the various states to find 
what you wan 

But no longer. Experts say that num- 
bers of foreign investors have been spied 
at Southeast Asian auctions. Collectors 
seeking further information on the sub- 
ject should refer to the Malaysian Numis- 
matic Society’s. Publication, The Coins 
of Malaysia, Singapore and Brunei 1400- 
1986. s 
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Nikkei bond index yield Price H o Proe % 

















725 = 75 

6.87 - 7.04 

6.82 ~ 692 

6.62 9753 6.85 

on 94.85 en 

Source: Salomon Bros Asia 
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ot 4 

40.64 10.12 

1053 0s 

107 4099 

ees Spoiling o 
Margin ofads rated ` oMa > 13de 

semi-governmentstock . : 1991.: 1991. 

“Telecom Australia Aug, 1992) 1081 10.49 
Telecom AustralialSept 1995) - 11.08 = 11.04 

Telecom Australia (Sep!.1998 neo 11.65 

‘Source: Telerate 

10May 13.dune 
Britain l 1991 1991 
F.T.AGovtAllStockindex... 190.26 129.38 

UnderSyeas 2124.13 124.81 

© BB years 131.24 129.71 

:: Over 15 years 138.21 135.57 

‘Med. coupons 15 years Red. Yield . 10.09 90.33 

Scurce:Dehantsenn erations 
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; Unit Trusts. 


: Performance of unit ate ocrlandet by fund managers 
; in Where To Put Your Money = ‘Review, 4 Jan, 1990. 





10May 13dune 
-fund 1991 1991 %change: 
European Trust 169 158 6.51 
n apan Spec. Sit Trust- -~ 1.44 4,30 ~7.80 
Gartmore 
S'pore & Mal. Trust S4 1532 44.72 
ISA Oriental Ventures Trust 45,38 4443 ~2.09 
-@.T.Group 
<: Hongkong Fund . 32.73 32.12 -1.86 
i US Smalt Co Fund 15.70 15.95 +159 
‘Far East Warrants. R: A: 791 -11.62 


Global Warrants ; 10.54. 10.06 -455 


2e 257 -338 
20 190-847 


“3483. 2440 -242 
-2930 8.99 -3.33 





Japan Wartants Fund 819° 740 +188 


. EuropeanWarantsFund = S$.970°°.. §.21- -2.98 
X oe ; 
ay Source: Matheson PFC Ltd 
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INDICATORS 


i Stockmarket, bond and currency trends i l : 


Lightindustry ae 
. Fosters Brewin Australia dune’90 253 10% 6.78 
: -Pacifc Dunlop ~ Australia” June'90 280 -= 321037- 5.82. 
-= Johnson Electric Hongkong Mar.'90 0:34 738. BBA 
~ Winsor industrial Hongkong = Mar.90 0.30 1220-1086 
Canonine. Japan Dec. '90 8.43 56.77 60.32 
Fujitsu Japan Mar’90 1434 93.22 3444 
Kirin Brewery Japan Dec. '90 10.94 28.46 31.28- 
Sony Japan Mar.'90 15.19 211.96 93447 
ToshibaCorp. dapan Mar.'30 1734 28.73 28.26 
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Stockmarket performance US Dollar 
10May  13dune Local US$ 
1991 1991  cumency%  % Compared to 
US 2,920.17 2,965.12 +154 - Australian dollar 


Japan 26,274.29 24,808.17 -5.58 -7.48 


Britan 4,97450 4,970.80 -049 -5.11 Canadian dollar 

Germany 1,948.90 2,005.50 +290 -1.08 Deutschemark 

France 489.09 489,39 +0.06 -4,14 

Italy 57738 60823 +5.34 +235 Hongkong dollar 

Switzerland -737.50 749.60 +1.64 ~3.49 Sterling 0.5821 
Australia 1,548.30 1,493.30. -355 -745 

Canada 3,489.75 3,55264 +180 +250 Switzerland franc 

Singapore 41382 41492 +027 077 Yen 


Hongkong 3,750.20 3,692.65 -344 -240 


Selected earnings forecasts 


_Earningspershare(UScents)" 
Market Last  Curent(or Shareprice Forecast 
Latestfiscal capitalisation reported following) ont3dune for 
Company Country yeartoend: — (USS$b) year year Nextyear  1991(USS) currentyear: 


DunlopMalaysia Malaysia June'90 0.48 296. 28? 
RothmansMalaysia © Malaysia «= «sMa.'90 435 18.12 21.86 
SanMiguelComp.B Philippines  Dec.'30 0.39 1308 VB 


Fraser &Neave Singapore  Sept.’90 0:86 16.55 18.99 
Singapore Press Singapore Aug.’90 123 20.79 3863. 
“‘YeoHiap Seng Singapore Dec. '90 0,09: 1.10 3.01 
Goldstar SouthKorea _Dec.’00 CE S 90.50 


SamsungElectronics SouthKorea Dec. ’90 0.66 25574 > 32423 


: Tong Yong Nylon SouthKorea  Dec.’90 0.09 84.07. 107.38 
FarEast Textiles Taiwan Dec.'90 2.04 6.51 © BAO 
Tatung Taiwan Dec.’89 4.45 6.63. 404 
Union Textile Thailand Dec.’90 0.04 1798 24.19 
Resources 
Broken Hill Pty (AA) Australia May’90 14.09 57.82 65.55 
MIM Australia June’90 174 13.28 5.27 7,54 
Western Mining Australia dune'90 3.36 38.28 32.40 27.88 
Con. Plantations Malaysia June’90 0.59 2.22 251 3.23 
Golden Hope Malaysia Mar.’90 0.65 2.59 2.15 287 
HighlandandLowland Malaysia Dec,'90 0.39 2.22 3.58 4.30 
KualaLumpurKepong Malaysia Sept.'90 0.64 5:55 i 753 
Malaysian Mining Malaysia Jan.’90 0.43 5.92 3.94 4.68 
Fletcher Challenge NewZealand  June'90 0.20 37.61 25,19 26.33: 
NZ Forest Products NewZealand  June’90 0.50 10.15 na. na, 
Benguet Corp. B Philippines  Dec.'90 0.04 5.14 8.21 na 
PhilexB Philippines Dec.’89 0.03 1.93 0.96 1.21 0.07 


“Converted at average US$ rate prevailing for years prior to 1991; and atrate prevailingon 13. June 1991 forall other conv 
Earnings estimate information has been compiled by I/B/E/S international, a service of Lynch, Jones & Ryan ; 


consensus estimates as of 13 June 1991. No recommendation regarding these securities is stated 











L Taiwan’s oil monopoly is shedding its hidebound image 


COMPANIES 


Overseas on all fronts 





ae By Cari Goldstein in Taipei 





aiwan’s Chinese Petroleum ‘Corp. 
(CPC) is trying to shake the inertia 
borne of decades of state owner- 
1 ship and restyle itself in the image 
` of a modern multinational. The pressure to 

-dọ so` comes from cautious government 
steps to liberalise the industry and the drive 
to secure oil reserves overseas. 

The state oil monopoly’s revenue total- 
led NT$234 billion (US$8.7 billion) last year, 
and it is set to take a big step overseas 
when it finalises a minority stake in a 
130,000 barrel-a-day refinery to be built in 
Malacca. The refinery was to be a joint ven- 
ture with Petronas of Malaysia, Caltex of 
< “the US and Samsung of South Korea. Cal- 
“tex, though, pulled out in mid-June. 
oS crc has also signed a letter of intent with 
< Hawaii-based PRI International, a sub- 
=» sidiary of Australian resources giant Broken 
- -Hill Proprietary Co., to build a 50-50 joint 
_---venture refinery somewhere in Southeast 
_ Asia. Output from both projects will go to 
© supply the booming oil-product markets of 
the Asia-Pacific region and, eventually, the 
-US West Coast. The area boasts the fastest 
`- growing oil markets in the world. 

The timing as well as the location of the 
second venture is uncertain, but CPC chair- 
oman Y. S. Chen says an important measure 
~- -of the success of his company’s inter- 

< nationalisation drive will be whether both 

refineries are operating by 1996. 

«Another aspect of the international ex 
en drive was begun last year when 
CPEs. offshore subsidiary, Overseas Pet- 
oleum Investment Corp. (OPIC), paid an 
estimated US$650 million for Huffington 
Corp. of the US. Founded by legendary oil 
explorer Roy Huffington, the Houston- 
based company’s most desirable asset is a 
17% stake in the Sanga Sanga gas and oil 
“i field in East Kalimantan, Indonesia. 
-> The 6,100 km2onshore concession has 
_/ commercially proven reserves of 266 billion 
| m8 of natural gas and 184 million barrels of 
_. crude oil and condensate, with the possibil- 
ity of more to be found, according to CPC. 
_ The remainder is controlled by several 
other companies in the consortium. 

The Huffco. acquisition gave CPC 
-sion of reserves dwarfing its flow of only 1 
-= million ma ‘year of natural gas from 

(domestic) reserves. Taiwan’s oil reserves 
are just as meagre. The country is depen- 
“dent on imports for more than 99% of the 
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600,000 barrels of crude oil processed daily 
by cPc’s two refineries. 

CPC continues the hunt for oil and gas 
on Taiwan and just offshore. But shopping 
for overseas holdings is likely to be more 
fruitful. “We're looking to buy fields with at 
least 50 million barrels,” Chen says. It is not 
an easy matter. “Elephants are hard to 
find,” he explains, because everybody 
wants to hold on to them. 

In addition, Chen points out that CPC is 
looking into the possibility of buying other 
companies. It has hired several US banks, 
such as Morgan Stanley and Bankers Trust, 
to help identify candidates. 

crc has also increased its overseas-ex- 
ploration budget to more than US$140 mil- 
lion in 1990 from barely US$12 million 10 
national park of dense jungle, and local 


Revenue 
(Left scale) 








years ago. The company drilled 30 explora- 
tion wells last year, and it has joined several 
small European oil companies in prospect- 
ing in Vietnamese waters. 

CPC, through OPIC, is carrying out explo- 
ration activities in 11 countries. Besides In- 
donesia and Vietnam, these include the 
US, the Philippines, Malaysia, Australia, 
Papua New Guinea, Gabon, Namibia and 
Ecuador. Beyond the immediate gains 
reaped from the Huffco deal, the most 
promising location is an onshore block in 
Ecuador that holds commercially proven re- 
serves of 200 million barrels. 

When production begins, crc will get 
20% of the projected maximum flow rate of 
45,000 barrels a day. The catch, however, is 
when the Ecuadorian authorities will per- 
mit production to begin. The block lies in a 
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groups are opposing oil exploitation of the 
area. But CPC is confident that the lure of oil 
revenue will prove too strong for the 
Ecuadorian Government. Exploration chief 
C. Y. Huang believes production will start 
within two years. 

crc is taking just as active an overseas 
role further downstream. The Malacca re- 
finery, which is scheduled to start produc- 
tion in 1995, is CPC's first move into offshore 
refining. The company was to take a 15% 
share in the M$ billion (US$1.4 billion) 
project, while Petronas. was to have.a 45% 
equity holding, Caltex 25% and Samsung 
15%. The US company’s stake may be 
taken by CPC or another foreign firm. 

cPc’s 15% share of the venture's offtake 
would not give it a lot of refined oil pro- 
duct. But the push into overseas markets is 
a sign that the company is anxious to shed 
its image as a purely domestic firm. 

It is a difficult transformation for a com- 
pany such as Cpc, which is hampered by 
the bureaucratic mentality of a state enter- 
prise. The need to justify its actions before 
an increasingly independent and unruly 
legislature where. challenging monopolies is 
good political theatre, makes the company 
even more cautious. 

When Taiwan Power Co. president S. 
M. Chang had ash thrown at him in early 
June by an opposition legislator trying. to 
make a point about pollution, the shock 
was felt at CPC as well. crc has faced hostile 
questions from legislators regarding its pol- 
lution-control policies at its refineries. CPC's 
management does not want to make deci- 
sions that could raise hackles in parliament 
or the State Enterprises Commission, 
which approves the company’s budget. 

Despite these strictures, CPC is trying to 
shake off decades of inertia as quickly as 
possible. “It's easy to make mistakes when 
you try to go international on all fronts at 
once,” an oil-industry analyst says. 

The offshore refinery the company 
hopes to build with pri shows the difficul- 
ties involved. Progress has been slowed by 
the difference in approach between the two 
companies, according to oil-industry ana- 
lysts. While both concerns are described as 
keen to bring the project to fruition, CPC's 
strategy, which reflects its inexperience in 
international oil markets, appears to be to 
build first and worry about markets later. 

PRI is more concerned about. matching 
the proposed facility's output to targeted 
markets. And the task of designing the 
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plant is made more diffi- 
cult by- shifting environ- 
mental standards. The US 
West Coast, for instance, is 
regarded as an important 
future market for many 
Asian refiners largely be- 
‘cause strong environmen- 
tal movements there will 
probably block any build- 
ing plans by US oil com- 


es. 

Soon, most or all cancer- 
causing aromatic com- 
pounds may have to be re- 
moved from petrol or other 
refined products sold in the 
US. This can be done with 
-the proper equipment, but it then becomes 
‘more difficult to make it flexible enough 
to serve other markets as well. And what- 
ever happens, CPC will have to become a 
more active trader of both crude and oil 
products. 

At present. CPC enjoys a monopoly on 
crude-oil imports into Taiwan, and it owns 
and operates. the island’s two refineries. 
Until two years ago, the company control- 
led the distribution and retailing of oil pro- 
ducts. 

But then the government made the first 
tentative steps towards liberalisation of the 
island’s. oil markets by allowing private 
companies to operate petrol stations. Small 
local companies now operate 400 stations, 
not far behind CPC's 580 outlets. 

Yet in typical fashion, Taiwan au- 
thorities hedged their bets by requiring the 
private service stations to buy all their sup- 
ply from crc at a fixed price. “We have no 
plans to allow the establishment of pri- 
vately owned refineries,” says Yih Hong- 
ting, executive secretary of the Energy 
Commission, an Economics Ministry 
agency. 

The private service stations might even- 
tually be permitted to import oil products 

-yefined abroad, Yih says, but this will have 
to await the slow process of drafting and 
passing various laws to regulate the oil in- 
dustry. Complete liberalisation of the sector 
is not on the government’ s agenda. Some 
foreign oil companies are keen to find a 
foothold in Taiwan’s retail oil markets, but 
neither the government nor CPC are in- 
clined to let them in. 

South Korean and Japanese refiners are 
setting up refining joint ventures with 
Saudi. Aramco that would. in effect give 
Saudi Arabia a guaranteed share of their 
‘domestic markets in return for secure sup- 
ply agreements. Both Aramco and Kuwait 
Petroleum — before the Gulf War changed 
their priorities — approached crc about 
similar arrangements, but the Taiwanese 
have expressed little interest. “Buying 
crude is not difficult,” crc chairman Chen 
says.: “We don’t see any need to use 
domestic marketing access as a way to 
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Chen: regional drive. 


secure supply.” 

Chen further points out 
that even such a supply 
agreement would not be se- 
cure in the event of a major 
international crisis affecting 
the oil market. “We're much 
better off concentrating on 
finding or buying our own 
resources,” he says. 

cpc’s dominant role in 
Taiwan appears to be as- 
sured, even though it is 
supposed to be privatised 
eventually. But this wili 
not happen for years. The 
government has taken a 
tentative approach to priva- 
tising the dozen or so state enterprises in 
its hands. Ostensibly, the government is 
afraid of swamping the Taipei Stock Ex- 
change, but the more important fear is 
the threat privatisation poses to vested in- 
terests. 

The first tentative steps towards 
privatising CPC were taken in May, when 
20% of Chinese Petrochemical Develop- 
ment Corp., a 96%-owned subsidiary that 
manufactures chemical intermediates, was 
offered to the public. The flotation raised 
NT$2.7 billion. But no one is predicting that 
more ambitious moves are afoot in the near 
future. 

One thing, however, is clear. CPC al- 
ready has plenty of money to accomplish 
its overseas aims. The company had ac- 
cumulated a capital surplus of more than 
NT$50 billion by the end of last year. 

This is despite last year’s dismal per- 
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plunged 80% from a ye 
billion despite a 13% increase in revenue. 
The company attributed the earnings d 
cline to a sharp rise in Taiwan's commodi 
tax for oil products at the beginning of 1 
The tax on petrol rose to 60% from 12% and. 
on kerosene to 50% from 8%... : 

To stifle the possible effect on inflation, 
the government ordered creto swallow 
the entire cost increase. What is more, the 
domestic oil-price increases mandated 
the government later in the year in re- 
sponse to the Gulf crisis did not fully reflect 
the rise in the cost of crude oil, 

State ownership means that CPCs finan- 
cial performance cannot be looked at in the _ 
same way as if it were a private compan’ 
Besides the tax burden and price controls, 
crc is subject to a variety of policy mea- 
sures, such as the stockpiling of large q 
tities of crude oil-to guard against a main- 
land-imposed military blockade. 

Another factor in cres drive ‘to b 
offshore oil refineries is the. vi 
strength of environmentalists in T. 
The company’s efforts. to. build a 
naphtha cracker in southern Taiwan: 
petrochemical production were stalled 
years by the opposition. of local villagers. 
The project got under way only late lasi 
year when Premier Hau Pei-tsun threw 
considerable weight behind it. 

While crc still talks of plans to build 
third refinery in Taiwan, any steps towar 
getting the project approved by the govern- 
ment would stir a hornets’ nest of protest _ 
from environmentalists that could take: 
years to overcome. _ 































COMMODITIES 


Poor harvest dampens Vietnam’s rice-export prospects 
p Port Prospect 


Output cropped 





By Murray Hiebert in Thai Binh 


poor spring rice harvest coupled 

with Hanoi’s. cash shortages are 

threatening to dislodge Vietnam 
from its cherished position as the world’s 
third-largest rice exporter behind Thailand 
and the US. By early June, Vietnam had ex- 
ported only 243,000 tonnes of rice, down 
about 76% from a year earlier. 

Production in the northeastern province 
of Thai Binh, which has enjoyed an annual 
surplus of 150-200,000 tonnes in recent 
years, reached only 186,000 tonnes, down 
from 380,000 tonnes in 1990, according to 
Nguyen Dang Hua, deputy chairman of 
the provincial People’s Committee. The 
country’s northern provinces harvested 
only 3 million tonnes of paddy, or un- 
husked, rice, 39% less than the level 
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reached last year. ae 
Agricultural officials say poor weathe 
which prevented the grain from develo 
properly, and insects were the main cat 
for the sharp drop in production. 
The rice crop in the Mekong River Delta. 
was also affected by insects, but overall 
production in southern Vietnam increased 
270,000 tonnes from a year earlier, helped 
by an additional 65,000 ha of rice fields. De- 
spite the good results in the south, official 
say the nationwide spring harvest was 1.1 
million tonnes less than last year. 
The poor harvest could hardly have 
come at a worse time for the communist 


tion will force southern 





much. of their aces ice to the ‘north, 
leaving them with less of the grain to ex- 


port. 
Agricultural officials have not deter- 
mined how much rice from the south will 
~ be sent to the north, but they say the figure 
will be much higher than the roughly 
» 300,000. tonnes shipped each year since 
_ 1989. Newspapers in Ho Chi Minh City 
have reported that southern provinces 
© should ship at least 50,000 tonnes a month 
ee through September. 
Rice exports began falling sharply late 
last year, even before the results of the 
spring harvest were known. One reason 
was the abrupt increase of the domestic 
_ Price of rice, which began rising after the 
_ Soviet Union fell behind in its shipments of 
cheap fertiliser and oil products last year, 
forcing Vietnam to buy these commodities 
< on’ the international market. 
» The price of rice more than doubled 
i koih Dong 600 (then worth US 12 cents) a 
kg in June 1990 to Dong 1,350 in January, 
and it had jumped to Dong 2,200 (about 24 
US: cents at today’s rate) by early June. The 











high domestic cost doei up the export 


ken rice, which meant that Vietnamese ex- 
porters could no longer outbid their com- 
petitors. 


A second factor slowing rice exports was: 


Hanoi’s decision to ban foreign rice sales by 
provincial companies and concentrate ex- 
ports in the hands of three national com- 
panies, The government made this move in 
an attempt to ensure that rice exports were 
used to pay for imported fertiliser, to pre- 
vent the country from over-exporting and 
to repay earlier rice loans from Indonesia, 
India and the Soviet Union. 

But as the domestic price of rice spiral- 
led, the three companies ran out of cash 
to buy rice, and exports nearly collapsed. 
Nhan Dan, the party daily, reported in 
April that state companies had only 
enough money to buy 60,000 tonnes of rice 
in the Mekong River Delta’s Dong Thap 
province, which had a surplus of 400,000 
tonnes. 

Hanoi finally relented, and provincial 
companies resumed their foreign rice ship- 
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: By Salamat Ali in Islamabad 


akistan’s pro-business policies have 
suffered a setback because of an offi- 
R cial measure that will cause many 
anks to take substantial losses on their 
“bond. portfolios. 
- “The government has ordered that the 
_ holdings of government securities of more 

than one-year maturity by banks cannot ex- 
ceed 15% of their total deposits. The limit 
will become effective on 15 August. 
_ As a result of the ruling, foreign banks 
will have to unload about Rs 8 billion 
_ (US$335 million) of the Rs 12 billion of gov- 
emment securities, according to financial 
‘analysts. Pakistani banks are hit less hard 
because their deposits are larger. 
Banks failing to comply will be fined at a 
rate of 32% of their minimum-statutory de- 
< posits at the State Bank of Pakistan, the 
-central bank. Under Pakistan’s bank law, 
_ < banks have to place a sum equal to 35% of 
-their total deposits with the State Bank. Of 
-this amount, 5% is in cash, and the remain- 
“ing 30% has been in Treasury bills yielding 

less than 6% interest. 

oo «In what banks say they understood was 
an opportunity to earn higher interest on 
. statutory reserves held by the central bank, 
_< the government. in March started auction- 
ing federal-investment bonds (Fibs). 

=  Bids‘in two auctions held in March and 
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: Pakistan orders banks to unload bonds 


Forced to yield 


April for the bonds totalled Rs 27.6 billion. 
Most of the investment went into FiBs that 
mature in three years and yield 13-15% in- 
terest. 

Pakistani banks purchased about Rs 15 
billion of the FiBs, of which Rs 8 billion 
went into three-year bonds, Rs 2.3 billion 
into five-year bonds and Rs 4.7 billion into 
10-year bonds, Foreign banks acquired the 
remaining portion of the bonds in about 
the same maturity spread as Pakistani 
banks. 





Bank liberalisation founders over bonds. 
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price, particularly of low-quality 35%-bro- ~ 





-exporl ‘ 
far below the early 1990 level of 200, 000 t ton- 
nes a month. Vietnamese officials hope to 
export 1 million tonnes this year, down 
from their earlier target of 1.7-2 million ton- - 
nes. 
Foreign rice analysts, however, doubt 
that the country’s exports will top 800,000 
tonnes. This is less than half: the 1990 level, 
when the country exported an estimated 
1.8 million tonnes. The 270,000 tonnes sold 
to China last year earned Vietnam about 
US$350 million, or about one sixth of its ex- 
port earnings. 

Government officials. say. the recent 
rains in the north could result in a good 
autumn rice harvest and make up for some 
of the spring losses. But they are worried 
that the poor spring output could mean 
that farmers will lack cash with which to 
buy fertiliser and other farm inputs, and 
they point out that it is still too early to føre- 
cast how seriously coastal rice-growing 
areas will be damaged when the typhoon 
season strikes in the autumn. B 


Problems for banks, . however, arose 
almost immediately following the second 
auction. The government. says. it never 
intended to allow the banks to include 
the bonds as part of- their Ftatutory re- 
serves. 

The aim of the FIBS was to raise money 
from the public through the high-yielding 
bonds and to develop a secondary market 
in these instruments. 

If this was the government's intention, 
it has failed so far because banks say they 
have been able to sell.only Rs-Z billion of the 
bonds to the public. As a result, banks have 
had little choice but to hold onto the bonds 
and enjoy the high coupons set on them at 
the auctions. 

These high rates were being paid by. 
investment banks because they were lend- 
ing this borrowed money at even higher 
rates, The government, however, was bor- ` 
rowing to meet its non-profitable expendi- 


© ture. 


To service this higif return, the govern- 
ment had only two options. It- could 
print money and further fuel inflation cur- 
rently running at an annual rate of 13%, or 
it could ask banks to get out of the FIB mar- 
ket. 

The government chose the second op- 
tion, telling the banks that they could only 
hold Figs with a maximum, maturity of one 
year and telling them to sell the rest. 

Financial analysts say the banks’ mis- 
take was to take a string of economic- 
liberalisation. measures at face value, 
believing that the government is prepared 
to allow market forces to determine the 
cost of funds. This apparant misun- 
derstanding has left many foreign bankers 
seething. a 
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| Malaysian property fi firm is sharp cost cutter 





Hard 


: sy, Jonathan Friedland in Kuala Lumpur 








(7 uala Lumpur property magnate 
B® Dick Chan is a tough customer. 
OOM A The Melbourne-trained- accoun- 
: tant’s propensity for driving a hard bargain 
wand for paring costs to the bone has won 
“him few admirers. But Chan has parlayed-a 
keen sense of timing on property pur- 
"chases, good “political: connections and a 
sharp eye for the bottom line into a healthy 
and fast-expanding real-estate empire cen- 
-tred on listed Metroplex Bhd. 
¿3 With the purchase of two major com- 
mercial properties in 1990, Chan's group is 
well on its way to becoming a major and 
highly visible landlord in the Malaysian 
capital. 
+ Holdings in the public company now 
include a large and successful shopping 
centre called The Mall, upon which a hotel, 
service apartments .and office tower are 
being constructed. The firm has a separate 
Kuala Lumpur office block and equity in 
several middle-income housing estates de- 
veloped over the past decade by Chan and 
his. partner, Tengku Idris Shah, the regent 
of Selangor. 

The completion of The Mall will put 
Metroplex among the top listed Kuala 
Lumpur property firms, alongside IGB and 
Pernas International Hofels and Properties. 
“In five years’ time, we will be a real factor 
in the property market,” says Chan. “We 
are focusing our development in the Klang 
Valley with particular emphasis on Kuala 
Lumpur and we are maximising our opera- 
<a tions in the area we know best: real-estate 
as development.” 

_. Few analysts doubt Chan’s skill or ambi- 
‘tion but note that his sometimes brusque 
personal style may stgnd in the way of win- 
ning shareholder and community support. 
‘The secretive entrepreneur, who rarely 
gives interviews and whose penthouse of- 
-fice is surrounded by security. devices, has 
‘earned a bad reputation among fellow 
Kuala Lumpur developers and the pub- 
lic for cutting corners on his housing deve- 
lopments and for taking arguments to 
court. 
_ Chan also’ has a reputation (which he 
k is ill-deserved) as an aggressive 
player in the stockmarket, particularly in 
his own shares. After a massive 232 million 
share rights issue in February 1990, 82% of 
Metroplex is held by Chan, his wife and 
deputy managing director Lim Siew Kim — 
daughter of Genting chairman Lim Goh 
Tong — and Tengku Idris Shah. Brokers 
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as nails 


say that Chan frequently seeks their sup- 
port in lining up buyers for part of his stake 
but to date has won few takers. 

The Chan family also has big stakes 
in unlisted department-store company 
Yaohan (Malaysia), which operates four 
stores in the country, in soon-to-be listed 
Apex Securities and in Faber Merlin, where 
Chan served: as an interim chief executive 
after the Umno-linked concern tumbled to 
the brink of bankruptcy in 1987. Chan’s 36 
million shareholding in the now-revitalised 
Faber, whose debts he helped cut, makes 
him its third-largest shareholder after Ren- 


‘ong and the Fleet Group. 


Metroplex’s shares have consistently 
underperformed the market since its 1985 
listing. Stock analysts say this is due in 
large part to Chan's strategy of issuing 
Metroplex equity to pay for the purchase of 
assets owned by its controlling sharehold- 
ers. 

The M$232 million (US$83.2 million) in 
proceeds from the 1990 rights issue, for in- 


Metroplex on the up 


























stance, paid for The Mall plus air rights to 
build on top of it and a Jalan Ampang office 
block, Wisma Equity. Both were bought 
from companies controlled by Chan and 
Tengku Idris Shah. The Mall, in particular, 
has soared in value since. 

Metroplex’s poor earnings per share 
growth obscures a consistent profit record, 
no. easy feat given the gyrations of the 
Malaysian property market. Unlike many 
other property companies which suffered 
during the 1985-87 recession, Metroplex 
kept up a steady flow of reasonable earn- 
ings and consistent dividend pay-outs de- 
spite frequent cash-flow problems and 
sharply fluctuating turnover. 

It has also, unlike many other Malaysian 
developers, kept its gearing at a reasonable 
level. “In our dealings, our shareholders’ 
interests always come first,” says Chan. 

For the year to 31 January 1991, the Met- 
roplex Group posted attributable profits of 
M$15.6 million, up almost 65% over the 
previous year while earnings per share 
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climbed only 27% to 2.7 M cents-as a result 5 


of the rights issue. Barings Securities pre- 
dicts that net attributable profit for the 1992). 


fiscal year will climb to M$19.3 million, = 
Most analysts do not expect a major» 





jump in profit like that seen in the 1991 





fiscal year until the 1993-94 completion of. Q 


phase two of The Mall development. When 


completed, the M$170 million expansion 
scheme will encompass a 440-room, four: |. 


star hotel, 201 service apartments and 


320,000 ft? of lettable office space. as 
Chan says he expects “quite substantial: 
profits” from the project, given that the 
land cost was factored into the sale of The ` 
Mall to Metroplex last year and foundation... 


work had been completed as part of its < 


original construction. 

The completion of The Mall project will’ 
boost Metroplex’s rental revenues to 75% of 
total turnover, a far cry from even two _ 
years ago when recurrent gains amounted. 
to only 20% of the total. The emphasis -on ` 
rentals will allow Metroplex to concentrate 
on higher-end residential developments, 
including two planned condominium pro- 


jects, not the vast middle-income housing. 
estates that have thus far been its bread and 


butter. eo 
Chan's career as a developer started in. 
the mid-1970s when he was still. a partner at. 
Kassim Chan & Co., an accounting firm 
he founded with Mohammed Kassim bin 


, Sulong to cater to rising Malaysian entre- - 
preneurs. Teaming up with Tengku Idris... . 
Shah, who also sits on the board of a bank = 


run by Lim Siew Kim’s brother, Chan am ~ 
cumulated titles for land ringing the Malay- © 
sian capital in Selangor state. 

The Selangor regent “provided the mus- 
cle to bring in the land, while Dick. pro- 
vided the brain and finance to develop it,” 
says one Kuala Lumpur banker. In some’. 


cases, such as the 180 acre Taman Muda; 


now almost fully developed, Tengku Idris- 
Shah used his own land as equity while in 
the case of the 16.2 acre Taman Kosas, a 
Selangor cooperative provided land free of 
charge in exchange for a number of low-. 
cost flats and discounts on others. 
Cheap land costs have allowed Metro- : 
plex to attain healthy margins on its hous- » 
ing estates but so too, say critics, has. 
Chan's tendency to squeeze the maximum... 
from suppliers and contractors. According 
to Malaysian press reports, private Chan 
companies have been sued on several occa* 
sions by contractors while Metroplex itself. 


is now a party to a suit and counter-suit _ 


against listed Pilecon, the piling contractor 
on The Mall. 


Chan denies that he has cut corners to 
boost profits on his developments, charac- 


terising the complaints and suits as reflec 
tive of “growing pains” that any developer 
goes through. “We have built something — 
like 15,000 units over the history of the — 
company,” he says. “Even if 150 buyers. 
complain, that’s only 1%.” s 
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POLICIES 14 


Thai government slowly opens up state monopolies to freer competition 


Privatised parts 


By Paul Handley in Bangkok = 


even years after Thailand first de- 
cided to float part of its state-run 
national airline, privatisation is 
ae making major inroads into the 
"country’s public sector. The sale of 15% of 
Thai Airways International is due to take 
‘place later this year. But privatisation, Thai- 
style, is proceeding on a broader front and 
in. more varied forms than big, set-piece 
share sales. 

Through franchises, other concession- 
ary arrangements and new shareholding 
structures for publicly run enterprises, the 
government is increasingly turning over to 
< private capital activities that once were the 
preserve of state monopolies. 

It is ironic, too, that much of the recent 
progress was made under the discredited 
government of Chatichai Choonhavan. The 
cries of corruption over certain public-pri- 
vate ventures, together with a privatisation 
tussle with the Electricity Generating Au- 
thority of Thailand (Egat), set the scene for 
Chatichai’s demise as prime minister in 
February's military coup. 

Significantly, however, the privatisation 
process has not been derailed by that event. 
While grubby hands still foul the process — 
witness the public battle over a US$4 billion 
telephone concession signed last year — 
the technocrats installed by the junta ap- 











pear set on making the process irreversible. 

The driving force behind privatisation is 
a growing realisation that private capital 
and professional management are essential 
if Thailand is to maintain its economic suc- 
cess. Four short years of double-digit 
growth have exposed the weaknesses of 
state-sector enterprises and an urgent need 
for massive investment in infrastructure. 

Yet Thailand’s public sector is not the 
huge, hungry, pea-brained dinosaur of 
other developing countries. Officially, there 
are only 63 state entities, compared with 
hundreds in Indonesia or thousands in 
India or China. Stripped of the central 
bank, regulatory bodies and a variety of in- 
consequential enterprises such as the Play- 
ing Cards Factory, Rubber Replanting Fund 
and the state lottery, the sector looks even 
slimmer. Most of its 260,000 workers are 
concentrated in 16 large monopolies or 
near-monopolies, mostly providing basic 
utilities and transport. 

The sector's day-to-day operations are 
not even a drain on government finances. 
In 1989, it returned pre-tax profits of Baht 
45.9 billion (US$1.8 billion) on Baht 312.5 
billion in revenues — a respectable 14.7% 
return. Only five state enterprises lost 
money. 

But none of the utilities has kept pace 
with soaring demand. Infrastructure 
bottlenecks are now the principal barriers to 


attracting foreign investment and spread- 
ing the benefits of Thailand’s lop-sided 
growth from Bangkok to the provinces. 
The investment bill for new transport, 
power, communications and other utilities’ 
capacity over the next five years is esti- 
mated at around US$35 billion. 

Evidence of the need for infrastructure 
expansion abounds: Egat has seen a 40% 
over-capacity in power generation erased in 
two years; Thai International, despite mas- 
sive aircraft purchases, cannot match de- 
mand; water supplies are inadequate in 
nearly every province; Bangkok's main port 
cannot move booming exports fast enough; 
and there is an immediate need for nearly 
1 million telephone lines — an increase of 
more than 50%. 

State-enterprise managers’ ability to 
spond to the challenges ahead is also a con- 
cem. However well they may compare 
with public-sector managements ` else- 
where, they are less efficient than private 
businessmen. According to a study by the 
US-based Centre for Privatisation, the state 
sector has 12% of. the non-agricultural la- 
bour force and 11% of gross domestic in- 
vestment, but produces only 5.4% of GDP. 
These problems have been compounded in 
recent years by a ‘loss of skilled staff, par- 
ticularly engineers, to the private sector, 
where wages have doubled or even tripled. 

It was to address such concerns that the 








Waiting for the bus 
Soaring debt and lakes of red ink rule out any early move to- 
wards privatisation of Thailand’s biggest public-sector loss 
maker, the Bangkok Metropolitan Transport Administration 
-(BMTA). ‘The capital’s bus monopoly loses Baht 500,000 
<- (US$19,000) a day and has debts of Baht 12 billion. It has the 
_. Same amount in accumulated losses, while revenue from its 
< nearly 5,000 buses amounts to only Baht 4 billion a year. 
-Motivation for the BMTa’s 23,000 employees has almost dis- 
__ appeared. Seeing the rest of the world go past them with higher 
Salaries, big bonuses and better services, many regard the com- 
_ pany as a hopeless loser. In theory they are entitled to a'9% an- 
_ nual profit-sharing bonus, but there is no profit. BMTA thus 
. scores another first: the highest staff turnover of the state sector, 
-at 10% a year. pipers ea ae 
Morale has been so bad that BMTA has given up chasing mil- 
lions of baht in fees from the companies who operate private 
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routes under BMTA franchises. “Once an organisation breaks 
down, there is no.incentive to do anything,” says Chatu- 
mongkol Sonakul, comptroller-general at the Finance Ministry, 
who recently also became BMTA's chairman. = = o = a 
The bus company’s problems are also affecting other state _ 
enterprises. BMTA has not been able to pay its fuel bills, so it _ 
owes the Petroleum Authority of Thailand (PTT) billions of baht. 
Earlier this year, before the Finance Ministry coaxed a Baht 4 bil- 
lion payment from the bus company, PTT told the government 
it would not be able to carry out its own investment needs if 
BMTA did not pay up. ig eh En oe ae a 
BMTA was formed from the merger of several private bus _ 
firms in 1976 — and according to executives involved, was ` 
doomed from the start. Fares are set by the government, and _ 
are perennially below costs. The standard fare, Baht 2, hasbeen 
in place for eight years and is now 40% below the level needed __ 
to meet operating costs. o o 0o See 
In the past three years, BMTA has painted new buses red — 
distinguishing them from its ubiquitous blue smoke-belchers — 
and charged three baht. This has brought a slow rise in revenue 
without the feared political backlash. But the new fare covers 
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Telephone Organisation of 
Thailand (TOT) in late 1990 
awarded a US$ billion conces- 
sion to Charoen Pokphand 
Telecoms (CPT) for the provision 


Leading state enterprises 


public-private joint ventures 

which will allow it to operate its ~ 
oil exploration, production, 
trading, refining and retail op- 
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the terms rather than the princi- 
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pathetic third party — another : 
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A tougher battle took place 
at Egat, where vested interests 
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¿vate capital — an apparent vic- 
tory for the technocrats, though 


approval from the Ministry of 








Finance. It can also set its own 





there is still a possibility that 
the assent was a stalling man- 


pay scales and eventually will — 








be able to float operations pub- ~ 








oeuvre. 


lidy without losing control. 





The planned partial flotation 


The Finance Ministry is now 





of Thai International is mean- 
while scheduled to take place 
later this year. Airline officials 
decided in March to go ahead with the 
issue, and four brokerage firms were cho- 
sen in April to manage the sale. 

For seven years, the privatisation battle 
has focused on these Big Three, whose in- 
vestment needs are greatest. During the 30 
months of the Chatichai government, the 
infighting became particularly fierce. 

But those fights overshadowed a less 
appreciated, parallel trend: many new pro- 
jects and services have been turned over to 
the private sector without argument. De- 
spite the controversies surrounding Bang- 
kok’s planned mass-transit system, for 
example, there has never been any sugges- 








tion that it should be provided by the state. 

Similarly, the government nas largely 
stayed out of heavy industries such as steel 
and petrochemicals. Private cash is also 
funding new telecommunications services, 
from cellular phones and data transmission 
to the US$180 million concession, recently 
awarded to Shinawatra Computer, to pro- 
vide satellite links. Although most of these 
activities are controlled by the TOT and its 
sister agency, the Communications Author- 
ity of Thailand, their interest is that of reg- 
ulatory bodies collecting royalties. 

The Petroleum Authority of Thailand 
(PTT), meanwhile, is forming numerous 


turning its attention towards. ` 
the rest of the public sector. 
The two big money-losers, the = 
Bangkok bus monopoly BMTA and the State 
Railways of Thailand (SRT), are being told to 
pare their losses, and are being offered 
financial incentives for progress on effe 
ciency as well as profitability. 

SRT, which lost Baht 592 million in 1989, 
is being pushed to lease out its massive 
land holdings at commercial rates. Much of 
its land is idle; the rest is leased at rates that 
are often well below market levels. BMTA, 
for whom profits appear out of reach — it 
lost Baht 853 million in 1989 — has been 
told to meet new efficiency targets. 

For smaller public-sector enterprises, the 
new order is: sink or swim. The graft-rid- 


hold 49% of these off-shoots, 
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only operational costs, excluding maintenance. 

- Moreover, BMTA was never sufficiently capitalised. The gov- 
< emment has effectively bought its buses, and it holds some 

Baht 4 billion of non-interest-bearing debt incurred in these pur- 
chases. Latterly, BMTA has financed bus purchases by paying 

~~ vendors low prices but granting them expensive maintenance 
contracts. The one advantage of this policy is that it has kept 


- 98% of the externally maintained buses on the road at any one 


"time whereas BMTA-serviced vehicles are prone to breakdowns. 
_..- Politidans and bureaucrats have avoided dealing with 
ae BMTA’S problems. Responsibility for the agency crosses the 
ae , communications, finance and interior ministries, as 

; wel as the metropolitan government. Any proposal to raise 
_ fares has generally been considered a political timebomb with 
© the potential of bringing down the national government. The 

_ only interest that communications ministers have shown is to 

get involved in bus-purchase contracts. 
. Yet, like other state enterprises, BMTA has not been com- 
pletely slack. In an: efficiency campaign dating from 1984, 
~ Chatumongkol points out, losses have been cut by 75% from 
Baht 2 million a day to the present level. However, this has been 
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achieved partly by the government absorbing financing costs. 
Chatumongkol aims to cut the losses to Baht 325,000.a day 
by the middle of next year. BMTA is also embarking on a pro- 
gramme to buy 2,840 buses over the next two years, 800 with 
airconditioning. Fares on. the air-conditioned buses will be 
raised from a minimum Baht 5 to Baht 6. ee 
Before BMTA can achieve any lasting turnaround, however, 
the government will have to swallow some of its accumulated... 
losses. The Finance Ministry is proposing to recapitalise BMTA noe 
with Baht 10 billion to pay off most of the debt and give itafree = 
6.1 million litres of fuel a month. If this proposal is adopted, _ 
says Chatumongkol, “we would arrive in July 1992 “dean.” 
That, however, still does not provide an incentive, or bonus, — 
to BMTA’s workers. Chatumongkol says the company has to be 
regarded for the time being as a non-profit social organisation © 
and set performance rather than profitability targets. These 
could include fare-collection goals, trimming the ratio of office- = 
to-operations staff and maintaining fuel efficiency. ee 
Further goals would be established next year after the first se 


phase of improvements cuts losses. But without a rise in fares, 


BMTA will continue to lose money. m Paul Handley : 





"trucks freight to and from Thailand’s ports 
and neighbouring countries, is being forced 
to compete. In May it lost control of truck- 
ing services to Laos. Its exclusive rights to 
serve the ports are also being cut back and 
may soon be eliminated entirely. 
The notoriously corrupt, inefficient and 
litically manipulated Port Authority of 
Thailand (PAT) is also seeing its power 
‘eroded as private wharves and container 
- depots snatch business. The PaT, which 
controls Bangkok's Klong Toey port, has 
been fighting to extend its writ over new 
> facilities which are due to open next year at 
- Laem Chabang, between Bangkok and Pat- 
».. taya. But in recent months the PAT’s posi- 
tion has begun to look weak. 
“<-> Even the small Thai Maritime Naviga- 
tion, a shipping line which once had 
monopoly rights to ship government- 
-purchased cargoes, including arms, has lost 
those privileges. It has been told to fund ex- 
pansion from its own resources. 
~~: The reasons for this trend have little to 
do with Thatcher-like privatisation ideo- 
© logy, as chief national planner Phisit Pak- 
kasem makes clear. Buffeted by a debt ser- 
vice problem in the early 1980s, Thailand’s 
= extremely conservative finance and plan- 
= ning officials judged that the government 
- could no longer adequately manage and 
fund public-sector growth. In 1984, the 
: government decided to inject private capital 
into both Thai International and Egat. 
_ Resistance from labour and other vested 
interests, as well as general political infight- 
ing, stalled these moves for years — until 
fhe country’s recent break-neck growth 
< made the public sectors shortcomings 
_ plain even to diehard opponents. 
¿o Thailand's planners, meanwhile, have 
remained averse to funding infrastructure 
development by allowing public-sector en- 
_ terprises to borrow heavily. “We do not 
want to end up like Brazil,” says Phisit. 
_ > This is an unnecessarily pessimistic view 
of Thailand's ability to service borrowings. 
< Total government foreign debt at the end of 
1990 was only US$11 billion, representing 
just 7.3% of GDP. This is largely because the 
government has operated under self-im- 
“posed. annual borrowing limits since 1985. 
_ Originally set at US$1 billion, the ceiling 
-was raised to US$1.5 billion in 1990 and will 
~ go up to US$2 billion next year. 
Even though public finances are in good 
Shape, the emphasis — for the planners — 
= has switched from controlling debt to 
_ achieving the efficiencies that will sustain 
: Thai competitiveness internationally. Phisit 
-argues that “the 1990s will not be domi- 
nated by one economic power — they will 
_. be tough and competitive. Any economy 
«dominated by the government sector will 
-1 lose: Public monopoly in the utility sector is 
¿snot the answer.” 
: Putting these policies into practice has 
¿> stirred up a variety of vested interests, in- 
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den Express Transport Organisation, which 
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Even though it has given the nod to 
privatisation, the Thai military's 
longstanding role in state enterprises is 
unlikely to diminish much in the near 
future. The military regard their influ- 
ence on the boards of state firms as im- 
portant for national security, as well as 
providing them with access to benefits 
that would otherwise be unavailable to 
badly paid soldiers. 

Their boardroom presence is estab- 
lished both by tradition and legal right. 
Among the top 20 state enterprises, 26% 
of board members at the last count were 
acting or retired military officers.. Leav- 
ing aside the four state banks, which 
have no military representation, the fig- 
ure rises to 32%. 

In most cases, military officers take a 
low-profile role. They remain informed 
on things which could affect national 
security and, when needed, prod state 
firms to serve security interests — by ex- 
tending electricity to strategic border vil- 
lages, for example. 

Board seats enable the military to 
find state-enterprise sinecures for re- 
tiring military. personnel, to. direct 
purchase contracts to military-linked 
suppliers, and to award service con- 
tracts to friendly companies. Rarely does 
any of this break into the open, as rarely 


cluding the now-disbanded state-enterprise 
unions. The unions had opposed privatisa- 
tion, seeing it as a threat to both their exist- 
ence and their members’ livelihoods. But 
they had also been manipulated in the pro- 
cess by managers, who, perhaps correctly, 
saw their own position in jeopardy; by 
bureaucrats who had enjoyed state-sector 
perks; and by a military anxious to retain 
the political influence and financial benefits 
that came from holding positions on state- 
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directed towards a single beneficiary. i 

These links also have enabled the mi- 
litary to stay in contact with the more’ 
than. 200,000 workers who, until early 
March, were. organised in state-enter- 
prise unions. In previous times, this 
provided an opportunity to manipulate - 

labour; but unions were equally vulner- 
able to manipulation against the mili- 
tary.. Possibly recognising the damage- 
this was doing to national development, 
the junta moved quickly after the 23 
February coup to ban state-enterprise o 
unions. 

Military nominees account for half 
the board at six big state enterprises: the 
Express Transport Organisation, the 
communications, telephone and airport 
authorities, Thai Airways International, 
and the Thai Tobacco: Monopoly... 

A military officer is chairman. at six 
agencies: the telephone, communica- _ 
tions,- airports, ports and petroleum .- 
authorities: and Thai Airways Interna- 
tional. The chief executive of the Thai 
Tobacco: Monopoly is is. also. a anilitary 


- nominee. 


In 11 other agencies, each. military i: 
service has at least one representative on 
the board. By comparison, in all but four: 
of the 11, the state firm itself has only 
one board seat. But in all 11 cases, the — 
military's. voting. powers are far out- 
weighed by board members from the. |. 
bureaucracy and other state enterprises. 

The police are also sparsely T 
resented — one board member each on. 
eight of the 20. u Paul Handley 


enterprise boards. 

These same vested interests battled 
among themselves over whether to go 
ahead with privatisation — and, if so, how 
and when. And together they battled 
Phisit’s National Economic and Social De- 
velopment Board, the Ministry of Finance 
and the government's, budget bureau. 

Under the Chatichai administration, the 
technocrats who have been pushing 
privatisation attempted to steer a course 
around these political whirlpools by leaving 
existing state operations alone and instead 
privatising new projects. Chatichai himself 
challenged the PAT to give up its monopoly, 
and used the privatisation issue to shake up 
management at Thai International and Egat. 

In the last half-year of his premiership, 
Chatichai engineered three major private- 
investment deals: the award. of the tele- 
phone concession to CPT, the signing of the 
US$3 billion Bangkok mass-transit contract 
with Hongkong’s Hopewell Holdings, and 
the award of the satellite concession to 
Shinawatra. Yet each of Chatichai’s moves 
was tainted with accusations of corruption. 
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Former Chatichai advisers Pansak Vin- 
yaratna and Kraisak Choonhavan, as well 
as planning chief Phisit, at the time argued 
that corruption was unimportant. “I do not 
care about the mode,” Phisit said in an in- 
. terview before the coup. “We achieved get- 

ting things in private hands.” 

Others believe Chatichai’s methods did 
worlds of damage to the cause. State- 
enterprise specialist Pipat Thaiaree of Chu- 
lalongkorn University says the process has 

_ been. set back by a decade, “The last regime 

caused damage to privatisation . ... because 

“most of the projects to privatise had some 

‘smell. The process has to be open to the 

‘public.” 

Pipat calls for a more orderly. process 

with clearly defined goals, controlled by an 
agency set up for the purpose. This view is 
increasingly supported by government 
planning officials. 

_/ Some critics also point out that the gov- 
emment’s ad hoc solutions are not all 
headed ‘in the same direction. Concession 
arrangements, such as that adopted for the 

-TOT contract, do not remove control from 
State agencies; in fact, the state monopoly 
may become even bigger when the conces- 
sion ends and ownership of facilities reverts 
to the franchising authority. 

So, too, in the case of the prt, whose 
creation of quasi-private subsidiaries is 
making the petroleum authority bigger, not 
smaller. As one senior Finance Ministry of- 
ficial observed: “They {the PTT and Egat] are 
not privatising. They are taking over the 
private sector.” a 


POLICIES 2 


Electricity agency's fight may not be over 


Power struggle 





By Paul Handley in | in Bangkok i 


n the tussle over privatisation between 

Thai technocrats and special interests, 

the roughest dogfight has been over 
the future of the national power monopoly, 
the Electricity Generating Authority of 
Thailand (Egat). And despite a compromise 
reached in April, the issue is by no means 
settled. 

Save for two state-owned banks, Egat is 
the largest state enterprise in terms of assets 
— Baht 123 billion (US$4.8 billion) in 1989 
— and third in terms of revenue, behind 
Thai Airways International and the Pet- 
roleum Authority of Thailand. 

Its development budget, however, is by 
far the largest of any of the utilities, at an 
estimated Baht 300 billion for the next 
five years. Even if Egat meets state-sector 
guidelines requiring it to fund 25% of the 
spending internally, its debt needs would 
still absorb nearly all of the sector-wide for- 
eign borrowing limit, set at US$2 billion 
from next year. 

This has produced a test of wills. The 
government has wielded the borrowing 
limit to force Egat to accept private invest- 
ment. But Egat is also not averse to 

















brinkmanship. Threatened with losing bor 
rowing powers if it refused to cooperate on 
privatisation, it has challenged the Finance — 
Ministry to do its worst — and take the 
consequences if there are power shortages 
So far it has been the men from the minis- 
try who: have blinked. 
Government planners have scheduled. 
three major power plants to be built over. 
the next five years with private capital in- 
vested under. build-operate-transfer (BOT) 
agreements. Egat has: steadfastly resisted, 
arguing that anything outside its control ~ 
even a plant feeding all its output into the: 
Egat. grid — would violate its monopoly. 
When former prime minister Chatichai 
Choonhavan pushed a measure through: 
the cabinet in February permitting BoT-type a 
schemes for Egat, the authority's unions _ 
filed criminal charges against him for break- 
ing the law. 2 
Egat has stood on its record of efficiency 
and - profitability. Even pro-privatisation 
state planning chief Phisit Pakkasem ad- 
mits its record is impressive. The agency: 
has maintained a strong self-financing base, | 
despite low power rates. o 
Its success, and a highly unified and __ 
motivated management and workforce: __ 
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POLICIES 3 


Few executives would have relished sit- 

ting at the controls of Thai Airways Inter- 

x National during the past three years. of in- 

- fighting over the carrier's planned share 
- flotation. 

An interviewerecently in the office 
of- executive vice-president Chatrachai 
Bunya-anant was interrupted by a stream 

`of telephone calls: one each from the air 

~ force, the police, the prime minister's of- 

fice and three ministries. “Can you un- 

- derstand our problems in trying to man- 
age the airline?” Chatrachai asks. 

The 23 February coup, however, 
eliminated some of the hands in Thai In- 

«.ternational’s pot. Shortly afterwards, the 
air-force dominated faction that com- 
prises half its board confirmed that the 
on-again, off-again share sale would go 
ahead this year. The military agreed to 
the flotation after the Pansport and 
Communications Ministry — which had 
previously opposed the sale — was put 








Crowded cockpit 


into friendly hands following the coup. 

In April, Thai International named 
two local and two foreign brokerages. to 
manage the sale of 15% of the airline, and 
the shares’ stock-exchange listing. 

Thai International has had to finance 
its heavy expansion since 1988 from 
accrued earnings because the Finance 
Ministry, its sole shareholder, refused to 
cough up more cash unless it privatised. 

In addition, although the airline's 
books look good — it has been consis- 
tently profitable — it is saddled with 
heavy off-balance-sheet debts. These are 
in the form of aircraft leases, which effec- 
tively leave it leveraged at 2.4 times 
equity. Moreover, the carrier plans to 
spend roughly US# billion in the next 
five years, chiefly to buy aircraft. 

The way the flotation decision was ar- 
rived at shows the airline still to be a tool 
of competing bureaucratic and_ political 
interests. 


Thai International's. recent. expansion 
roughly coincided with the advent ‘of 
Chatichai Choonhavan’s government, 
and with it a new airline chairman, Air 
Chief Marshal Voranat Apichari. 

Voranat, settling factional scores; 
shook up management and reversed 
major purchasing-contract decisions. 
Morale plummeted. 

After two years, however, Voranat 
was replaced as air-force chief and the air- 
line's chairman by rival faction head Air 7). 
Chief Marshal Kaset Rojananil, a leader =} 
of the coup that toppled Chatichai. 

Kaset reinstated most of Chatrachai’s < 
management team, but was unable to — 
shift the Voranat-installed president, a 
Weera Kitchathorn. This produced. ao} 
stalemate on privatisation until the coup 
tilted the balance of power decisively to- 
wards Kaset. 

Despite the planned sale, a cautious 
Chatrachai notes that private manage- 
ment of the airline is a long way off. But | 
it must come eventually. “We have now. 
reached a critical point. The decision has 
to be made at the top that once you 
privatise Thai it has to go on.” 

a Paul Handiey 
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built up under former Egat governor 
-Kasem Chatikavanich, gave it a strong pos- 
— ition from which to resist privatisation. 
Kasem, later elevated to the board, was 
forced out by Chatichai in June 1989. But 
~ his considerable influence, extending not 
"only to the bureaucracy, political parties, 
-the military and even the royal palace, en- 
>. abled him to continue orchestrating Egat’s 
“Opposition. 
 Egat’s government critics say it has re- 
sted too long on its laurels. It is not good 
< enough to compare it to power agencies in 
Indonesia or the Philippines, the planners 
<- say: Egat must strive to match utilities in 
< developed countries. 
~The company’s transmission loss (was- 
tage) rate, for example, is 50% higher than 
_-in South Korea, Germany or the US, ac- 
cording to government studies. Phisit also 
_ Says Egat has 22 times as many staff and 20- 
30% higher production costs for its generat- 
ing capacity than an efficient national 
‘power agency such as Sweden’s. 
Moreover, power supplies to rural areas 
are inadequate to attract investment and 
“reach the poor. Voltage also fluctuates too 
_ much, a factor which has led important po- 
+ tential investors to shun Thailand. 
















ts back to the wail, Egat was saved 
by the 23 February coup which evicted 
Chatichai. Kasem, though no longer an 
Egat official, led negotiations with the new 
government that produced a compromise. 
Egat proposed a change in the law to allow 
=< jt to establish 49%-held commercial sub- 
sidiaries to develop new power stations. To 
ensure government control, 2% could be 
_ held by another state agency. 

^ This is the same format now being em- 
ployed by the Petroleum Authority of Thai- 
_. > land. It would ostensibly attract private cap- 
ital without sacrificing control and permit 
Egat to pay salaries above the public-sector 
norm. The proposal has stilled the Egat bat- 
tle, at least for the time being, and the 
cabinet quickly approved US$160 million 
worth of publicly financed projects. 

But since Egat has never fully studied 
the implications of the joint-venture 
scheme, it is unclear whether the 
monopoly will be able to attract private 
»- partners. Indeed, many observers believe 

Egat has no real interest in doing so. 
fi However, Egat’s diminishing ability to 
self-finance expansion is clear. The com- 
= pany says that unless its government-set 
_ Yates are raised, it will incur a loss by 1996. 
©. Net profit in the year to 30 September 
1990 was Baht 12 billion, and is expected to 
_. drop to about Baht 8 billion this fiscal year. 
< Egat’s retum on investment is projected to 
drop to 8.3% from 11.6%. 
==. Egat has recently commissioned the 
< Swedish power agency to analyse its oper- 
ations with a view to boosting efficiency. 
And it is at last showing a little interest in 
energy conservation. n 
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INVESTMENT 


Asean investment helps to buoy Vietnam’s economy 


The last frontier 





s Vietnam awaits the removal of 
Ae US economic embargo imposed 

since 1975, an increasing level of 
trade and investment from Asean is help- 
ing to support the country’s frail eco- 
nomy. More recently, the easing of tension 
caused by Vietnamese involvement in 
Cambodia has prompted every Asean 
country except Singapore to promote in- 
vestment in Vietnam as a preliminary step 
towards bringing the second-largest coun- 
try m Southeast Asia into the grouping’s 
fold one day. 

But most analysts point out that Asean 
investment will almost certainly be dwarfed 
by money from Japan, Taiwan, South 
Korea and Hongkong after the lifting of 
sanctions. Even so, some areas of the Viet- 
namese market are likely to remain attrac- 
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tive to companies in Asean. Moreover, 
Hanoi's policy of seeking to balance foreign 
economic influences is unlikely to change. 

Officially, Asean investment in Vietnam 
has not been on a spectacular scale, 
amounting to only US$44 million of the 
US$1.84 billion approved by the State Com- 
mittee for Cooperation and Investment as 
of 31 March. Major areas of investment by 
Asean companies have been in export-re- 
lated natural-resource processing. 

Official Vietnamese figures that do not 
include Brunei and the Philippines, which 
exports a large amount of rice from Viet- 
nam, indicate that trade between Vietnam 
and Indonesia, Malaysia, Thailand and 
Singapore in 1989 amounted to US$164.4 
million. By comparison, total trade with 
Vietnam amounted to US$4.5 billion that 
year. 

But this token official presence obscures 
Asean’s real role in the Vietnamese eco- 
nomy. Vietnam’s economic isolation has al- 
ways been penetrated and mitigated by un- 
official trade with Asean companies. Min- 
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eral water from Indonesia, soft drinks and 
beer from Singapore and pharmaceuticals 
from the Philippines have long been availa- 
ble in Ho Chi Minh City. 

And aside from remittances from over- 
seas Vietnamese, the more than US$2. bil- 
lion of capital circulating outside the official 
banking system reflects a shadow economy 
supported by illegal trade mainly with 
Asean countries, Some economists believe 
as much as 40% of all business in Vietnam 
is conducted through black market. chan- 
nels. 

The two main smuggling routes to Viet- 
nam are by sea from Singapore and by land’ 
through Cambodia from Thailand. As a` 
measure of the value of goods traversing 
these routes, the Thai press recently re- 
ported that electronics goods from Singa- 
pore valued at US$225 million were smug- 
gled into Vietnam last- year.. Official yearly 


„ trade figures with Asean pale by compari- 


son with the value of this single shipment 


: of smuggled goods. 


Asean countries ‘have alse provided a 
useful base for those countries sensitive to 
the US trade embargo. Precise details about 
what companies are investing in Vietnam 
are not made public by the government. 
But businessmen in Ho Chi Minh City say 
it is common for companies from Japan, 
Hongkong and Taiwan, as well as some 
overseas Vietnamese companies, to operate 
out of Thailand and Malaysia. Also, some 
US companies, frustrated at watching their 
Asian competitors flock to Vietnam, have 
had their Asean-based affiliates and other 
regional offices make quiet forays into Viet- 
nam. 

Nevertheless, both the private and pub- 
lic sectors in Asean are increasingly looking 
for economic opportunities in Vietnam. 
Two years ago, Malaysian businessmen ‘re- 
quired approval from. their: own Home 
Affairs Ministry to visit Yienam. Now, 
Malaysia’s Ministry of International Trade 
and Industry in Kuala Lumpur holds semi- 
nars to encourage investment in Vietnam, 
and Malaysian. Airlines System flies thrice 
weekly to Ho Cho Minh City. 

“The [Malaysian] government has taken 
an interest in promoting bilateral trade and 
investment,” says Datuk Soong Siew 
Hoong, chairman of the Malaysian Iron 
and Steel Industry Federation. “Con- 
sequently, a lot of Malaysian businessmen 
are going to Vietnam.” 

Among the larger Malaysian companies 
that have recently sent delegations to Ho 
Chi Minh City is the influential Renong 


27 JUNE 1991 





group, according to a Malaysian business- 
man in Ho Chi Minh City. Malaysian dip- 
lomats say Kuala Lumpur is eager to pro- 
mote economic ties with Hanoi to enhance 
wider regional cooperation. 

Indonesian companies have been in- 
terested in Vietnam since Indonesian De- 
fence Minister Benny Murdani led a delega- 
tion to the country in 1986. Since then, the 
Astra, Salim and Sinar Mas groups have 
begun tentative operations in Vietnam. The 
most tangible Indonesian project is Summa 
Group’s establishment of the first foreign 
joint venture with a Vietnamese bank, In- 
dustrial & Commercial Bank of Vietnam, 
which is owned by the State Bank of Viet- 
nam, 

Summa has invested US$5 million in In- 
dovina Bank. Since opening its doors in 
January, Indovina manager H. J. E. Ong 
says the bank has been involved mainly in 

“trade-financing, an area poorly served by 
Vietnamese banks. “We have started to run 
loans to local businessmen of up to US$1 
million,” Ong says. Foreign bankers say it 
is likely Indovina will serve as a model for 
banking joint ventures. 

According to Vietnam’s State Commit- 
tee for Cooperation and Investment, 14 
Thai companies have invested in Vietnam. 
Thai Military Bank recently opened a 
representative office in Ho Chi Minh 
City, and in May the bank reported 
134 visits by Thai businessmen. 

Most attractive for Thai com- 
panies are ventures that exploit Viet- 
nam’s plentiful mineral resources. 
Fish farming and processing are 
viewed as other areas of investment. 
There is also keen interest by Thai 
companies in textile afd garment 
production because of Thailand’s 
perennial problem with export 
„quotas. But caution on the part of 
Thai investors and mistrust from the 
Vietnamese side have limited pro- 
gress. 

Singapore does not permit its 
companies to invest directly in Viet- 
nam, but official trade between Sin- 
gapore and Vietnagi ranks third 
after Vietnam's trade with the Soviet Union 
and Japan. In 1989, trade between Singa- 
pore and Vietnam totalled US$111.9 mil- 
lion, according fo the Vietnamese Ministry 
of Trade. Some analysts believe the real fig- 
ure was double that. 

A severe shortage of foreign exchange 
means that imports are mainly paid for by 
barter arrangements. Rice, scrap iron and 
various primary commodities are ex- 
changed for much-needed processed 
foods, construction materials and con- 
sumer goods. 

Also, trade with Vietnam is fraught with 
risk, Vietnamese companies in the rice 
trade, for example, are invariably under- 
capitalised, and they frequently ask for ad- 
vance payment against delivery. Forced to 
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grant what amounts to an unsecured loan 
exposes foreign traders to greater risk. 

Foreign rice traders also say it is com- 
mon for their Vietnamese counterparts to 
sell the grain to more than one buyer. 
“Often, the only way to secure a deal is to 
offer part-payment in gold,” a foreign 
trader says. 

Once trapped by the delayed payment 
for goods, foreign companies have almost 
no avenue for legal recourse in Vietnam. 
Even more frustrating for some foreign 
executives is their ignorance about whom 
to bribe. Many traders, notably from Singa- 
pore, do not operate from registered repre- 
sentative offices. A Vietnamese official esti- 
mates that of 250 foreign companies in Ho 
Chi Minh City, only 100 have approved 
representative offices. 

Given the legal uncertainties, the only 
course for foreign traders is to continue 
operating with their local partners. “This 
way, the traders get sucked into more deals 
and cannot get out,” explains a foreign 
businessman involved in the rice trade. 

For their part, Vietnamese officials be- 
moan the profits made by unofficial foreign 
companies at Vietnam's expense and the 
general tendency for Asean businessmen to 
be less legally minded than their Western 





a © 
Ho Chi Minh City port hosts Asean’s unofficial trade. 


competitors. One particularly lucrative area 
is raw rattan exported via Singapore. Local 
traders in Ho Chi Minh City contend that 
Singaporean companies buy raw rattan 
from Vietnam at roughly half the world 
market price and sell it from Singapore at 
the full market price. 

Not all Asean businessmen in Vietnam, 
however, are as savvy. “Most Thai busi- 
nessmen come here knowing nothing 
about investment in Vietnam,” Thai Mili- 
tary Bank representative Tossatis Rod- 
prasert says. “They are unclear about the 
procedures, so they sign a contract and lose 
a lot of money.” 

The Thai Government wants to set up a 
consulate and trade office in Ho Chi Minh 
City to help overcome problems that most 
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recently included the kidnapping of a Thai a 
businessman. But the likelihood of this oc. 


curring is unlikely until Bangkok agrees to 
Hanoi’s request for a consulate in Thailand's. 
northeastern region, which is home toa 


sizeable expatriate Vietnamese community. 
Foreign businessmen are often put off 


by shortcomings in Vietnam's banking sys- 
tem. Letters of credit issued by Vietnamese 
banks are frequently not honoured, foreign 


businessmen say. Office rents that are often 
steeper than current Bangkok rates and sur- 
prisingly high labour costs cut into already 
precarious profit margins. The weekly 
wage in Vietnam is about US$50, compared = 
with US$42 in some parts of Eien ae 

Some Asean entrepreneurs are content 
to reap the profits of barter trade and await 
better conditions for investment. An Indo- 
nesian trading company, PT Prima Come- 
xindo, says it will explore areas of invest- 
ment this year, but it will probably aim at > 
trade-related ventures such as rice-milling 
and saw-milling. 

Most Asean companies are only in- = 
terested in the basic processing of export ` 
goods such as rice and timber. For the time 
being, the focus is on export-linked ven- 


tures, where the initial investment can be 


covered by the output. 
But given the underdeveloped 
state of Vietnam’s consumer market, 


with already proven strategies in 
low-income but high-density mar- 
kets. Indovina’s Ong sees parallels 

between the state of Vietnam's ecò 
nomy today and that of Indonesia 30° = 
years ago. “It’s just a replay of an old 
film,” he says. 

Two such companies, Charoen —- 
Pokhpand (cP) of Thailand and © 
Salim Group of Indonesia, have ab -- 
ready begun operating in Vietnam. 
CP operates a frozen-chicken plant 
in Ho Chi Minh City, and it is study- 
ing other food-processing oppor- 
tunities. 

Salim owes its wealth to the suc- 
cessful exploitation of Indonesia’s 
low-income consumer market, aided by 
unbeatable connections with the govern: | 
ment. Both these ingredients are expected 
to flavour its strategy in Vietnam. Business 


men say President Suharto’s November © 


visit to Hanoi greatly facilitated the access 


of certain Indonesian companies to the 


Vietnamese authorities. 

Salim has begun operating in Vietnam ` 
through a subsidiary, PT Pilondomas ; 
Mekar. A company official says Pilone: 
domas is buying Vietnamese rice in ex 
change for Indonesian palm-oil products: 


and construction materials. “We see poters = 
tial both in terms of being the last frontier in 
Southeast Asia and a large market of 66 mil- 


lion people,” he says. “We are here for the 
long term.” a 





some analysts see a longer-term ope 
portunity for large Asean companies 
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CHINNA 





Famine to feast 


hina is lurching from a gover- 
ment-induced slowdown in 1989- 
90 to an inflationary boom in 1991. 
Both domestic and external de- 
mand are growing at double-digit rates. In- 
¿dustrial output totalled Rmb 711.4 billion 
(US$136.8 billion) in the first four months of 
1991, 13.2% higher than the same period 
“last year. Retail sales, which slumped last 
year, climbed by 13.9% to Rmb 306.6 bil- 
‘lion. 
The trade picture mirrors the intense ac- 
‘tivity at home. Exports rose by 19.8% to 
US$18.7 billion in the first four months of 
this year and imports went up 14.4% to 
US$16.4 billion. 
¿> Washington expects China's bilateral 
‘surplus with the US to rise to US$15 billion 
this year from US$10.4 billion in 1990, This 
is adding fuel to the debate in the US Con- 
> gress over whether to renew China's most- 
_> favoured-nation trading status. President 
‘< Bush has renewed it for a year and the 
_. Congress is now considering whether to 
-= pass a bill blocking the extension. 
Overall, China’s industrial output could 
grow by around 12% this year, double the 
target of the eighth Five-Year Plan, accord- 
-ing to Liu Guoguang, a vice-president of 
the Chinese Academy of Social Sciences. 
Overall, Liu predicts that GNP growth may 
“hit 8%, against the 4.5% targeted for 1991 in 
-the plan, which was announced in March 















of this year. Growth was 5% in 1990. 

Economists fear that the quick rebound 
may come at the cost of renewed inflation, 
which last year was cut to 3% from a gal- 
loping 40% in 1987-88. In May, prices 
were 8.9% above the corresponding period 
last year in 35 major cities. In the first 
quarter, prices for services rocketed by 
23.5%. 

On 1 May, the government posted re- 
cord price increases for cooking oil and rice 
of 160% and 75% respectively, as a result of 
cuts in subsidies. And the state-run China 
Daily reported in May that the government 


boosted prices of steel and cement by 25% 
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and 40% respectively. 

Increased demand, whether domestic or 
foreign, is not the only factor that is pump- 
ing up the Chinese:economy. There is also 
the record infusion of more than Rmb 250 
billion in government loans to enterprises 
last year, which has sent ripples through 
the economy that are only now being felt. 

In the first four months of this year, pro- 
fits from state enterprises fell 33.8% com- 
pared with the same time last year. For the 
sake of social stability, the government has 
little choice but to prevent loss-making en- 
terprises from going bust and throwing 
people out of work. Joblessness officially 


, Stands at 3%, widely regarded as an under- 
2 estimate. 


In the countryside, China will have a 
hard time beating last year’s record harvest 
of 435 million tonnes of all crops. Poor wea- 
ther is likely to harm the prospects for sum- 
mer crops, which make up a third of the 
annual total. In the Yangtze river region, 
the nation’s major farming area, big floods 
damaged. millions of hectares of summer 
crops in early June. In the south, a drought 
has also taken its toll. k 

The: weather is not the only factor, 
though. The government is planning to in- 
crease investment in agriculture by Rmb 1 
billion this year. And this should help it 
meet a modest 3.5% annual growth rate 
target in the five-Year plan. — w Yuan Fan 





PROPERTY 


In the loop 


Malaysia’s state oil company, Petronas, 
has surfaced as a major shareholder in a 
scheme by Seri Kuda Sdn Bhd to trans- 
> form the Selangor Turf Club's racetrack 
in Kuala Lumpur into a “golden cres- 
cent” of high-rise office blocks, hotels, 
parks and other projects. 

Construction is to begin in late 1992 
on the first phase of the project, to be 
built in five or six years at an estimated 
cost of M$2 billion (US$717.4 million). 

The first phase features a new Kuala 
Lumpur City Centre dominated by. an 80- 
storey office block and includes five office 
blocks in a corner of the site off Jalan Am- 
pang, a new Kuala Lumpur civic centre 
and a city hall that will replace the current 
building on Jalan Raja Laut. 

There are also plans to build a public 





amphitheatre, hotels and mixed commer- 
cial-residential projects. All land use and 
master plans for the project have been 
approved by Kuala Lumpur city au- 
thorities. 

The participants also say that a well- 
known international hotel chain is ex- 
pected to operate a 500-room luxury hotel 
on the site adjacent to Jalan Pinang, while 
Japan's All Nippon Airways has express- 
ed an interest in managing a resort hotel 
off Jalan Kia Peng. 

The first phase is expected to create 
4.5 million ft? of new office space, 2 mil- 
lion ft? of retail podium space and 1.5 mil- 
lion ft? of commercial space as part of 
plans to build a twin-tower convention 
hotel. Analysts have estimated that the 
entire project, which will take 15-20 years 





| 
to complete, will result in,a total of M$7-8 
billion worth of space being added to the 
local market. 

Under the terms of an agreement, Pet- 
ronas will assume a 51% stake in. Seri 
Kuda, which has been designated the of- 
ficial consortium company for the project. 
Seri Kuda has authorised paid-up capital 
of M$109 million. 

The remainder will be shared among 
Selangor Turf Club, invegtment com- 
panies MAI (Holdings) and Pacific States 
Investment, various. associates and other 
bumiputra companies. Seri Kuda chair- 
man T. Ananda Krishnan expects to 
hold a personal stake of 15% in the pro- 
ject. 

Petronas, which will have major re- 
sponsibility for arranging financing for 
the scheme, has indicated its interest in 
relocating its headquarters from the 
Dayabumi Building in downtown Kuala 
Lumpur to a 60-storey twin-tower office 
building among the five to be built off 
Jalan Ampang. m Doug Tsuruoka 
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Project Finance: Diverse Solutions 
for Unique Financing. 


There’s no shortage of projects in need 
of financing, but there is a shortage of 
banks which can provide the right financial 
solution. 

The Project Finance Team at UBS 
understands that project sponsors want 
their banks to offer unique financial solu- 
tions. Providing funding is not enough. 

UBS has been a financial advisor and 
lead bank for diverse projects such as oil 
and gas, waste-to energy, petrochemical, 


UBS. The bank of experts. 





mining, power generation, pulp and paper, 
and geothermal energy. This diversity of 
experience allows UBS to bring added 
expertise to each project. 

As the leading bank in Switzerland and 
one of the few AAA-rated banks in the 
world, UBS backs expertise with attention 
to detail. 





To know 

one true expert 
is really 

all you need. 


UBS in Asia, Australia and India: Tokyo, Hong Kong, Singapore, Sydney, Taipei, Beijing, Bombay. Head Office: Union Bank of Switzerland, 
Bahnhofstrasse 45, CH-8021 Zurich. 
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SIEMENS 


From manufacturing to service — 
siemens in Southeast Asia 


Ten manufacturing plants throughout 
Southeast Asia, engineering, sales and 
service locations in all major cities, a 
total of over 5,000 employees in the 
region, this is what Siemens in 
Southeast Asia is all about. Producing 
sophisticated electronic components, 
telecommunication products and 
systems, power distribution equipment 
and automative electronics, the 
Siemens factories not only cater for the 
local but also for the world market. 


Modern apprentice training facilities are 
attached to two Siemens factories in 
Indonesia. Advanced customer training 

in the area of industrial automation is 
provided by Siemens in Singapore. 
Service and maintenance engineers are 
strategically located throughout the 

region to response promptly and efficiently 
to service calls. 


Engineering competence combined 
with a strong local presence is your 
best guarantee for receiving practical 
solutions for your specific application 
requirements. From medical 
engineering to power generation and 
distribution, from electronics and 
telecommunications to industrial 
automation, Siemens serves its 
customers locally, nationally and 
internationally, in Southeast Asia and 
throughout the world. 


The regional network of factories, 
engineering, service and training 
facilities is an integral part of the 
worldwide operation of Siemens which 
employs 370,000 people in 123 
countries and which achieved a sales 
volume of over US$40 billion last year. 


Siemens (Pte) Ltd 
Marketing Communication Services 


151 Lorong Chuan 03-01 Local presence 


New Tech Park 


Singapore 1955 is our strength. Siemens. 





are also i 


Beijing, Bangkok. Hong Kona. Jakarta, Kuala Lumpur, Manila. Seoul and 








Our Dedication To Your Personal Comfort 
Begins Long Before You Even Step On Board. 


Korean Air is dedicated to making your flight the best you've ever had. Our dedication starts hours before 
you check in with meticulous attention paid to the smallest detail, so that everything is perfect and your personal 
comfort is assured the moment you take your seat. 

This insistence on excellence has made Korean Air one of the world’s leading airlines with a growing 
network which today covers over 48 cities in 22 countries on 5 continents. Fly with us soon. 


And experience the dedication to excellence that could only be Korean. 


KS REAN AIR 


The Spirit of Korea is in the Air. 





COMPANIES 1 


Asia’s aviation twins exhibit key differences 


Profit formation 





By Michael Westlake in Hongkong 
Gene Airlines (SIA) and Hong- 





kong’s Cathay Pacific Airways stand 

out as the world’s most profitable air- 

~ lines against the clouds of losses recorded 

_ by many air carriers last year. The reasons 

“for the success of these two airlines, how- 
ever, could not be more different. 

While recording profit falls last year be- 
cause of the tourism downturn resulting 

» from the Gulf War, sta and Cathay Pacific 

shave again produced results that dwarf 
those of larger carriers such as Japan Air- 
lines. SiA’s consolidated net profit declined 
23.9% from a year earlier to $$913 million 

-:(US$516 million) in the year ended on 31 
March, while Cathay saw its profits decline 
9.8% to HK$3 billion (US$284 million) in the 
year to 31 December. 

Brokers have long sought to compare 
SIA with Cathay because both operate as 
international carriers from small territories 
and fly similar sizes of all wide-bodied 
fleets; sia had 43 aircraft as of 31 March, 
and Cathay 41 at the end of December. Fur- 
ther, the two airlines’ financial success 
is due in part to the high degree of gov- 
ernment protection for route-entry and 
fares. 

But the solid performance of the two air- 
lines last year was the result of a drive for 
efficiency by both companies and not gov- 
ernment protection. And this efficiency 
was achieved according to the differing ori- 
gins and corporate philosophies of the two 
airlines, and to the contrasting political en- 
vironments in which they operate. 

Both sia and Cathay are products of the 
British colonial era. A buccaneering spirit 
inspired Cathay’s 1946 launch, while the le- 
gacy of the British Erapire — in the form of 
British Overseas Airways Corp. (BOAC), 
now British Airways, the nation’s flag car- 
rier — is the backdrop to SIA’s success. 

Following the breaking up of Malaysia- 
Singapore Airlines in 1972, sia has been the 

-city-state’s national flag-carrier, with all the 
advantages this brings to the table when 
negotiating traffic rights. SIA quickly added 
to its regional services a large network of in- 
tercontinental routes as part of the Singa- 
pore Government's use of the airline to 
boost the country’s image, technology, 
tourism and trade. 

The perceived handicap of total govern- 
ment control, however, was largely re- 
moved by S14’s partial privatisation in 1985; 
the government now holds 54.14%, with 
the rest in the hands of local and foreign in- 
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stitutions and private investors. Virtually all 
its operational and management policies 
have been designed with the national good 
in mind — but with a stern approach to the 
bottom-line. 

In contrast, Cathay was started as a 
small charter carrier by two former World 
War II pilots, with London-based John 
Swire & Sons taking control in 1948. Cathay 
was never state-controlled, but it had to 
play second fiddle to BOAC’s international 
interests for many years because of Hong- 
kong’s colonial status. 

Almost by default, then, Cathay became 
a strong regional carrier as its longer-range 
ambitions were held back by BOAC’s own 
requirements. The Swires’ longstanding 
trading links around the region also were a 
boon to Cathay’s expansion in Asia. 

These differing backgrounds are evident 
today in the two airlines’ sources of rev- 
enue. In percentage terms, Cathay earns 


contrast, Hongkong’s regulatory environ- ae 


ment was, until 1980, a minefield, while its = 


future status is very much tied to the fate of 


Hongkong as the approach of Chinese _ 


sovereignty nears in 1997. oe 
Before 1980, the territory was regarded i 
as merely one domestic British destination. 







available to be traded by London. Indeed, 


in 1979, London traded airline access to 


Hongkong to China in exchange for British o 


aviation and trade links with China. 


After a lengthy fight in 1980 with British 
regulators, Britain conceded Cathay the 


right to fly to London. With this came a’ 
measure of acknowledgment that Cathay 


should have more freedom to expand. It. 


did so with a vengeance, starting flights | 
across the Pacific in 1983.and to various 
other European cities in 1986. = 
Further freedom (but with immense po- 
tential for-complications) came in 1984 with 


the Sino-British agreement giving Hong 


kong back to China. This allows Hongkong 
the right to negotiate air routes not involv- 
ing China. Hongkong is progressively set- 


ting up its own air agreements to extract it- 


self and Cathay from existing British bila- 
teral air-rights agreements. i 
But the Sino-British treaty allows these. __ 
negotiations to proceed under the “specifie 
authority” of China, which Peking has cho- 
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twice as much more from Asia than SIA, 
while the Singapore carrier earns roughly 
twice as much as Cathay outside Asia. 

In the immediate future, this bodes well 
for Cathay, as Asia’s passenger traffic is ex- 

to grow at 10.5% a year by 2000, 
compared with 5% in Europe and 4.4% in 
the US. But at present, both Singapore and 
Hongkong are suffering tourism down- 
turns, with visitor arrivals in Hongkong 
down by 4% for January-April this year, 
and 6% down in Singapore in the same 
period. 

Both have recorded steep falls in the 
number of Japanese visitors, with bookings 
30-40% lower than last year. Until the Ja- 
panese outbound travel market recovers, 
Cathay will suffer more than SIA, but there 
is great potential for recovery for Cathay. 

A major advantage for SIA over the 
years, however, is that Singapore's regulat- 
ory position has always been simple. Ac- 
cess to and beyond Singapore was and is 
traded in exchange for access overseas. In 
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sen to interpret as the right to be consulted 
on each agreement. The treaty also gives 
China control of Hongkong routes involv- 
ing China, with the potential for China to 
demand routes from China through Hong- 
kong to points beyond. 

This so-called China factor has gener- 
ated much uncertainty at Cathay, prompt 
ing the airline to protect itself by linking up. 
with mainland entities. After creating ac. 


local constituency of support with a flota- 


tion of shares in 1986, Cathay sold a 12.5% 
stake in 1987 to China International Trust & 
Investment Corp. (Citic), China's official 
overseas-investment arm. 
Citic and Cathay are also partners in 
Hongkong’s second airline, Hongkong 
Dragon Airlines, which operates a smal 


fleet of 737s and a leased Cathay TriStar 
under the name Dragonair. Last year, Citic T 


bought 38% of Dragonair, Cathay bought 

30% and the Swire group bought 5%, with: 

Cathay supplying top management, 
Cathay has also helped to set up and 
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nma cothpulenreservations system for one 
of China's airlines, and through the airline's 
25%-owned associate, Hongkong Aircraft 
Engineering Co., it is involved in a partner- 

. ship with China National Aero Technology 
Import & Export Corp. 

Cathay officials also talk about the op- 
“portunities for Hongkong as a gateway to 
_» © China, But the China factor has already had 

: -a negative effect, as Peking is delaying sev- 
eral new bilateral air agreements. China 
also is threatening to curb Cathay’s expan- 
sion by holding back on endorsing plans 
for a new airport for Hongkong. 

a In short, there are fears that Hongkong 
>> may be swapping one colonial master for 
© another — and just as the self-interest of 

Britain had become less of a hazard for 

_ Cathay in aviation matters. Interference by 

the new “head office” in Peking may be far 
more blatant and clumsy, creating the po- 
tential for economic disaster. 

Indeed, the China factor has led at least 
one foreign airline seeking an Asian partner 
to opt for SIA over Cathay. In 1989, the Sin- 
‘gapore carrier formed a trilateral alliance 
with Swissair and Delta Airlines of the US, 
involving small share swaps between the 
partners to bolster cooperation across all 
three route networks. 

= Before committing itself to sia, Swissair 
had considered approaching Thai Airways 
International and Cathay as alternative 
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Asian partners. The idea of a link with Thai 
International was rejected because of inter- 
nal politics then besetting it, while a link 
with Cathay was deemed undesirable be- 
cause of doubts about its future after 1997. 
Regardless, Cathay probably would 
have rejected the idea of such an alliance, 
as it has since stated that it regards cross- 
shareholdings as both unnecessary and a 
potential barrier to cooperation with other 
carriers. Instead, Cathay prefers a looser 
style of cooperation, such as its block-book 
seating arrangement with American Air- 
lines on Cathay flights to Los Angeles or its 
joint operations with Japan Airlines to Sap- 
poro, Malaysia Airlines to Kota Kinabalu 
and Royal Brunei Airlines to Brunei. 
Operating costs also distinguish the two 


Financial appreciation 


The way that sia and Cathay Pacific 
finance their aircraft are as different as 
their origins and operating environ- 
ments. This has led to criticism that 
Cathay has operated superbly on bor- 
rowed money but that its balance sheets 
are weak compared with those of SIA. 

In common with many airlines, both 
companies use the finance-lease system 
to achieve an effectively lower interest 
rate by selling their aircraft to companies 
needing a tax loss. The airlines lease the 
aircraft back at rates that include some of 
the benefits the lessor has gained. 

Cathay places finance leases for air- 
craft in countries where its revenue is 
strong, particularly in Japan. The airline 
links lease payments to revenue in the 
same currency as a means of hedging 
currency fluctuations. Instead of taking 
exchange losses or gains against the 
Hongkong dollar into its accounts im- 
mediately, it defers them until they are 
realised on settlement of the lease. 

But Japanese finance leases are now 
problematic because of changes in Japan- 
ese law, forcing Cathay to look at other 
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countries for lease arrangements to fi- 
nance aircraft on order. 

In contrast, SIA has preferred to earn 
interest on money on deposit, offsetting 
combined investment earnings against 
leases. The airline also runs a deferred 
foreign-exchange account over the life of 
a leased asset, to avoid instant foreign-ex- 
change losses in any accounting year. 

As with Cathay, however, SIA prefers 
to lease rather than own aircraft, though 
both airlines sometimes buy and sell air- 
craft to suit particular circumstances in 
the used-aircraft or financial markets. 

The manner in which two airlines de- 
preciate their aircraft also differs. Cathay 
depreciates aircraft over five to 15 years to 
residual value (10% of the price at which 
the aircraft was purchased) or to a value 
guaranteed under a forward sales con- 
tract. The lower, five-year period applies 
to recent additions to its TriStar fleet, all 
18 of which were committed for sale to a 
European company in 1989 and are to be 
disposed of in stages at previously agreed 
prices. 

In 1989, sta decided to depreciate its 
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‘airlines. Cathay’s wages bill, already higher 
than siA’s because of a local “brain drain” 
and inflation, is likely to increase with its 
future expansion- plans. Cathay until re- 
cently only hired Western expatriates as 
pilots and flight engineers, paying them far 
more than SIA paid its staff. 

In contrast, SIA has recruited local na- 
tionals as cockpit crew, only hiring expat- 
riates because of insufficient numbers of 
trained Singaporeans. SIA’s average salary 
per staff member was US$34,525 in the year 
ended 31 March, 15% lower than Cathay’s 
US$39,898. Also, SIA’s bonus system gives. 
it far more control over wage costs in bad 
times than does Cathay’s. 

As a result, the two airlines have 
adopted different expansion plans for the 
short term. SIA intends to boost capacity by 
13% in 1991-92, up from 5.8% in 1991, 
while Cathay says that its capacity increases 
will be small during the year, perhaps only 
5% compared with 1990's 14.2%. 

But longer-term attitudes are positive in 
both cases. SIA has 54 aircraft on firm order 
or optioned, while Cathay has 50. Both ex- 
pect to add more destinations in Europe 
and North America, though sia has been 
quicker off the mark in starting a service to 
Berlin and to Cebu Island in the Philip- 
pines. Cathay is interested in both destina- 
tions, but has not announced any. firm 
plans. a 














aircraft to 20% residual value over 10 
years, from a conservative depreciation 
policy of 10% residual. value in eight 
years. This cut the airline’s annual depre- 
ciation percentage, for aircraft by 3.25 
points, thus raising 7 profit. 

Traditionally, SIA has preferred to 
keep aircraft for about eight years, to 
maintain its claim of operating one of the 
youngest fleets in the world and because 
maintenance costs are generally lower in 
an aircraft's youth. 

Cathay, however, has yet to dispose 
of a wide-bodied. aircraft, though the 
TriStars will start to disappear in 1995, 
when its order of Airbus A330s is due to 
arrive. In the meantime, it has maximised 
profit potential by disposing: of them at 
forward prices. Cathay hag shown no 
signs of a similar arrangement for its early 
747s, the oldest of which is now aged 12 
years. 

These accounting machinations can 
drastically alter annual results, due to 
changes in the value of foreign exchange 
held by airlines. Last year, for example, 
Cathay’s accounts in Hongkong dollars 
benefited from the US dollar’s weakness: 
— the colony’s currency is tied to the US 
currency — while si4’s-accounts suffered 
from the 6.5% rise in the Singapore dollar 
against a basket of foreign currencies. 

u Michael Westlake 
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RETAILING 


Asian firms set up information network 





eiyu, Japan's third-largest 
S supermarket chain, has set up 

a Hongkong-based purchas- 
ing network with six Asian retailers 
that may bolster substantially the 
business of regional suppliers. 

The organisation, called the 
Asian Retailers Affiliation Network 
(Aran), is the first of its type for 
Japan. Its members are: Seiyu, the 
Hero and Pasaraya groups of In- 
donesia, Wing On of Hongkong, 
Lion Corp. of Malaysia, Chinese Au- 
tomobile Co. of Taiwan and Cha- 
roen Pokphand Group of Thailand. 

In addition, two Seiyu sub- 
sidiaries — FamilyMart Inc., a con- 
venience store chain in Japan, and 
Gem of Hawaii Inc., a retailer — are also 
members. Seiyu is part of the Seibu Saison 
group that also owns the Seibu department 
store chain. 

The companies are to meet several times 
each year in an effort to help their develop- 
ment through the exchange of information 
on operations, merchandising and market 
research. The Seibu Saison group will also 
provide expertise on retailing and franchis- 
ing. A 
“Cooperation can range from securing 
suppliers to producing movies,” a Seiyu 
spokesman says. One plan, for example, 
calls for the joint development of products 
under the Aran brand name. 

But Aran’s main short-term priority is 
product sourcing. “It’s basically an organi- 
sation to tell each other who's capable of 
supplying what, for how much and how 
frequently,” explains Ken Egusa, a stock 
analyst at Morgan Stanley. 

Seiyu, which owns 270 supermarkets 
and more than 200 department stores in 
Japan, is in neeg of expanding inexpensive 
imports, especially foodstuffs. Deregulation 
of Japan’s distribution sector has brought in 
more competitors and made consumers 
more choosy. 

Japanese competitors such as Daiei and 
Jusco have already obtained competitively 
priced import sources in Asia through the 
establishment of joint ventures and produc- 
tion facilities. Daiei, for example, formed a 
shrimp farm in 1985 in Taiwan and an as- 
Paragus joint venture in 1989 in China’s 
Jiangsu province. 

Analysts say Aran is a fast, inexpensive 
way for Seiyu to ease its sourcing problems. 
Alternatively, the arrangement will help 
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certain goods from Asian countries, par- 
ticularly food and garment products, gain 
access to Japan via Seiyu. 

Other Aran members will also benefit 


from the arrangement. Sourcing is some- 
times difficult for these companies because 
of the small volumes they purchase. “Many 
garment manufacturers don’t even want to 
talk to us because our orders wouldn't be 
big enough,” explains Russell Kwok, Wing 
On's general manager. “If we can get to- 
gether and buy jointly, however, we might 
be able to cut our costs signifi- 
cantly.” 

Most of the Aran members are 
connected with Seiyu in some way. 
In 1989, Seiyu purchased a 40% 
shareholding in Wing On, and 
the company has run the Family- 
Mart chain in Taiwan with Chinese 
Automobile Group for the past 
three years in a partnership that 
has the Taiwan company holding a 
60% equity position. Seiyu also pro- 
vides technical help on store man- 
agement for all the companies ex- 
cept Lion. 

Seiyu’s presence in Asia, how- 
ever, is still weak compared with 
other Japanese retailers, especially 
Isetan, which has nine stores in the 
region. Seiyu opened a department 
store in Hongkong, its first store out- 
side Japan, only last year, and the com- 
pany hopes that Aran will substantially 
strengthen its position in the region, per- 
mitting further expansion. a 





FOREIGN AID 


Indonesia called on to deepen economic reform 


Carrots and critics 





By Adam Schwarz in Jakarta 
. consortium of donor countries and 





multilateral organisations on 12 June 

agreed to provide a record US$4.75 
billion in aid and credits to Indonesia in the 
fiscal year that began on 1 April. But before 
committing to this 5.3% increase in aid over 
last year, the donors told Jakarta to examine 
closely new economic reform 
from the World Bank and local and interna- 
tional non-profit groups. 

As in the past, the World Bank and 
Japan accounted for the lion’s share of 
aid promised by the Inter-Governmental 
Group on Indonesia (IGGI), with the former 
providing just over one third of the total 
and Japan committing 21%. Japan’s Export- 
Import Bank promised a further US$500 
million outside the IGGI framework to help 
small and medium-sized private businesses. 

But in a break from recent years, the IGGI 
declined to provide Indonesia with non- 
project aid that goes directly to the govern- 
ment. Instead, the donors supplied US$1 
billion in fast-disbursing aid, which is 
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routed through Indonesian banks and on- 
lent to final users, such as those involved in 
infrastructure projects. 

The IGGI agreed that Indonesia needed 
some fast-disbursing aid because of a wor- 
sening current-account deficit. A slow- 
down in Indonesian non-oil exports and 
sharp rise in imports generated a current- 
account deficit of US$3.8 billion in the fiscal 
year ended on 31 March, 111% higher than 
the year before. The deficit would have 
been of US$6-7 billion, however, if not for 
an oil windfall of US$4.3 billion in fiscal 
1990 thanks to higher prices. 

Indonesia's balance-of-payments prob- 
lems likely will worsen before they get bet- 
ter, sparking the IGGI to warn Indonesia 
that it must deepen the reform of its econ- 
omy. The World Bank called upon In- 
donesia to modernise its legal system to ac- 
commodate a more vigorous private sector; 
allow more private sector involvement in 
building and managing infrastructure pro- 
jects; improve government policies*for ap- 
propriating land; remove market-distorting 
barriers; adjust trade incentives; and ensufe 
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that large and well-connected firms do not 


-| get preferential treatment from the govern- 
<+ ment. 


: In particular, the World Bank said that 

many of the nation’s remaining trade bar- 
riers are putting additional pressure on the 
poor and are exacerbating inter-regional 
disparities. For example, export bans on 
rattan and sawn timber push down prices 
and benefit downstream industries in Java 
at the expense of farmers in such outer pro- 


-= vinces as Sulawesi and Kalimantan, accord- 


ing to the World Bank’s report to the IGGI. 
The recently formed monopoly on domes- 
tic clove trading — orchestrated by 
o1. Suharto’s youngest son, Tommy — is also 
“likely to hurt small farmers in the 
medium-to-long term,” the report said. 
But perhaps the thorniest problem for 


the government is a growing perception 


that its efforts to reform the economy have 
-< helped larger firms and rich individuals 
more than small- and medium-sized busi- 


: nesses and the poor. Dutch Minister for 


-Development and IGGI chairman J. P. Pronk 
_ ` said that “the perception of what had been 
“achieved [by the government's economic 

policies] was often different at the micro- 


Tevel from the perception at the macro-level 
=~ and less favourable.” 


Pronk stated that “progressive poverty 


alleviation” in Indonesia would require 


more public participation in policy-setting 
and a “less polarised structure of income 
distribution.” The World Bank also called 


upon Indonesia to spend more on social 
> services and to enforce tax laws. 


=> A group of non-governmental organisa- 
© tions (NGOs) involved in Indonesia added 
¿to these criticisms. A 1 May statement from 
‘the International NGO Forum on Indonesia 
said that development must be more con- 
sciously linked to democratisation “if the 
quality of life of the Indonesian people is to 
be enhanced.” 

The World Bank, however, notes that 





the number of Indonesians living in pov- 


`: erty in 1990 fell to 17% of the population, or 
30 million, from 40%, or 54 million people, 
<i in 1976, The World Bank said that the re- 
`- duction of poverty was proof that the bene- 
fits of growth “have been widespread,” 
and that “there appears to be an improve- 
ment in income distribution up to 1987.” 
There is no up-to-date evidence showing 
how Indonesia’s most recent reforms have 
affected the distribution of income. 
It is clear, however, that the country’s 
largest business groups remain the domin- 


Q „ant players. In 1988, the turnover of In- 
 donesia’s 10-largest conglomerates was 


= equivalent to 15% of GNP. In 1985, the last 
year data is available, over 60% of domestic 


manufacturing output was produced byin- 


dustries in which the top four firms control- 
led at least 40% of the market. Private 
econonfists believe these market-share fig- 
ures did not change dramatically over the 
past six years. a 
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INVISIBLE HAND. 





Gangs of dragons : 


ANIC, or newly industrialising country, occupies a twilight zone, too poor to be call- 
ed rich and too rich to be called poor. Asia is supposed to have four of them — 
South Korea, Taiwan, Hongkong and Singapore — but it will soon be time to count 
again. £ 

Living standards are the main yardstick by which to measure a NIC. By this statis- 
tic, Malaysia is already one. So is Thailand. South Korea was described as a 
NIC in 1978, when its per capita GNP was US$1,160; Thailand reached that level in 
1989. Interesting things happen to NICs. South Korea quadrupled its living standard 
during this 11-year period. Malaysia was on a par with South Korea i in 1978, but it 
only managed to double per capita income by 1989. 

These days, nobody describes the Philippines as a NIC-in-waiting, but many do 
in the case of Indonesia. This is understandable about the former; but less so about 
the latter, because Indonesia's living standard was only US$490 in 1989, under half 
that of Thailand and 30% less than the Philippines. It will be another 10 years before $ 
Indonesia appears on the threshold of Nic-dom. 

Singapore and Hongkong, however, have caught up with the living standard of 

New Zealand, the straggling member of the rich countries’ club. If this was the only 
measure of being a NIC, then, these two economies would have graduated byn now. 
But there are other important dimensions to being affluent. = 

One is the structure of the economy. NICs have to be heavily industrialised, more ` 

so than both rich countries and poor ones. South Korea and Taiwan certainly qualify 

-on this score, but not Singa- 

È pore and Hongkong. They 
‘are already -postindustrial 









Sheep and goats 





kong’s service sector. com- 
prises almost 75% of the- 
economy: 

In thjs case, Malaysia and 
Indonesia appear to qualify 
as NICs. Industry: comprises. 
more than 40% of national 
output. But look again: the 
petroleum industry is large. 

in both countries, account- 
ing for a fifth and a half of their respective exports. Strip them to their industrial = 
core and the picture is different. Manufacturers in Indonesia added value equivalent” 
to only 15% of GDP in 1987. In South Korea, manufacturing accounted fora quarter 
of total output. ; 
If industry is not what differentiates NICs from the rest, whateis? Services might: 
seem to be the obvious candidate, but even here the signs are mixed. Services com- 
prise no less than half the Thai economy, against only 46% in South Korea. 
What gives the game away is that agriculture is still a large factor in@Malaysia and 
Indonesia, as well as in Thailand and the Philippines, for that matter. These are all ` 
pretty raw economies, heavily reliant on commodities for foreign exchange. But 
then so are North America and Australasia. 
Perhaps the emphasis should be placed on the first letter of the acronym, NIC. 
The four Asian NICs began industrialising within the past 30 years, much more re- 
cently than the developed countries. That is all very well, but other Nics yuch as 
Brazil and Mexico started this process-in the 1920s, at about the same time as italy 
and Sweden. They just failed to do as good a job as those in Europe. nie 
In the end, being a NIC is more a state of mind, denoting an urgent desire to catch i 
up with the West. And even then, the target is a selective one. Singapore talks about — 
-attaining Switzerland's, not Britain's, current living standard by 2000. When that 
goal has been reached, there will always be another target. ‘Anything to urge a na- 
tion ever onwards. n Nigel Holloway 
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ised terms negotiated | 


: for Thai telecoms deal 





Thai Prime Minister Anand 


_ Panyarachun on 17 June won major 


“revisions to a deal under which Charoen 

_».Pokphand Telecoms (CPT) was awarded a 
-US$4 billion contract to install three million 

. telephone lines. Concern that last year’s 

. terms favoured military-backed cpt and 


gave it a country-wide monopoly had 


-threatened to create a showdown between 


Anand and the military junta. Under the 


_ compromise, yet to be signed, CPT’s 


_ 23-year concession will be cut to two 
`. million lines in metropolitan Bangkok. The 


other one million lines, to be spread 
around the country, will be opened to 


__ private bidding in which crT will not take 


part. CPT will share its profits with the 
Telecommunications Organisation of 
Thailand. 


Eva Airways assured 
of getting licence 


> Taiwan's communications minister, 
Eugene Chien, announced on 14 June that 
he will issue an operating licence to Eva 
Airways, enabling it to begin flying on 1 
July as advertised. Chien made his 
decision despite pressure from ruling party 
lawmakers and inconsistencies between 
Taiwan’s Civil Aviation Law and the 
ministry regulations under which Eva was 
authorised to do business two years ago. 


Chien also promised pose revisions 
: i the lew fy Septembel Ea wil launch 
its service with two leased Boeing aircraft, 
technically violating requirements of 
_» the aviation law that an international 
"carrier own at least half of its 


third. of its kind, 
: Japanese programme of debt relief for 


. Tokyo to give Burma 


grant of US$21 million 
> Japan is to give Bugma a debt-relief grant 
of ¥3 billion (US$21 million) in return for a 


“debt repayment of the same amount made 


by Burma to J in May. The grant, the 


will be made under a 


lelekdeveloped countries. It can be used 
by Burma to buy machinery, equipment, 
raw materials and spare parts from any 
country. » 


: Saudi group to open 
_ Islamic bank in Indonesia 





‘Saudi Arabian group Al-Baraka is to 


~ open. the first bank in Indonesia to adhere 


«to'the Islamic proscription on charging 
interest. It will invest in companies rather 


than making loans. Al-Baraka will be the 
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majority owner of the bank, capitalised at 
Rps 50 billion (US$26 million), with 
minority stakes held by Indonesia’s 
state-owned Central Java Development 
Bank and the Bimantara group, controlled 
by President Suharto’s second son. The 
move was seen as an effort by Suharto to 
garner Muslim support ahead of 1992 
elections. 


Japanese central bank 

seeks regional cooperation 

> The Bank of Japan (BO)) is to double its 
intake of regional banking trainees to 30 a 
year to foster ties with neighbouring 
central banks, It also hopes to organise 
three meetings a year with central bankers 
from Asia-Oceania, having hosted the first 
one in Tokyo earlier this year. The BOJ sees 
fighting off inflation as essential for high 
Asian growth and is urging regional 
cooperation on monetary policy and 
regulatory reforms. It recently opened 
offices in several centres around the 
world. 
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Philippines removes hurdles 

to foreign investment 

> Philippine President Corazon Aquino 
on 13 June signed into law measures aimed 
at removing obstacles to foreign 
investment. The Board of Investments and 
other agencies’ discretion to decide on a 
case-by-case basis which projects may be 
100% foreign owned will be replaced by 
formal guidelines. Areas such as finance or 
the media, where foreign participation is 
banned or restricted, will be set out in a 
short “negative list” to be drawn up within 
four months by the National Economic and 
Development Authority. The list will be 
revised after a three-year transition period, 
and will subsequently be open to revision 
every two years. 
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Japanese, US firms 

plan China venture oo 
> Marubeni of Japan on 19 June unveiled 
plans for a US$20 million textile venture in 
Canton, China, with US and local 0 
partners. The venture would invest US$7 
million in a plant designed to produce 
60,000 tonnes of polyester chip annually, 
Marubeni said. It would start operating ` 
in about three years. Marubeni said it- 
and Chemtex of the US would hold 25% 
each, with three Guangdong agencies 
sharing the remainder. US chemical 
giant E. I. du Pont de Nemours will 
provide the technology. 










Bangladesh budget aims 
for 5.7% GDP growth 


> Bangladesh’s finance minister, Saifur : 
Rahman, set a GDP growth target of 5.7% = 
in his budget statement for the fiscal year 
beginning on 1 July. GDP growth in the 
year just ending is estimated at 3.5%. The: 
budget set revenues at Taka 85 billion — 
(US$2.4 billion), current spending at Taka 
80 billion and development spending at 







z Taka 75 billion, up 22% from the current 


year. About 86% of the development 
budget will be met through foreign _ 
assistance. Rahman introduced tax 
reforms to raise Taka 4.5 billion and 
new taxes to bring in a further Taka 2.5 
billion. 





Japan’s economy grew 

strongly in first quarter 

> Japan’s real GNP grew by 2.7%, or an 
annual rate of 11.2%, in the first quarter of 
1991, the Economic Planning Agency oe 
reported. The figure suggests the Japanese 
economy is much more robust than 
previously thought, even though special 
factors helped first-quarter growth. Real 

GNP growth for the year ended on 31 

March was put at 5.7%, up from the 

5.2% forecast. Japan’s boom is not 

now expected to wane until the autumn, 
breaking a 57-month record. The Bank 

of Japan meanwhile said Japanese a 
personal savings grew by 7.2% to ¥761.5 = 
trillion (US$5.5 trillion) in the year to 

March, the slowest rate of growth in 11 
years. 


Taiwan bank to open 
office in Hongkong 
» Hua Nan Commercial Bank, one of 


Taiwan's three big state-run banks, said it | 


would open a representative office in oe 
Hongkong, probably in August: Itewill be 
the first Taiwan bank to set up offices in ` 
the territory. ° 
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Seen but not heard 


once again, even as it acted the 
stern disciplinarian with two 
obstreperous companies, high-flying prop- 
erty firm Tanayong Co. and Siam Agro In- 
dustry Co. (Saico), a pineapple producer. 


= he Stock Exchange of Thailand 
| ser) has proved itself a paper tiger 


: |: After weeks of indecision, the exchange in- 
|- deed took action against the two listed com- 


panies, but failed to address the fundamen- 


| tal regulatory problem plaguing the bourse 
|. — lack of public disclosure of rule violations 
-and subsequent punishments. 


_ . Since 19 April, the seT has puzzled over 
Saico’s flouting of the exchange’s rules on 


























: | dose the pricing and third-party 


| dividend payments, which stipulate that 


shareholders must be given two weeks’ 
notice. On 18 April, the Saico board an- 
nounced it would pay its first dividend ever 
— and set the ex-dividend date for 21 April. 

Within 24 hours, Saico was informed 
‘that it had violated SET rules, but more than 
a month passed before SET president 
Maruey Phadoongsidhi on 24 May sus- 


“pended Saico scrip. Then on 14 June, the 


set blacklisted the company’s remaining 
‘board of directors, declaring none of them 
fit to serve on any listed firm. 


pended from trading. The decision was cor- 


— rect, but not the timing. Saico challenged 


the SET to take action again and again, while 
minorities suffered from the lack of a di- 
vidend and the long share suspension. 
During the time the SET was attempting 
to use moral suasion against the recalcitrant 
Saico directors, Tanayong set upon its 
rapid-fire series of acquisitions. This was 


| [odone mostly through share swaps, a new 
| technique’ for the fledgling Thai bourse. 
| The SET on 3 June suspended trading in 
| Tanayong scrip to question the firm's use of 
_ | a block of undistributed shares that had 
oo| been mandated for acquisitions. The SET 


was also unhappy Tanayong did not dis- 
asset val- 
uations of the acquisition targets to the ex- 
change prior to the moves. 

After two weeks of debate, the SET 
cleared Tanayong of any legal wrong- 


| doing. And, having obtained more finan- 
“cial details from the company, the exchange 
“lifted the suspension on 19 June. 


Shroff feels that Tanayong should have 


| volunteered the details of the share swaps 


to the ser ahead of time, even if not re- 


s quired to do so by law. Tanayong is run by 


the colourful Kanjanapas family, which 
also controls Hongkong-listed Stelux and 
Hwa Kay Thai, and is advised by Jardine 
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The sET has given Saico until 25 July to. 
‘| anstall a new board; its shares remain sus- 


Fleming Thanakom Securities. Both know 
the Bangkok stockmarket is young and in- 
experienced, and should have realised the 
SET would not be amused by a dazzling dis- 
play of newly imported trading gimmicks. 

The set, however, is equally at fault, 
precisely because of its past soft-touch ap- 
proach to the enforcement of its regula- 
tions. In the past, the exchange has ad- 
ministered its rules and punishments 
mostly behind closed doors. But who can 
be expected to know just how tough the 
SET is if the rules are neither publicly spelled 
out nor publicly enforced? 

Moreover, the Tanayong case reveals 
how slow the exchange has been in keep- 
ing up with new share-trading tricks prac- 
tised in neighbouring markets. If the SET’s 
disclosure rules were spelled out, then 
Tanayong would never have needed to be 
suspended in the first place. 

Deterrence is created by public enforce- 


— Suspended animation 2 





ment, which the SET has been loathe to do. 
Sometimes the public finds out that punish- 
ments and fines have been meted out a 
year after the fact. But usually names are 
not disclosed. 

Indeed, in recent discussions with SET 
officials, Shroff has learned that two mani- 
pulation cases are under review by the Fi- 
nance Ministry. But will the results of the 
investigations ever be made public? 

Because of the SET’s rather gingerly en- 
forcement of its rules and regulations in the 
past, talk in Bangkok is that the exchange 
took a hard line with Saico and Tanayong 
in reaction to a recently published assess- 
ment of regional markets’ regulatory mus- 
cle. The Bangkok regulatory crew was 
listed near the bottom of the chart. 

A more haunting accusation is that the 
SET was able to act forcefully in these two 
cases because the country is under martial 
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law, which has left the Finance Ministry in 
the hands of Thai technocrats and not Thai 
politicians. The truth to this allegation will 
be discovered shortly, when a new civilian 
government is elected early next year. Un- 
less, of course, the SET in the meantime 
moves to publish and enforce its rules and 
publicly administer its punishments. 

m Paul Handley 


The best reward for an executive who has 
helped make a disastrous corporate acquis- 
ition is to appoint him to run the firm that 
was purchased. This is the fate that has be- 
fallen Hongkong Bank's executive director, 
John Bond, who takes over as president of 
Marine Midland Bank of the US after it 
made losses of US$72.3 million in the first 
quarter. 

As chief executive for Hongkong Bank's 
North American operations, Bond was in- 
strumental in buying the remaining 48% of 
Marine Midland it did not own for US$770 


: million. Since then, its accumulated post- 


tax losses come to US$786 million. 

Even by the parlous standards of US 
banks, Marine Midland is in poor shape. 
Of the 144 US banks which Moody's 
awards short- and long-term ratings, only 
12 scored worse in terms of return on assets 
(Marine Midland’s was. minus—1.2% last 
year) and return on equity (minus~27.2%), 
and most of these®were tiddlers. 

Only two banks of similar size — Mary- 
land National Bank and Southeast. Bank 
Miami — fared as badly. But they fell on 
hard times only recently, having managed 
to make profits for the three years preced- 
ing 1990. Marine Midland was last in. the 
black in 1988. 

In some respects, Marine Midland is in 
good company. The bank’s 1990 write- 
down ratio, at 3.4% ofthe portfolio, was no 
higher than that for Bankers Trust, Ameri- 
can Express Centurion Bank, or Citicorp’s 
South Dakota unit. 

One person who wif be observing 
Hongkong Bank's travails from a new 
angle is Tony Nicolle, who is leaving his job 
as Hongkong’s banking commissioner to 
take over as head of Standard Chartered’s 
Hongkong and China operations at the end 
of this year. By moving to Standard; Char- 
tered, Nicolle may yet achieve something 
he never could as banking commissioner: a 
de facto change in the colony's disclosure 
rules. Now that the head of one of the big 
banks in Hongkong knows the inside story 
on its competitors’ inner reserves, who is 
there left to tell, apart from the sharehold- 
ers? s Michael Taylor 
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We are pleased 





to announce that 


WILLIAM S. THOMPSON, JR. 





has become Chairman 
of 


oe > | “Salomon Brothers Asia Limited 





Effective June 2, 199] 
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hee A sia, the world’s most 

-— dynamic market place, 
Is home to more than half of 
~ mankind. Every day events occur 


here which not only shape the 


“destinies of its more than 4 billion 
«people but affect the entire world 
-as well. 


The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 


_ afford to miss it. 


Decide for yourself whether 


“any other single medium puts the 


social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 





SOME OF THE FEATURES 

YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year’s most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific sec jand 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 
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and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It’s a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 
ever. 


COUNTRY-BY-COUNTRY 
ANALYSIS... 

Each country is discussed with up-to- 
date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy 
and Infrastructure, complete with a 
map, a potted history and a govern- 
ment list. The Asia 1991 Yearbook 
gives you first-hand information on 
everything from trade patterns 

and population trends to forei 
investment and social and cultural 
developments. Each country chapter 
has a Databox full of essential vital 
statistics. 


HOW IT IS DONE... 

Published by the Far Eastern 
Economic Review, the Asia 1991 
Yearbook is the result of thousands 
of hours of work during the year. 
Every week, the Review's corre- 








from major Asian capitals and other 
aréas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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ceived a welcome boost from re- 
cent advances in semiconductor 
technology that have spawned a new form 
of storage device — so-called flash memory 
cards, 
z About the size and thickness of four cre- 
-| dit cards stacked together, the new devices 
replace floppy disks. Because they rely en- 
tirely on solid-state circuitry, they eliminate 
the need for heavy and damageable disk 
drives. And they drain less power than 
disk drives — another important factor in 
| keeping a computer's weight down. Some 
industry experts also believe that by the 
end of the decade, the new cards may even 
replace small-capacity hard disks. 
. Sandwiched inside the plastic casing of 
a flash memory card is a new type of chip 
which combines some of the best 
features of previous generations 
‘of semiconductors and sports 
new traits as well. Of the chips 
currently available, the one with 


co iq he quest for ever-lighter portable 
[ | and notebook computers has re- 








the biggest capacity — 2 
megabits, or 2 million bits of in- 
formation — has been de- 


‘| veloped by Intel of the US, 
which went into production last 
October. 

One of the advantages of integ- 
| rated-circuit cards in general over 
disks is that they shorten the time 
taken to access files, says Korendo 
Shiotsuki, a spokesman for Japan’s 
Fujitsu, one of Intel’s rivals in the 
field. 

Take the case of a lap-top user 
writing a letter while waiting for his 
flight to be called: having been forced to in- 
terrupt his work while boarding, he need 
only flip open the lid once in his seat to be 
able to resume typing. Because of the solid- 
state card technology, his letter will pop 
back onto the computer screen almost im- 
mediately — without the irritating delay of 
a disk drive rebooting the software. 

In some respects, the memory cards re- 
semble the read-only memory (ROM) cards 
and cartridges popularly used for computer 
games and electronic diaries. ROM cards can 
pack in a lot of software and hold their con- 
tents even if the power source is turned off. 

Other chips known as SRAMS, for static- 
| random-access memory, can be reprogram- 
med. But these chips must be accompanied 
by a battery built into the memory card, 
otherwise they will lose stored data. SRAMS 
also require more transistors than other 
ghips to store a given amount of informa- 
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tion, so manufacturers cannot squeeze as 
much memory into the same size of card as 
with other types of semiconductors. 

In contrast to both of these, flash mem- 
ory chips can be both reprogrammed and 
maintained without a battery. Intel 
achieved this by modifying the process 
used to make a third kind of chip, called an 
EPROM, for erasable programmable mem- 
ory. Conventional EPROMS can take as long 
as 20 minutes to wipe out data by exposure 
to ultra-violet light. The flash chips are so 
called because they are reprogrammable in- 
stantaneously by electrical means. 

However, Intel’s flash memory chips 
can be reprogrammed only by sector, not 
bit by bit as with some types of chips. This 
may cause an extra problem for chip pro- 
grammers, but does not make any signi- 
ficant difference to an ordinary user saving 











Flash-memory convenience. 


and re-saving data files. 

Toshiba of Japan also produces a flash 
memory chip that can be reprogrammed 
block by block, and like Intel's chip can be 
erased electrically rather than by ultra-violet 
light. But so far, Toshiba offers only a 1- 
megabit device. 

Companies are scrambling to produce 
higher-density flash memory chips that will 
be able to store more data. US-based AMD, 
one of Intel’s main rivals, says it will intro- 
duce a 2-megabit device in July, while Intel, 
currently the market leader, says it will start 
selling 4-megabit and 8-megabit chips by 
early next year. Fujitsu, like Intel, is also 
working on a 16-megabit chip. In the mean- 
time, it is buying Intel’s chips to assemble 
into its own brand of memory cards. 

With the future direction of the compu- 
ter market at stake, demand for the new 
chips is expected to grow much faster than 
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Quick as a flash 


the overall chip market, according to Ste- 
ven Myers, an analyst at Jardine Fleming 
Securities in Tokyo. Myers predicts that 
through the 1990s, the world market for 
flash memory devices will increase at.a 
compound rate of 50% annually in terms of 
value. Last year — the first year of large- 
scale production — a total of 2.5 million 
flash memory chips worth about US$33 
million were shipped worldwide. By 1995, 
this will probably balloon into at least a bil- 
lion-dollar market, according to Akira 
Minamikawa, a Dataquest analyst in 
Tokyo. 

Despite the competition from other 
companies, Myers says he expects Intel to 
continue to dominate, at least for the next 
several years. To meet demand, Intel earlier 


` this year renegotiated a major production 


contract with Japanese company NMB 
Semiconductor. As.a result, NMB will 
start churning out flash memory chip 
by the second quarter of next year. 

Although flash memory chips are 
full of attractive features, they are ex- 
pensive. At current prices, they cost 
about 100 times more per megabit of 
storage than standard 3.5-inch flop- 
pies, according to Minamikawa. 

Myers says the price is high be- 
cause the chips are a new product: 
As the volume of production swells 
and dens®r, higher-capacity chips 
are created, the costs can be, ex- 
pected to drop. And then flash 
memory cards will increasingly re- 
place floppies and low-density hard- 
disk drives. 

Computer-industry experts are 
debating when this will occur and to 
what extent. Atsushi Nakamura, manager 
of Intel Japan’s memory-components divi- 
sion, believes that because of the price dif- 
ference, it will be three to four years before 
flash memory cards completely replace 
floppies. 

By 1994, however, thekost per megabit 
for flash memory cards and a.20-megabyte 
(about 160 million bits) hard-disk drive will 
be equal, Nakamura predicts. The replace- 
ment of larger density hard drives by flash 
memory cards will depend on Iw fast big- 
ger-capacity chips can be developed. 

Minamikawa and others seem to agree, 
saying that by the end of the decade, many 
hard-disk drives will be replaced by flash 
memory cards as the density of the cards 
increases. And that means businessmen 
and others will be able to carry around even 
smaller, lighter, easier-to-use and more 
powerful computers. m Marjorie Sun 
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Cruise the friendly skies of United. 





After spending some time cruising with United at 
30,000 feet, you may want to try the view at sea level. 
Flying to the ports of call of the world’s premier cruise 
lines is just one’ of the many options open to you as 
a member of United’s Mileage Plus frequent flier program. 
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Of course, you can also use the credits you'll earn SRUTEH TESEIATIOND AND ARON 
flying United for free flights wherever United flies. © TOKYO (03) 3817-4411 © OSAKA (06) 271-5951 @ NAGOYA (052) 571-5 57-16 
ee . ° sg ego © HONG KONG 810-4888 è TAIPEI (02) 325-8868 @ MANIL ) 0-0711 
Hawaii faris. Mexico. The possibilities are endless. © BANGKOK (02) 253-0558 @ KUALA LUMPUR (03) 261143 
© AUCKLAND (09) 793-800 è SYDNEY (02) 237-8888 è MEL 


Best of all, it doesn’t take long to earn Mileage Plus 
travel awards. A free round-trip flight to any destination 
United serves in Asia is yours after flying as few as 
20,000 miles. 

If you haven’t joined Mileage Plus, what are you 
waiting for? 

Contact United for instant enrollment in Mileage Plus. 

This time, your ship has really come in. 


* Participation in Mileage Pius may be subject to government approval 


Going Fast. 
taying Westin. 


See Manila in a different light. 
From»the luxury of 


Our Excgptive Club Floors. 


pm 


CE and 


THE WESTIN PHILIPPINE PLAZA 
Manila 


The Westin Philippine Plaza, Manila: R 
Other Westin Hotels in Asia: Shanghai: The Westin Tai Ping Y 
Singapore ®The Westin Stamford & The West TE 


» © Pusan: The Westin Chosun Beach « \" AJ nn ga 
For reservations, call the Westin Hotel in your city or your travel consultant Y = &S | ‘ 
A | ue E 


HOTELS & RESORI 





